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Letter to Shareholders = April 3G, 2007

Robert D. Orr
Chairman, President & Chief Executive Officer
First American Capital Corporation

Dear Shareholders:

The most significant event in 2006 for First
American Capital Corporation was the closing in
December of Brooke Corporation’s acquisition

of a controlling interest in our company. As the
result of that transaction, changes to our board

of directors followed and the reconstituted bcard
elected me as our chairman of the board, president
and chief executive officer.

I am also chairman and founder of Brooke Corporation, which
is listed on the Nasdaq Global Market under the symbol
“BXXX.” Its wholly owned subsidiary, Brooke Franchise
Corporation, distributes insurance services through a network
of more than 800 franchise locations. Brooke Franchise was
named the 22nd largest U.S. insurance agency by Bus ness
Insurance magazine (2006) and the country’s No. 37 top
franchise opportunity by Entrepreneur magazine (2007).

Although | will remain an officer and director of Brook >
Corporation, I am devoling a significant share of my time during
2007 1o First American Capital because 1 believe our bznking,
loan brokerage and life insurance plans hold great prom ise. |
also believe that our new relationship with Brooke Corporation
will be beneficial in the implementation of those plans.

EXPANDED BROKERAGE BUSINESS

As part of our transaction with Brooke Corporation, the
activities of our brokerage subsidiary were expanded to
inctude consulting and loan brokerage services to mar aging

general insurance agencies. Under the leadership of Mike
Hess, who has been an important part of Brooke Corporation
for many years, we generated in 2006 almost $1.2 million

in income from our new loan brokerage operations. With
Mike, we are getting a proven rainmaker and an experienced
exccutive. Already in 2007, we’ve expanded this business to
include similar services for funeral home businesses.

EXPANSION INTO BANKING BUSINESS

We recently agreed to acquire Brooke Savings Bank from
Brooke Brokerage Corporation (subject to regulatory
approvals). I think our proposed expansion into banking is

an exciting development. The sale of banking products and
services appears to be a good fit with our sale of life insurance
and annuity products. We are excited about the opportunity 1o
offer banking products and services through insurance agents,
including Brooke's franchise network. Furthermore, our large
stockholder base of Kansas residents provides a promising
market for banking services.

SYNERGIES WITH LIFE INSURANCE BUSINESS

The changes promoted by Brooke Corporation include the
sale of life insurance policies by First Life America through
Brooke’s network of franchised independent agents. I believe
this potential synergy can be beneficial to us, as well as to
Brooke Corporation.

LIQUIDITY & CAPITAL CONSIDERATIONS

Brooke Corporation is sharing the benefits of its public
company experience by consulting with us regarding

our application for a stock exchange listing. The recently
completed reverse stock split is intended to help us qualify for
a stock exchange listing. While there are no guarantees that a
listing will be obtained, our efforts in this regards are part of
our overalt efforts to provide improved liquidity opportunities
to our shareholders. 1 expect that we will again benefit from
Brooke Corporation’s experiences if and when the opportunity
arises for us to raise additional capital to support the growth of
our life insurance and planned banking activities.

2006 was a vear of change and transition for First American
Capital Corporation. As the result of our relationship with
Brooke Corporation, | believe that 2007 represents a fresh
start for us.

Robert D, Orr

Chairman, President & Chief Executive Officer
First American Capital Corporation
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PART I

This Annual Report on Form 10-KSB for the fiscal year ended December 31, 2006 (“report”) contains forward-
looking statements within the meaning of federal securities law. Words such as “may,” "will,” “expect,”
“anticipate,” “believe,” “‘estimate,” “continue,” “predict,” or other similar words, identify forward-looking
statements. Forward-looking statements appear in a number of places in this report and include statements regarding
our intent, belief or current expectation about, among other things, trends affecting the markets in which the
company operates, the Company’s business, financial condition and growth strategies. Although the Company
belicves that the expectations reflected in these forward-looking statements are based on reasonable assumptions,
forward-looking statements are not guarantees of future performance and involve risks and uncertainties. Actual
results may differ materially from those predicted in the forward-looking statements as a result of various factors,
including the uncertainties that all regulatory approvals will be obtained, that all closing conditions will be met, that
the closing of the transaction will occur, and that any closing will occur when cxpected, the uncertainty that plans
relating to the Company’s acquisition of a federal savings bank will be successfully implemented, the uncertainty as
to the effect of the potential transaction on the earnings and operations of the Company; the uncertainty that the
Company will achieve short-term and long-term profitability and growth goals, uncertainties associated with market
acceptance of and demand for the products and services of the Company, or its subsidiaries, the impact of
competitive products and pricing, the dependence on third-party suppliers and their pricing, the ability of the partics
to the transaction to meet product demand, the availability of capital and funding sources, the exposure to market
risks, uncertainti¢s associated with the development of technology, changes in the law and in economic, political and
regulatory environments, the impact of inflation and general economic conditions on the Company’s liquidity and
capital resources, changes in management, the dependence on intellectual property rights, the effectiveness of
internal controls, and risks and factors described from time to time in reports and registration statements filed by the
Company with the Securities and Exchange Commission. When considering forward-looking statements, you
should keep these factors in mind as well as the other cautionary statements in this report. You should not place
undue reliance on any forward-looking statement. The Company is not obligated to update forward-looking
statements.

LLINY

ltem 1. Description of Business

Qverview

In this report, references to the “Company,” “FACC,” and “we,” “our,” or “us” refers to First American Capital
Corporation, a Kansas corporation, and the Company’s subsidiaries First Life America Corporation, a Kansas life
insurance company {(“FLAC™), and Brooke Capital Advisors, Inc., a Kansas corporation (“*BCA™).

The Company is a Topeka, Kansas-based financial Services Company incorporated in the State of Kansas on July
10, 1996. The Company sells proprictary life insurance and annuity products in eight states through the Company’s
wholly owned subsidiary FLAC, The Company brokers life, health, disability and annuity products underwritten by
other insurance companies through its wholly owned subsidiary BCA.

As a result of recent change of control transactions, see “Description of Business - - Recent Developments”, the
Company recently began offering loan brokerage services through BCA. In addition, the Company recently
announced that it had entered into a definitive agreement to acquire a federal savings bank. See “Descriptions of
Business — Recent Developments”.

Sale of Proprietary Life Insurance and Annuity Products

The Company underwrites and sells proprietary life insurance and annuity products through FLAC. On October 15,
1997, FLAC received a certificate of authority from the Kansas Insurance Department (“KID”) to transact its life
insurance and annuity business in the state of Kansas. On November 19, 1998, life insurance operations
commenced. Under the provisions of accounting principles generally accepted in the United States of America,
FLAC had $7,659,130 of shareholders” equity as of December 31, 2006,
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Products of FLAC

The primary insurance products currently being marketed by FLAC are as follows:

Golden Eagle Whole Life (Final Expense) is available on a simplified issue or graded death benefit basis, The
simplified issue product is issued from age 30 10 85 with death benefit coverage ranging from a minimum of $2,500
to a maximum of $25,000. The graded death b nefit product is issued from age 50 to 80 with death benefit coverage
ranging from a minimum of $2,000 to a maxiraum of $10,000. The policy includes a living benefit rider that pays
the actuanal present value of death benefit upan terminal illness or nursing home confinement. Premiums arc level
for life and vary by risk class, sex and issue age.

First Whole Life is a permancent whole life insurance product with guaranteed level premiums and death benefits.
Issue ages are 0 (30 days) 1o age 80. Rate classes include preferred non-tobacco, non-tobacco and tobacco. The
product is non-participating. Available riders include accidental death, accelerated living benefit, waiver of
premium, terminal illness and long-term care.

First Term is a level term life insurance product with term periods of 10, 15, 20 and 30 years. Both fully guaranteed
and partially guaranteed premium options are available. For the partially guaranteed option, premiums are level for
5 years on the 10 year term, 10 years on the 15 year term, 13 years on the 20 year term and 17 years on the 30 year
term, increasing annually thereafter. Rate classes include non-tobacco, preferred tobacco and tobacco. Issue ages
for the 10, 15 and 20 are I8 to 60 for all classes. [ssue ages for 30 year non-tobacco are [8 to 50, and issuc ages for
30 year preferred tobacco and tobacco are 18 to 45. Available riders include return of premium, accidental death,
accelerated death benefit and waiver of prernium.

Value Builder is a modified payment whole life insurance policy with a flexible premium deferred annuity rider.
The policy requires premium payments to be made for a certain number of years after which time the policyholder is
entitled to pelicy benefits without making future payments. The product combines both a ten and twenty payment
period based on the issue age of the insured. 1:isue ages from age 0 (30 days) to 20 and 66 to 80 are ten pay policies
and issue ages from 21 to 65 are twenty pay policies. Premium payments are split between life and annuity based on
percentages established in the product design.  First year premium payments are allocated 100% to life insurance
and renewal payments are split 30% to life and 50% to annuity. The product is being sold in premium units with the
ability to purchase either fractional or multisle units. At the end of the required premium paying period, the
policyholder may continue to make full preniium payments into the annuity rider to provide for greater annuity
accumulations.

First Step is a juvenile term product issued from age 0 (30 days) to age 15. Coverage is sold in units. One unit,
consisting of a single premium payment of 5100 purchases $5,000 of death benefit coverage, while two units,
consisting of a single premium payment of $200 purchases $10,000 of coverage. The product contains a conversion
provision allowing it to be converted to a whole life policy prior to age 21.

First Flex ! is a flexible premium deferred annuity for ages 0 to 84, The initial interest rate is guaranteed for one
contract ycar with a minimum guaranteed interest rate of 3%. The surrender charge period is seven years and up to
15% of the account value can be withdrawn each year without incurring a surrender charge. If the owner becomes
confined to an extended care facility or hospital, the surrender charge may be waived up to a certain limit. The
minimum deposit is $100.

First Max I is a single premium deferred anr ity for ages 0 to 90, The initial interest rate is guaranteed for one
contract year with a minimum guaranteed interest rate of 3%. The surrender charge period is five years and up to
15% of the account value can be withdrawn each year without incurring a surrender charge. If the owner becomes
confined to an extended care facility or hospital, the surrender charge may be waived up to a certain limit. The
minimum deposit is $500.
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First Max Il is a single premium deferred annuity for ages 0 to 90. The initial interest rate is guaranteed for three
contract years with a minimum guaranteed interest rate of 3%. The surrender charge period is three years. If the
owner becomes confined to an extended care facility or hospital, the surrender charge may be waived up to a certain
limit. The minimum deposit is $500.

Euasy Pack contains short form applications for simplified underwriting and quick issue. Products included in the
Easy Pack are First Whole Life, First Term, First Step, Golden Eagle Final Expense and First Flex [, First Max | and
First Max III. The Easy Pack is designed for the agent and consumer to receive quick underwriting decisions on the
small face policies.

Product Marketing and Sales

The Company’s marketing strategy is to provide life insurance and annuity products that arc beneficial to the
consumer and profitable for the Company and its shareholders. As such, FLAC is continually seeking ncw markets
for its products primarily by utilizing its existing and new insurance agents to promote the sales of its products.
FLAC sells its products through agents. These agents receive commissions and, subject to qualification, promotional
incentives from FLAC basecd on premiums collected on the products sold.  FLAC contracts the independent agents
directly or through independent marketing organizations referred to as IMOs. IMOs generally are organizations that
align multiple independent agents with specific insurers and products. The IMOs receive a portion of the overall
commissions paid by FLAC on products sold by the agents. The IMOs recruit, train, contract and provide other
support functions to the independent agents.

FLAC is currently licensed to transact life and annuity business in the states of Kansas, Texas, Ohio, Itlinois,
Oklahoma, North Dakota, Kentucky and Nebraska. Due to the varied processes of obtaining admission to write
business in new states, management cannot reasenably estimate the time frame of expanding its marketing presence.

Insurance Inforce

The following table provides certain information about FLAC’s volume of life insurance coverage inforce for cach
of the last three years:

Amounts of Insurance (shown in thousands)
2006 2005 2004

Beginning of the year $163,353 $160,123 $163,424
[ssued during year 9,937 26,306 16,854
Reinsurance assumed 4,651 1,096 3,169
Revived during year 2,168 2,147 694
Lapse, surrender and decreased (25.435) (26.319) {24.018)
In-force end of year $154,674 $163,353 $160,123

{1) Excludes accidental death benefits (shown in thousands) of $31,184, $33,235, and $35,695 in 2006, 2005, and
2004, respectively.
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The following table provides certain informaticn about FLAC’s policy count for each of the last three years:

{Number of Policies)

006 2005 2004
Beginning of the year 04,856 8,318 6,582
Issued during ycar 1,137 2,516 1.676
Reinsurance assumed 135 35 720
Revived during year 143 110 50
Lapse, surrender and decreased (,297) (1,143) 716
In-force end of vear 1974 9,856 8318

As is cvidenced by the tables above, the averaize face amount per policy issued has approximated $9,000 10 510,000
during 2004, 2005 and 2006. The relatively small face amount issued is directly related to increased focus being
placed on production of the Company’s Final I:xpense product over the past three years. The Final Expense product
has a maximum face amount of $23,000, a leel significantly less than the other products historically marketed by
the Company.

Reinsurance

In order to reduce the financial exposure to allverse underwriting results, insurance companies generally reinsure a
portion of their risks with other insurance corapanies. FLAC has entered into agreements with Generali USA Life
Reassurance Company (“Generali™) of Kansas City, Missouri, Optimum Re Insurance Company (“Optimum Re”) of
Dallas, Texas, and Wilton Reassurance Corrpany (“Wilton Re™) of Wilton, CT, to reinsure portions of the life
insurance risks it underwrites. Pursuant to “he terms of the reinsurance agreements, FLAC retains a maximum
coverage exposure of $50,000 on any one insired. In the event that the reinsurance companies arc unable to fulfill
their obligations under the reinsurance agreements, FLAC remains primarily liable for the entire amount at risk.

FLAC is party to an Automatic Retrocession 00l Agreement (the “Reinsurance Pool™) with Optimum Re, Catholic
Order of Foresters, American Home Life Insurance Company and Woodmen of the World. The agreement provides
for automatic retrocession of coverage in excess of Optimum Re’s retention on business ceded to Optimum Re by
the other parties 1o the Reinsurance Pool. FLLAC’s maximum exposure on any one insured under the Reinsurance
Pool is $50,000.

Underwriting

FLAC follows underwriting procedures desig 1ed 1o assess and quantify insurance risks before issuing life insurance
policics. Such procedures require medical examinations (including blood 1ests, where permitted) of applicants for
policies of life insurance in excess of certain policy limits. These requirements are graduated according to the
applicant’s age and vary by policy type. The life insurance subsidiary also relics upon medical records and upon
each applicant’s written application for insurance, which is generally prepared under the supervision of a trained
agent.

Actuarial Services

The Company has retained the services of Miller & Newberg Inc., consulting actuaries located in Olathe, Kansas.
Mr. Eric Newberg of Miller & Newberg Inc. has been appointed by the Board of Directors of FLAC to act as its
valuation and illustration actuary.
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Investments

The Kansas Insurance Code restricts the investments of insurance companies by the type of investment, the amount
that an insurance company may invest in onc type of investment, and the amount that an insurance company may
invest in the securities of any one issuer. The restrictions of the Kansas Insurance Code are not expected to have a
material effect on the investment return of FLAC. FACC is not subject to the limitations, which restrict the
investments made by FLAC. Currently, investments of FLAC are held in both short-term, highly liquid securitics
and long-term, higher yield securities. The investment strategy is focused primarily on matching maturitics to the
anticipated cash needs of FLAC, but also attempts to match the investment mix to others within FLAC’s industry
peer group.

Insurance Brokerage Operations

Effective June 29, 2005, FACC formed and capitalized BCA under the name First Life Brokerage, Inc., as a Kansas
Corporation. BCA was capitalized with $25,000 and is a direct subsidiary of FACC. First Life Brokerage, Inc.
recently amended its Articles of Incorporation to reflect its new name, Brooke Capital Advisors, Inc. underscoring
the company’s addition of loan brokerage services to its insurance agency activities.

BCA operates as a licensed insurance agency, offering life, health, disability, and annuity products underwritten by
other insurance companies. BCA’s strategy is to make use of the Company’s existing infrastructure, equipment and
personnel by selling other companics’ insurance products to the Company’s shareholders, FLAC policyholders and
the general public. BCA will also solicit business from independent agents who may need specialized coverage or
service offered through BCA and its insurance contacts. Income will be derived from commissions and fees
generated through the sale of insurance products. Although much work has been done to creatc BCA and lay a
foundation for future growth, the sale of products and recruiting of agents is only beginning. BCA has secured
appointment contracts with several well-known insurance companies including AFLAC, Standard, AlG, and Mutual
of Omaha and is licensed to transact business in Kansas, lllinois, Ohio and Missouri.

Loan Brokerage Opcrations

As a part of the change of control transactions with Brooke Corporation, 2 Kansas corperation (“Brooke™), discussed
in “Recent Events”, CJD & Associates, L.L.C. (“CID™), an indirect, wholly owned subsidiary of Brooke, and BCA
entered into a Brokerage Agreement by which, as of that date, BCA began operating a business of (1) consulting
with managing general agents and managing agencies regarding (a) acquisitions of managing general agencies, (b)
financing of such acquisitions or other activities or needs of managing general agencies, and (c) other borrower’s
assistance services: (2) referring such managing general agents and managing general agencics to Brooke Credit
Corporation (" Brooke Credit™), a wholly owned subsidiary of Brooke, for the purpose of obtaining commercial loans
from Brooke Credit for such acquisitions, activitics or needs, and (3) providing collateral preservation services to
Brooke Credit through its MGA and Funeral Loan Programs with respect to such loans, for which BCA receives a
fee from the borrowers that may be funded by Brooke Credit’s loans to the borrowers and/or compensation from
Brooke Credit for collateral preservation services.

BCA’s Loan Programs originated its first loans in December 2006. Revenue from this business segment is derived
from commissions and fees generated through the loan brokerage and collateral preservation activities. Although
much work has been done to create BCA and lay a foundation for future growth, the sale of products, recruiting of
agents and marketing of the Loan Programs are relatively new segments for the Company. Income received by
BCA in 2006 was $1,199,339 of which $1,196,882 was generated through the Loan Brokerage segment. Based on
these recent revenues, management anticipates that revenues from BCA will continue to grow and add to the
Company’s financial results in 2007.

Administration
FACC has contracted with FLAC to provide services, which are incident to the operations of FLAC. Under the

terms of the Service Agreement, that was amended and restated effective January 1, 2002, FACC provides
personnel, facilities, and services incident to the operations of FLAC. FLAC does not have any employees.
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Services performed pursuant to the Service .\greement are underwriting, claim processing, accounting, policy
administration and data processing and other services necessary for FLAC to operate. The Service Agreement is
effective until either party provides 90 days written notice of termination. FLAC pays fees equal to FACC’s cost of
providing such services, including an appropriate allocation of FACC’s overhead expenses, in accordance with
accounting principles generally accepted in the United States of America. FLAC bears all of its direct selling costs,
which include agent recruiting, training and licensing; agent commissions; any bencfits or awards directly for or to
agents or management including any life or health insurance to be provided; and any taxes (federal, state or county)
directly related to the business of FLAC. Additionally, FLAC is responsible for, among other things, any
reinsurance premiums; legal expenses related to settlement of claims; state examination fees; interest on
indebtedness; costs related to mergers or acquisitions and costs related to fulfilling obligations of the life insurance
and annuity contracts written by the agents of FLAC.

As a cost savings measure for the Company, 13rooke has agreed in a servicing agreement (the “Brooke Servicing
Agreement™) to provide many adminisirative and public-company compliance services to the Company, including,
but not limited to, human resource services, payroll accounting, legal services, accounting, tax and auditing services,
risk management, and corporate marketing services. The $5,000 monthly cost for these services should provide
material cost savings to the Company. The Brooke Servicing Agreement terminates on December 31, 2007.

Competition

The life insurance industry is extremely competitive. FLAC faces significant competition from insurance companies
that have greater financial resources, offer more diversified product lines and have larger selling organizations and
customer bases. Competition also is encountered from the expanding number of banks and other financial
intermediaries that offer competing products. FLAC must compete with other insurers to attract and retain qualified
agents to market FLAC’s products.

In connection with its insurance brokerage business, BCA primarily competes against independent insurance
agencies against the locally placed “captive” insurance agencies of large insurance companies, and against large
insurance agencies and brokers. BCA compete: against these companies for the insurance business of the individual
and small business end-customers. The popularity of Internct sales and the passage of the Financial Services
Modernization Act also have increased the numiber of potential insurance and financial services competitors.

BCA’s insurance brokerage product line competes for business with a large number of brokerage companies, some
of which are independently owned and others of which are owned by major retail insurance agency companies.
Many independent insurance agents and insurance brokers have developed insurance programs for specific market
niches and provide significant competition.

Governmental Regulation

FLAC is subject to regulation and supervision by the KID. The insurance laws of Kansas give KID broad regulatory
authority, including powers to: (i) grant and rzvoke licenses to transact business; (ii) regulate and supervise trade
practices and market conduct; (iii) establish guaranty associations; (iv) license agents; (v) approve policy forms;
(vi) approve premium rates for some lines of tusiness; (vii) establish reserve requirements; (viii) prescribe the form
and content of required financial statements an reports; (ix) determine the reasonableness and adequacy of stawtory
capital and surplus; and (x) regulate the type a1d amount of permitted investments. Without limiting the foregoing,
the effect of the regulatory powers of the KID over FLAC may restrict the ability of FLAC to dividend or otherwise
transfer funds from FLAC to FACC even if FLAC’s operations are profitable and creating positive cash flow,
restrict the ability of FLAC to raisc capital other than by contributions from FACC, and require that FACC
contribute additional capital to FLAC.

Kansas has enacted legislation that regulates insurance holding company systems, including acquisitions,

extraordinary dividends, the terms of affiliate transactions, and other related matters. Currently, FACC and FLAC
have registered as a holding company system pursuant to the laws of the state of Kansas.
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BCA is subject to licensing or regulatory approval by the state insurance department in each state in which it docs
business. The Company’s operations depend on the vatidity of and our continued good standing under the licenscs
and approvals under which we operate. Licensing laws and regulations vary from jurisdiction to jurisdiction. In all
jurisdictions, the applicable licensing laws and regulations are subject to amendment or interpretation by regulatory
authorities, and generally, these authorities are vested with broad discretion as to grant, renewal and revocation of
licenses and approvals.

The Company is subject to state laws and regulations pertaining to the charging of fees by insurance agents and
brokers and the rebating of premiums and/or commissions. The charging of fees and/or rebating may be prohibited
in some states or permitted in others with or without certain limitations. Where permitted, the charging of fees may
require that certain disclosures be given to customers and/or that customers agree to the fees in writing. The
regulation of rebating can extend to an agent giving anything of value 1o a customer to induce the purchase of a
policy or in connection with the purchase of a policy.

The Company is subject to the unfair trade practices acts of the various states in which it does business. They each
define and prohibit unfair mecthods of competition or unfair or deceptive acts or practices, including
misrepresentation of policy terms, false advertising, making false statements, and defamation. Failure to comply
with such acts or insurance regulations could have a material adverse cffect on the Company.

There are many states that have statutes regulating the activities of brokering loans or providing credit services to
individuals or businesses. Such laws may pertain to the receipt of advance fees, misrepresentations or omissions to
state any material facts in connection with loans or services, engagement in fraud or deception or registration.

If the acquisition of Brooke Savings Bank closes, the Company will be regulated by the United States Office of
Thrift Supervision, which has the authority to regulate, examine and take enforcement action against banks with
respect to their financial condition and deposit, lending, investment and other operations.

The Company believes that it is currently in material compliance with all state, federal and foreign regulations to
which the Company is subject and the Company is unaware of any pending or threatened investigation. action or
proceeding by any state federal or foreign regulatory agency involving the Company that would have a material
adverse effect on the Company’s operations. In the fourth quarter 2005, Ohio suspended FLAC’s license because its
statutory capital and surplus fell below the minimum amount of $2,500,000 as of September 30, 2005.  This
shortfall was corrected as of December 31, 2005 and Ohio reinstated FLAC’s license in 2006. FLAC continues (o
operate under a Confidential Memorandum of Understanding which restricts its ability to write new business in
Ohio, however, management believes this restriction will be removed in 2007 because of FLAC s profitable
operations in 2006 and its 46% increase in its capital and surplus since the end of 2005,

Federal Income Taxation

FLAC is taxed under the lifc insurance company provisions of the Internal Revenue Code of 1986, as amended (the
“Code™). Under the Code, a life insurance company’s taxable income incorporates all income, including life and
health premiums, investment income, and certain decreases in reserves. The Code currently establishes a maximum
corporate tax ratc of 35%. The Code currently requires capitalization and amortization over a five-year period of
certain policy acquisition costs incurred in connection with the sale of certain insurance products. These provisions
apply to life and annuity business. Certain proposals to make additional changes in the federal income tax laws,
including increasing marginal tax rates, and regulations affecting insurance companies or insurance products,
continue to be considered at various times in the United States Congress and by the Intermal Revenue Scrvice. The
Company currently cannot predict whether any additional changes will be adopted in the foresceable future or, if
adopted, whether such measures will have a material cffect on its operations.

FLAC and BCA file a consolidated income tax return with FACC. In certain consolidated return years, the separate
tax liability of FLAC, BCA or FACC may be reduced through the utilization of net operating losscs of the other
companics comprising the consolidated group. [n addition, the taxes payable by the consolidated group as a whole
may be reduced by tax credits generated or earned by one company of the consolidated group, which are in effect
used to reduce the separate tax liability of the other companies. The tax savings attributable to the usc of such tax
attributes will inure generally to the benefit of the company of the consolidated group that eamned or generated the
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tax attribute in question. Members of the consolidated group will reimburse one another for the value of the
consolidated tax attributes utilized in cach consolidated return year.

Assuming that the acquisition of Brooke Savings Bank is consummated, Brooke Corporation’s direct and indirect
ownership interest in the Company will increase to approximately 72% of its outstanding common stock. Under
these circumstances, it is anticipated that the Company will continue to file a separate consolidated income tax
return with its subsidiaries. Existing nct operating losses will be utilized by the Company in its consolidated returns
to the extent possible subject to certain limitations. Certain limitations (with respect to the utilization of existing net
operating loss carryforwards) will apply when a change in ownership is deemed to have occurred for tax purposes.
A change in ownership typically occurs when more than 50% of a Company’s stock changes hands. In connection
with the 2006 Stock Purchase Agreement, Brooke’s ownership in the Company did not exceed 50% until Brooke
was able to exercisc its warrant on January 31, 2007. Accordingly, the Company believes that a change in
ownership did not occur until that date and expects to utilize existing net operating losses without limitation through
January 31, 2007, the date when Brooke was able to exercise the warrant and obtain more than 50% ownership of
the Company’s issued and outstanding comiman stock.

Financial_Information Relating to Industry Segments

The operations of the Company and its subsic iarics have been classified into three operating segments as follows:
life and annuity insurance operations (conducted by FLAC and by FACC pursuant to the Scrvices Agreement);
brokerage operations conducted by BCA; and corporate operations. All sales of life insurance by FLAC are 1o
unaffiliated customers. Financial information related to these three segments of the Company’s business is
presented below.

2006 2005 2004
Revenues:
Life and annuity insurance operations $ 4,880,259 4,628,936 $ 4,293,633
Brokerage opcrations 1,199,210 765 -
Corporate _ 82727 230,801 403,843
Total $ 6,162,196 $_4,860,502 3 4,697,476
Income (loss) before income taxes:
Life and annuity insurance operations s 254,517 $ 271,992 $ 464,114
Brokerage operations 1,083,796 (13,965 -
Corporate {570,598) {958.656) (761.430)
Total S 767715 £ (700.629) S (297,316)
Depreciation and amortization expense:
Life and annuity insurance operations $ 737908 630,737 769,611
Brokerage operations 584 438 -
Corporate 142,767 153,863 132,902
$§ 881,259 § 785038 § 902513
Asscls:
Life and annuity insurance operation ; 28,570,332 23,337,149 $18.305,111
Brokerage operations 1,198,212 11,903 -
Corporate 1,488,199 3,328.610 4,649,885
Total $31,256.743 32 2 322,954,996
Emplovees

As of December 31, 2006, the Company had il full time employccs.
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C CY ment

As the result of consummation of a series of transactions contemplated by the terms of a Stock Purchase and Sale Agree-
ment between FACC and Brooke dated October 6, 2006 (the 2006 Stock Purchase Agreement”), Brooke has acquired
a majority of FACC's outstanding common stock. See “ltem 5 Market for Common Equity and Related Stockholders
Matters -- Sales of Unregistered Securities”.

Brooke is listed on the Nasdaq Global Market under the symbol “BXXX". Its wholly owned subsidiary. Brooke Fran-
chise Corporation, distributes insurance and banking services through a network of more than 700 franchise locations.
Brooke Franchise was named the 22nd largest U.S. insurance agency by Business Insurance magazine (2006) and the
country’s No. 37 top franchise opportunity by Entrepreneur magazine (2007).

Among other things. the 2006 Stock Purchase Agreement provided for (1) FACC to submit to a shareholder vote approv-
als of (a) amendments to its Articles of Incorporation to (i) increase the number of shares of authorized common stock that
FACC is authorized 1o issue from 8,000,000 shares to 25,000,000 shares, (ii} increase the number of shares of authorized
preferred stock that FACC is authorized to issue from 550,000 shares to 1.550.000 shares, and (iii} reduce the par value
of each share of common. stock from $.10 to $.01, and (b) a reverse stock split of FACC’s common stock whereby every
three shares of common stock will be reverse split into one share of common stock and fractional shares will be cashed
out at the equivalent of $1.72 per whole share; (2} FACC to obtain, and Brooke (o use its reasonable best efforts to cause
FACC to obtain, a listing of FACC’s common stock on the American Stock Exchange or the Nasdag Capital Markets, if
such shares are eligible to be so listed: (3) the commencement of a modified *Dutch Auction™ style tender offer by FACC
within three months after the December 8, 2006 closing for up to $500,000 of outstanding shares of FACC's common
stock subject to certain adjustments; (4) the Company to have. and Brooke to use its best efforts to cause the Company to
have. capital and surplus reascnably sufficient to fund the projected capital needs of FACC operations for the first three
years after the closing, subject to certain conditions: (5) certain limitations on Brooke's ability to transfer its shares of
the FACC’s common stock during that three-year period. (6) the formation and maintenance of a committee of FACC's
Board of Directors consisting of independent directors for a limited term to approve or disapprove certain specified types
of actions and transactions; and (7} the entry by FACC and Brooke into the Brooke Servicing Agreement with a term
through December 31, 2007, by which certain human resources, accounting compliance and communications services
would be provided by Brooke to the Company in exchange for a $5,000 monthly fee. The Brokerage Agreement and
Brooke Servicing Agreement became effective on December 8. 2006.

On February 14, 2007, the Company announced that it had entered into a definitive agreement (the “2007 Stock Pur-
chase Agreement™) with Brooke Brokerage Corporation, a Kansas corporation ("BBC™) pursuani to which the Company
will acquire all of the issued and outstanding shares of capital stock of Brooke Savings Bank from BBC in exchange
for 6,047.904 shares of the Company’s common stock. subject to adjustment in the event of certain changes to the
Company s capitalization. See “Market for Common Equity and Related Stockholder Matters ~ Sales of Unregistered
Securities”. The ¢losing of the transaction is subject to its approval by the United States Office of Thrift Supervision, the
Commissioner of Insurance for the State of Kansas. any other regulatory approvals, and other standard closing condi-
tions, and is expected within 12 months. Either party may terminate this agreement after 365 days following the date of
the 2007 Stock Purchase Agreement if the transaction contemplated thereby has not been consummated.  The Company
can provide no assurance that the transaction will be consummated.

escription

FLAC owns approximately six and one-half acres of land located in Topeka. Kansas. which it acquired from the Com-
pany on May 1., 2006. The land is comprised of two parcels. the first of which includes a 20,000 square foot office
building which was constructed on approximately one-half of this land. The remaining land, including improvement
costs, is classified as real estate held for investment. Under the transaction the Company sold and FLAC purchased the
Company’s office building and the real property on which it is located for $2,800,000, which value was determined based
upon an independent appraisal.
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On May 1, 2006 the Company entered into a ir onth-to-month commercial lease agreement with FLAC under which
the Company leases 1,400 square feet of office space. Under the lease agreement, the Company pays $2,566.67 per
month or $22 per square foot for the space leased. The lease payment is an all inclusive rate, which includes taxes,
maintenance, utilities, and insurance that is attr butable to the space leased.

The Company does not intend to make any improvements, develop or renovate the property or building and believes
the occupied space is adequate for use as the Company’s offices. The Company occupies approximately 7.500
square feet of the building. Approximately 10,000 square fect is leased to the United States Department of
Agriculture (“USDA™) under a lease that commenced on July 1, 2001 and will end on June 30, 2011. The remaining
2,500 square feet is leased to the United States Department of Transportation (“USDOT™) under a lease that
commenced on September 1, 2005 and will end on August 31, 2010. The lease will automatically renew if not
terminated on or after August 15, 2010 for another five years.

The average cffective annual rentai of the total leased space during 2006, assuming no vacancy, was $19.17 per
square foot or $239,678 per year. The occupancy rate based on the total square feet available for lease in 2006 was
100%. Management believes that insurance coverage on the building is adequate. The building is depreciated over
39 years using the straight-line method for book and tax purposes. The annual taxes on the building are $75,053 or
an asscssed rate of 25%. The annual taxes on the land arc $8,766 or an assessed rate of 12%.

Item 3. Legal Proceedings

The Company has been from time to time a party to claims and lawsuits that are incidental to the Company’s
business operations. While ultimate liability with respect to these claims and litigation is difficult to predict, the
Company belicves that the amount, if any, thai we are required to pay in the discharge of liabilities or settlements in
these matters will not have a material adverse effect on our consolidated results of operations or financial position.
As of February 22, 2007, the Company was not, to its knowledge, a named party in any legal procceding.

Item 4. Submission of Matters to a Vote of Sceurity Holders

No matter was submitted during the fourth quarter of the fiscal year covered by this report to a vote of the
Company’s security holders, through the solicitation of proxies or otherwise.

Subsequent to year end at a special meeting of shareholders held on January 31, 2007, a majority of the sharcholders
approved {a) amendments to the Company’; Articles of incorporation to (i) increase the number of shares of
authorized common stock that the Company is authorized to issue from 8,000,000 shares to 25,000,000 shares,
(ii) increase the number of shares of authorized preferred stock that the Company is authorized to issue from
550,000 shares to 1,550,000 shares, and (iii} r:duce the par value of each share of common stock from $.10 to $.01,
and (b) a reverse stock split of the Compary’s common stock and fractional shares will be cashed out at the
equivalent of $1.72 per whole share.

PART II

Item 5. Market for Common_Equity and Related Stockholder Matters

Market Information
The Company’s common stock is not traded on an established public market.
Holders

As of February 22, 2007, there were approximately 4,945 sharcholders of record of the Company’s outstanding
common stock.
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Dividends

The Company has not paid any cash dividends since inception (July 10, 1996). Management anticipates that for the
foresceabie future any and all earnings will be retained to fund the growth of FLAC’s business and for other
working capital purposes and that as a result no dividends are currently planned. As noted above, the regulatory
requirements of the KiD may practically restrict the ability of the Company to transfer any operating profits
produced by FLAC’s insurance operations to the Company for use in paying dividends on the Company’s stock.

Sales of Unregistered Securitics

Pursuant to the 2006 Stock Purchase Agreement between Brooke and the Company, Brooke initially acquired
3,742,943 shares of common stock of the Company (approximately 46.8% of the then issued and outstanding FACC
common stock) on December 8, 2006. Pursuant to the same agreement, Brooke also acquired a warrant to purchase
an additional 1,643,460 shares of such common stock. On January 31, 2007, the date that the Company’'s Articles of
Incorporation were amended to increase the number of authorized shares of common stock from 8,000,000 shares of
such common stock to 25,000,000, Brooke exercised its warrant to purchase such additional shares and, as of such
date, increased its total ownership of FACC common stock to 5,386,403 shares. This amount represents
approximately 55% of the 1ssued and outstanding shares, on a fully diluted basis. Brooke paid a total of $3 million in
cash for the common stock and is required to pay up to $6 million in additional consideration to the Company
should BCA, not meet a three-year, $6 mullion pretax profit goal in accordance, with an agreed upon schedule set
forth in the 2006 Stock Purchase Agreement.

On February 14, 2007, the Company entered into the 2007 Stock Purchase Agreement with Brooke Brokerage
Corporation (“BBC”), a Kansas corporation and wholly owned subsidiary of Brooke, pursuant to which the
Company will acquire all of the issued and outstanding shares of capital stock of Brooke Savings Bank from BBC in
exchange for 6,047,904 shares of the Company’s common stock, subject to adjustment in thc event of certain
changes to the Company’s capitalization. The closing of the transaction is subject to its approval by the United
States Office of Thrift Supervision, the Commissioner of Insurance for the State of Kansas, any other regulatory
approvals, and other standard closing conditions, and is expected to occur by February 2008. Either party may
terminate the 2007 Stock Purchase Agreement after 365 days following the date of the agreement if the transaction
contemplated thereby has not been consummated.

BBC is a wholly owned subsidiary of Brooke. Robert D. Orr and Michael S. Hess are both directors and officers of
each of BBC and the Company; Mr. Orr is also a director and Chairman of the Board and Chief Executive Officer of
Brooke Corporation; and Mr. Hess is a director of Brooke Savings Bank. BBC acquired all of the capital stock of
Brooke Savings Bank, previously Generations Bank, on January 8, 2007, and Brooke became a majority owner of
the Company on January 31, 2007,

Item 6. Management’'s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the consolidated financial statements and notes thereto,
beginning on page F-1 in this report.

Critical Accounting Policies and Estimates

The accounting policies below have been identified as critical to the understanding of the results of operations and
financial position. The application of these critical accounting policies in preparing the financial statements requires
management 1o use significant judgments and estimates concerning future results or other developments, including
the likelihood, timing or amount of one or more future transactions. Actual results imay differ from these estimates
under different assumptions or conditions. On an ongoing basis, estimates, assumptions and judgments are evaluated
based on historical experience and various other information believed to be reasonable under the circumstances. For
a detailed discussion of other significant accounting policies, see Note 2 — Significant Accounting Policies in the
Notes to the Consolidated Financial Statements.
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Investments. The Company’s principal investments are held by FLAC in fixed maturity securities. Investments are
exposed to three primary sources of investmen: risk: credit, interest rate and liquidity. The fixed maturity securities,
which are all classified as available for sale, are carried at their fair value in the Company’s balance sheet. The
investment portfolio is monitored regularly to ensure that investments which may be other than tempeorarily impaired
arc identified in a timely fashion and properly valued, and that impairments are charged against earnings as realized
investment losses. The valuation of the investment portfolio involves a variety of assumptions and estimates,
especially for investments that are not actively traded. Fair valucs are obtained from broker statements.

Deferred Policy Acquisition Costs  Deferred policy acquisition costs, principally agent commissions and other
sclling, sclection and issue costs, which vary with and are directly related to the production of new business, are
capitalized as incurred. These deferred costs e then amortized in proportion to future premium revenucs or the
expected future profits of the business, depending upon the type of product. Profit expectations are based upon
assumptions of future interest spreads, mortality margins, expense margins and policy and premium persistency
experience. These assumptions involve judgment and arc compared to actual experience on an ongoing basis.

Future Policy Benefits The Company cstablishes liabilitics for amounts payable under insurance policies.
Generally, benefits are payable over an extended period of time and the reserves established for future policy
benefits are dependent on the assumptions used in the pricing of the products. Principal assumptions used in pricing
policies and in the establishment of reserves for future policy benefits are mortality, morbidity, cxpenses,
persistency, investment returns and inflation. Differences between actual expericnce and assumptions used in the
pricing of these policics and in the establishrient of liabilitics may result in variability of net income in amounts
which may be material.

Future Annuity Benefits Future annuity benzfits relate (o deferred annuity contracts.  The account balances for
deferred annuity contracts are equal to the cimulative deposits less any applicable contract charges plus interest
credited. The profitability of these products is also dependent on principal assumptions similar to traditional
insurance products, and differences between actual experience and pricing assumptions may result in variabiiity of
net income in amounts which may be material.

Premiums Premiums for traditional life insurance products are reported as revenue when due. Traditional insurance
products include whole life and term life. Deposits relate to deferred annuity products. The cash flows from deposits
are credited to policyholder account balances. Deposits are not recorded as revenue.

Income Taxes Deferred income taxes are recorded on the differences between the tax bases of assets and liabilities
and the amounts at which they are reported in the consolidated financial statements. Recorded amounts are adjusted
to reflect changes in income tax rates and other tax law provisions as they become cnacted.

Reinsurance Reinsurance is one of the tools -hat the Company uses to accomplish its business objectives. A variety
of reinsurance vehicles are currently in use. Reinsurance supports a multitude of corporate abjectives including
managing statutory capital, reducing volatili'y and reducing surplus strain. At the customer level it increases the
Company’s capacity, provides access to additional underwriting expertise, and generally makes it possible for the
Company to offer products at competitive levels that the Company could not otherwise bring to market without
reinsurance support.

Financial Condition

Significant changes in the consolidated balance sheets from December 31, 2005 to December 31, 2006 are
highlighted below.

Total assets increased from $26,677,662 at December 31, 2005 to $31,256,743 at December 31, 2006 primarily as

the result of a $3,293,819 increase in cash bilances partially resulting from an increase in equity of approximately
$2.261.000 from the sale of stock and warrants to Brooke Corporation,
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Primarily as the result of regular analysis and repositioning of the Company’s investment portfolio, available for sale
fixed maturities investments decreased from 313,854,375 at December 31, 2005 to $12,298,780 at December 31,
2006 and available for sale equity securities decreased from $456,760 at December 31, 2005 to 3$283,060 at
December 31, 2006

Mortgage loans on real estate increased from $1,566,382 at December 31, 2005 to $1,937,281 at December 31, 2006
as the result of management’s decision to invest and reallocate a larger share of the Company’s investment portfolio
to mortgage loans on real estate to increasc overall yields.

Other investments incrcased from $1,656,866 at December 31, 2005 to $3,067,.369 at December 31, 2006 as the
result of management’s decision to invest and reallocate a larger share of the Company’s investment portfolio to
lottery prize cash flows to increase overall yields. These investments involve purchasing assignments of the future
payment rights from the lottery winners at a discounted price sufficient to meet the Company’s yield requirements.
Payments on these other investments will be made by state run lotteries and as such are backed by the general credit
of the respective state.

Reinsurance receivables increased from $78,725 at December 31, 2005 to $112,145 at December 31, 2006. The
increase during the year represents the balance due from Wilton Re in conjunction with the reinsurance of the
Company’s Golden Eagle Whole Life (Final Expensc) product {see Notc 11 to the Consolidated Financial
Statements). Of the $112,145 balance due, $2,476 is attributable to commission allowances, $4,567 is attributable to
expense allowances, and $105,102 represents a recovery for paid claims.

Deferred policy acquisition costs, net of amortization, increased marginally from $5,133,244 at December 31, 2005
to $5,209,693 at December 31, 2006 resulting from the capitalization of acquisition expenses related to the sales of
life insurance. These acquisition expenses include commissions on first year business, medical exam and inspection
report fecs, and salarics of employees dircctly involved in the marketing, underwriting and policy issuance
functions. Management of the Company reviews the recoverability of deferred acquisition costs on a quarterly basis
based on current trends as to persistency, mortality and interest. These trends arc compared to the assumptions used
in the establishment of the original asset in order to assess the need for impairment. Based on the results of the
aforementioned procedures performed by management, no impairments have been recorded against the balance of
deferred acquisition costs.

Other assets increased from $24,935 at December 31, 2005 to $1,221,559 at December 31, 2006. The increase is
primarily duc to a $1,196,182 reccivable from a Brooke Corporation subsidiary for loan brokerage loan fees
generated during the fourth quarter transition of loan brokerage activities from the Brooke Corporation subsidiary to
BCA.

Policy and contract liabilities increased to $20,184,040 at December 31, 2006 from $16.241,529 at December 31,
2005. A significant portion of this increase is attributable to future policy and annuity benefits related to sales of the
Company’s various life insurance products. Reserves for future policy benefits established duc to the sale of life
insurance increased $841,250 or 16% from December 31, 2005 to December 31, 2006, Thesc reserves are
actuarially determined based on such factors as insured age, life expectancy, mortality and interest assumptions.
Reserves for future annuity benefits increased $3,356,628 or 33% from December 31, 2005 to December 3t 2006.
In 2005 and 2006, annuity contract liabilities increased due to the introduction of three new annuity products to the
marketing force and continued considerations received on the Company’s FA2000 product. According to the design
of the Company’s FA2000 product, first year premium payments arc allocated 100% to life insurance and rencwal
payments arc split 50% to life and 50% to annuity.

Reinsurance premiums payable decreased from $107,334 at December 31, 2005 to $54,732 at December 31, 2006.
The decrease was due to the termination of the reinsurance treaty on June 24, 2006.

Amounts held under reinsurance decreased from $219,079 at December 31, 2005 to $18,321 at December 31, 2006.
Amounts held under reinsurance represents the unearned portion of commission allowances due to the Company by
Wilton Re in conjunction with the reinsurance of our final expense product. Commission allowances are paid to the
Company on an annualized basis and initially recorded by the Company as a liability. The liability is subsequently
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released and applied against policy acquisition costs over the first policy year as premiums arc paid on the
applicable business.

The Company sold its home office building to FLAC during 2006 resulting in the repayment of all notes payable
balances and a decrease of $2,272,986 from the balance outstanding at December 31, 2005,

Credit risk is limited by emphasizing investment grade securities and by diversifying the investment portfolio among
various investment instruments. Certain cash balances exceed the maximum insurance protection of $100,000
provided by the Federal Deposit Insurance Corporation. However, cash balances exceeding this maximum are
protected through additional insurance. As ¢ result, management believes that significant concentrations of credit
risk do not exist.

Results of Operations

The Company reported net income of $755,848 during 2006 and net losses of $700,629 and $232,936 during 2005
and 2004, respectively. After losses in the provious two years, the Company was profitable during 2006 because the
Company’s brokerage subsidiary began brckering loans to managing general insurance agencies in the fourth
quarter of 2006 pursuant to a brokerage agreement with a Brooke Corporation subsidiary.

In addition to consulting fees [rom loan brokerage activities in 2006, significant components of revenues include life
insurance premiums (net of reinsurance), net investment income, and net realized investment gain. The following
table provides information concerning net pre mium income for the years ended December 31, 2006, 2005, and 2004:

2006 2005 2004

Whole life insurance:

First year ) 671,152 S 1,091,667 3 899,629

Renewal 3,544,584 3,069,155 2,701,813
Terminsurance:

First year 3,543 3,932 1,099

Renewal 19,277 18,305 20,296

Single premium 14,800 17,520 17,720
Gross premium income 4,253,356 4,200,579 3,640,557
Reinsurance premiuns assumed 12,425 12,240 10,816
Remnsurance premiums ceded (588,544) {419,660} (117,761)
Net premium income $ 3,677,237 $ 3,793,159 $ 3,533,612

Gross premium income increased by 1%, waile net premium income decreased by 3% between 2005 and 2006 as a
result of greater reinsurance premiums ceded in the amount of $185,839 to Wilton Re for our final cxpense product,
Total first year whole life premium deereased $420,515 or 39% from 2005 to 2006. The decrease is attributable to
management’s decision to reduce the issuance of final expense products of 2006 because of capital limitations. Net
premium income increased $259,547 or 7% between 2004 and 2005 and total first year whole life premium
incrcased $192,038 or 21% from 2004 to 2005. The increase is attributable primarily to an increase in the
production of the Company’s final expense product.

Total renewal ycar whole life premiums increased $475,429 or 15% from 2005 to 2006 and $367,342 or 14% from
2004 to 2005. Renewal premiums reflect the premium collected in the current year for those policies that have
surpassed their first policy anniversary. Renewal premiums will continue to increase unless premiums lost from
surrenders, lapses, settlement options or application of the non-forfeiture options, exceed prior year’s first year
premium.
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Net investment income increased $218,594 or 25% from 20035 to 2006 and increased $349,817 or 68% from 2004 to
2005, During the first quarter of 2004, the Company sold a significant portion of its bond portfolio in order to realize
market gains and reinvest the resulting proceeds using a new investment strategy. The new strategy is focused
primarily on matching maturities to the anticipated cash needs of the Company, but also attempted to more closely
duplicate the investment mix of others within the Company’s industry peer group.

Net investment losses of $39,955 were realized in 2006 as compared to net losses of $1,836 in 2005. The vanance
is primarily attributable to the sale of a significant portion of the Company’s bond portfolio during 2006 to generate
the cash required by FLAC to acquire the Company’s home office. Net realized investment gains of $463,787 were
recorded in 2004. As described above, the Company sold a significant portion of its bond portfolio during the three
months cnded March 31, 2004. Gains totaling $464,363 were realized upon the sale of these bonds.

Benefits and expenses totaled $5.394,481, $5,561,131 and $4,994,792 for the years ended December 31, 2006, 2005
and 2004, respectively, Included in total benefits and expenses were policy reserve increases of $841,250,
$1,118,501, and $1,020,812 for the years ended December 31, 2006, 2005 and 2004, respectively. Life insurance
reserves are actuanally determined based on such factors as insured age, life expectancy, mortality and interest
assumptions. As more life insurance is written and existing policies reach additional durations. policy reserves will
continue to increase.

Policyholder surrender values increased $33,519 from 2005 to 2006 and $101,076 from 2004 to 2005. The increase
is attributable to the increasc in the number of policies inforce and the continued maturation of those policies.

Interest credited on annuities and premium deposits totaled $579,074, $405,778. and $344,918 for the years ended
December 31, 2006, 2005 and 2004, respectively. The increases are primarily a result of the increase in annuity fund
balances. Both interest credited on annuities and premium deposits have increased as a result of the increase in the
number of policies inforce (9,974, 9,856, and 8,318 in 2006, 2005 and 2004, respectively). The average interest
credit rate on annuities and premium deposits has decreased from 5.7% and 4.7% during 2004 and 2005,
respectively, 10 4.7% during 2006. The decrease is attributable to management’s attempt to more effectively
manage the intcrest spread between the rate the Company earns on its investment portfolio and the rate being
credited to policyholder accounts combined with the introduction of several new annuity products marketed during
2005 and 2006 which are deemed to be shorter in duration and thus credit interest at a lesser rate than other annuities
which have historically been offered by the Company.

Death claims increased $230,080 from 2005 10 2006 and $218,009 from 2004 10 2005. The increcase is attributable
to the increase in the number of policies inforce and the continued maturation of the final cxpense policies, which
are generally purchased by consumers in their senior years.

Commission expense totaled $809,549, $1,200,741, and $1,059,798 for the years ended December 31, 2006, 2005
and 2004, respectively. Commission expense is based on a percentage of premium and is determined in the product
design. Additionally, higher percentage commissions are paid for first year business than renewal year. The
decrecase in commission expense during 2006 is dircetly related to the deerease in first year whole life premivm in
2006. The increase in commission expense during 2005 is directly related to the increase in first year whole life
premium in 2005. The increase during 2005 was partially offset by commission allowances of $335,931 from
Wilton Re being netted against the balance of commission expense. Commission allowances received on reinsured
business essentially serve as a reimbursement to the Company for acquisition costs incurred to write business.

Salaries, wages and employce benefits decreased from $1,234,824 and $1,119,185 in 2005 and 2004, respectively,
to $933,707 in 2006. The decrease during 2006 is primarily attributable to a decrease in employee headcount
combined with decreased employee benefit expenses. Management elected not to replace several positions that
became vacant because of its intent to reduce expenses and make FLAC profitable. The increasc during 2005 is
primarily attributable to an increase in employee headecount combined with increased employee benefit expenses.

Other operating costs and expenses totaled $1,176,769, $1,336,307, and $1,359,969 for the years ended December
31, 2006, 2005 and 2004, respectively. The balance of other operating costs and expenses during 2006 and 2005,
respectively, is comprised of gross costs totaling $1,278,131 and $1,492 972, offsct by expense allowances received
from Wilton Re totaling $101.362 and $156,665. Expense allowances received on reinsured business essentially
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scrve as a reimbursement to the Company for acquisition costs incurred to write business. Significant components
of the $214,841 decrease in gross other operating costs and expenses from 2005 to 2006 include the following.
Agency expenses decreased $30,412 and travel expense decreased $23,645 due to FACC not conducting an agent
incentive trip in 2006. FACC conducted an a zent incentive trip in 2005. Miscellaneous losses decreased $73,965.
Interest expense decreased by $95,120 due o the payoff of the notes payables in 2006. The aforementioned
decreases were offsct by an increasc in professional fecs of $70,565 during 2006.

Significant components of the $133,003 increase in gross other operating costs and expenses from 2004 to 2005
include the following. EDP (Elcetronic Data Processing) costs increased $63,268 in conjunction with conversion
process consulting related to the Company’s tvo life insurance administration systems. Agency expenses increased
$27,710 in conjunction with an agency incentive contest. Miscellaneous losses increased $73,965 resulting from a
$35,465 loss incurred on a transaction with Brooke (see ltem 12 Certain Relationships, Related Transactions, and
Director Independence -- Related Person Transactions) and a $38,500 loss on the settlement of pending litigation.
Other increases realized during 2005 included building operations ($43,732), interest ($33.370) and depreciation
(820,961). The aforcmentioned incrcases were offset by reductions in actuarial and legal fees of $73.858 and
$60.,965, respectively. These decreases are primarily attributable to the nonrecurrence of the professional fees and
expenses incurred in 2004 in support of the activities of a special commitiee of the Board of Directors of the
Company, described as follows.

Liguidity and Capital Resources

Dwuring the years ended December 31, 2006, 2005, and 2004, the Company maintained liquid assets sufficient to
meet operating demands, while continuing t utilize excess liquidity to purchase various investments. Net cash
provided by operating activitics during the ycars ended December 31, 2006, 2005 and 2004 totaled $634,874,
$768,938 and $404,894, respectively.

As of December 31, 2006, the Company and its subsidiaries had consolidated cash reserves and liquid investments
of approximately $16,107,968, as compared with $14,543,444 at the end of 2005 and $14,200,958 at the end of
2004. Of these amounts, cash reserves and liquid investments at FLAC as of these dates were approximately
$14,128,536, §14,112,878, and $12,812,107%, respectively. FLAC generally receives adequate cash flow from
premium collections and investment income to meet the obligations of its insurance operations. Insurance policy
liabilities are primarily long-term and generelly are paid from future cash flows. Cash collected from deposits on
annuity coniracts and policyholder premium deposits are recorded as cash flows from financing activities.

Due to insurance regulatory restrictions, as noted above, cash generated by FLAC cannot necessarily be used to fund
the cash needs of the parcnt company on a stand-alone basis. As of December 31, 2006, cash reserves and liquid
investments at the parent company level weie approximately $1,978,394 as compared with $419.540 at the end of
2005 and $1,388,851 at the end of 2004. (Zash balances at the parent company level as of December 31, 2006
increased from the net proceeds of approximately $478.000 resulting from the sale of the Company’s home office
building to FLAC and net proceeds of approximately $2,261.,000 resulting from the sale of warrants and common
stock to Brooke Corporation. Cash balances at the parent company level as of December 31, 2006 decreased from a
$1,000,000 capital contribution to FLAC. tCash balances at the parent company level, combined with additional
proceeds from exercise of warrants in 2007 by Brooke, the expected cash flows from its brokerage subsidiary,
income tax sharing arrangements and acministrative services reimbursements from FLAC is believed by
management to be sufficient to fund the pare t company’s normal operations and pay its corporate expenses, income
taxes and dividends.

The Company received additional capital of approximately $448,000 from the exercise of warrants by Brooke
Corporation on February 1, 2007. The Cownpany may also reccive additional capital contributions from Brooke
Corporation during the next three years resvlting from an agreement by Brooke Corporation to contribute up to an
additional $6,000,000 to the Company’s capital if the Company’s brokerage subsidiary does not achieve $6,000,000
in pre tax income over the next three years ir accordance with an agreed upon schedule.
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If FLAC is successtul in implementing its marketing plans and its premiums increase significantly as a result, then
FLAC may require additional capital contributions in 2007 from the parent company. In this event, capital
contributions are not expected to exceed $1,000,000 and any such required contributions are expected to be funded
from the parent company’s cash reserves.

BCA is the Company’s brokerage subsidiary. The nature of BCA’s operations is such that it is not expected to
require any capital contributions in 2007 from the parent company. Instead, if BCA is successful in implementing
its marketing plans, it will likely be a source of cash to the parent company.

The Company recently announced an agreement to acquire all of the outstanding common stock of Brooke Savings
Bank in exchange for 6,047,904 shares of the Company’s stock with a value of approximately $10,100,000.
Although the transaction, if consummated, will not affect the parent company’s cash balances, it will increase the
Company’s total equity capital. [f Brooke Savings Bank is acquired and it is successful in implementation of its
business plans, then the bank may require additional capital contributions in 2007 from the parent company. In this
event, capital contributions are not expected to exceed $10,000,000 and any such required contributions are
expected to be funded from the sale by the parent company of common or preferred equity to public or private
investors,

If another suitable bank, life insurance or brokerage acquisition opportunity arises, the Company may require
additional capital to fund an acquisition. In this event, the required capital for an acquisition is expected to be
funded from the sale by the parent company of common or preferred equity to public or private investors.

The Company plans to seek a listing of its common stock on either the American Stock Exchange or the Nasdag
Capital Market, once those shares are eligible for listing. Management believes that a stock exchange listing will
improve the Company’s prospeets for selling additional equity, acquiring a business by merger or issuing debt.

Capital Commitments

Substantially all of the Company’s contractual commitments are future annuity and policy benefits. The following
table summarizes the Company’s estimated contractual obligations for its annuity and insurance liabilities by due
date and expiration as of December 31, 2006:

Due within one year $ 1,937.000
Due in one to three years 4,507,000
Due in three to five years 5,416,000
Due after five years 7,907,000
Total $19,767,000

While annuity contracts have scheduled payments, the timing of the cash flows associated with life insurance
policies is uncertain and can vary significantly.

Recently Issued Accounting Principles

See Note 2 (Significant Accounting Policies) to the Company’s consolidated financial statements for a discussion of
the effects of the adoption of new accounting pronouncements.

Impact of Inflation and General Economic Conditions

The Company’s liquidity and capital resources are subject to inflation and general market conditions. The Company
is primarily invested in fixed maturity securities. A majority of these assets are debt securities and are considered
fixed income investments. In addition, the Company has investments in mortgage loans. Both of these investments
are exposed to three primary sources of investment risk: credit, interest rate and liquidity. In addition, the
Company’s investments are subject, in varying degrees, to market risk that can affect their return and their fair
market value.
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Interest rate risk arises from the price sensitivity of investments to change in interest rates. Coupon and dividend
income represents the greatest portion of an investment’s total return for most fixed income instruments in stable
interest rate environments. The changes in the fair market price of such investments are inversely related to changes
in markel interest rates. As interest rates fall, the coupon and dividend streams of existing fixed rate investments
become more valuable and the market values rise. As interest rates rise, the opposite effect occurs.

The Company’s mortgage loan investments are also particularly sensitive to intcrest rate changes. As long-term
rates fall, borrowers become more likely to refinance their mortgages causing a prepayment of outstanding mortgage
principal that requires reinvestment at lower rates.

As interest rates rise, policyholders may become more likely to surrender policies or to borrow against cash values,
often to meet sudden neceds in an inflationary environment or to invest in higher yielding opportunities elsewhere.
This risk of disintermediation may force the Campany to liquidate part of its portfolio at a time when the fair market
value of fixed income investments is falling.

A majority of the Company’s investments are exposed to varying degrees of credit risk. Credit risk is the risk that
the value of the investment may decline due (o the deterioration of the financial strength of the issuer and that the
timely or ultimate payment of principal or interest may occur. The Company mitigates credit risk by diversifying
the investment portfolio across a broad range of issuers, investment sectors and security types and by timing the
amount of investments in any particular entity.

Item 7. Financial Statements

The consolidated financial statements and rela ed notes are included in this report beginning on page F-1.

Item 8. Changes in and Disagreements with_Accountants on Accounting and Financial Disclosure

On November 1, 2006, the Company’s independent accountant, BKD, LLP, (“BKD™) notified the Company that
it was resigning as the Company’s independent certified public accounting firm. BKD stated that its resignation
was not a result of any disagreements with zither the management or audit committee of the Company. BKD’s
accountant’s reports for the Company’s financial statements for the Company’s two most recent fiscal years, or any
later interim period, did not contain adverse o>inions or disclaimers of opinion, nor were any reports modificd as to
uncertainty, audit scope or accounting princ:ples. BKD’s resignation was of its own volition and a change of
accountants was not recommended or approved by the board of directors or an audit or similar committee of the
board of directors.

At no time during the two mast recent fiscal ycars or the interim period through November 1, 2006 did the Company
have any disagrcements with BKD on any matter of accounting principles or practices, financial statement
disclosure, or auditing scope or procedure, which, if not resolved to BKD’s satisfaction, would have caused BKD to
make reference to the subject matter of the disagreement in connection with its accountant’s report.

During the two fiscal years prior lo the changz and through November 1, 2006, there were no reportable events (as
defined in Regulation 5-B Item 304(a)(1){(iv)(13)).

The Company requested that BKD furnish it vsith a letter addressed to the SEC stating whether or not it agrees with
the above statements. A copy of such letter, dated November 14, 2006, was filed as Exhibit 16.1 to the Company’s
Form 8-K/A filed November 15, 2006.

On November 6, 2006, the Company engaged Summers, Spencer & Callison, CPAs, Chartered ("SSC™), of Topeka,
Kansas, to be the Company’s new independent certified public accounting firm. SSC was selected by the Company
due to, among other Faclors, its proximity lo the Company’s location in Topeka, Kansas and the familiarity of SSC
with the industry within which the Compary operates. During the two most recent fiscal years and through
November 6, 2006, the Company did not consult with SSC regarding either (i) the application of accounting
principles to a specific completed or conternplated transaction, or the type of audit opinion that might be rendered on
the Company’s financial stalements and cither written or oral advice was provided that SSC conciuded was an
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important factor considered by the Company in reaching a decision as to the accounting, auditing or financial
reporting issuc; or (ii) any matter that was either the subject of a disagreement, as that term is defined in Item
304(a)(1)(iv)(A) of Regulation S-B and the related instructions to Item 304 of Regulation S-B, or a reportable event,
as that term is defined in Item 304(a)({1){iv){B) of Regulation S-B.

Item 8a. Controls and Procedures

The Company maintains controls and procedures designed to ensure that information required to be disclosed in the
reports that the Company files or submits under the Securitics Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods specified in the rules and forms of the Securities and Exchange
Commission and the information is accumulated and communicated to the Company’s management, including the
Company’s Chief Executive Officer and Chief Financial Officer, to allow timely decisions regarding required
disclosure. The Company’s Chicef Executive Officer and Chief Financial Officer conducted an evaluation of the
Company’s disclosure controls and procedures as of the end of the period covered by this report. Based upon the
evaluation of these controls and procedures, the Chief Executive Officer and Chief Financial Officer concluded that
the Company’s disclosure controls and procedures are effective in alerting management on a timely basis, of
material information required to be disclosed in the Company’s reports, except as set forth in this section.

In connection with its review of the financial statements filed with the Company’s Annual Report on Form 10-KSB
for the year ended December 31, 2005, the Company’s independent public accounting firm advised management
that it had noted certain matters that it considered to be a “maiterial weakness”. A material weakness is a significant
deficiency, or a combination of significant defictencies, in the Company’s internal financial procedures or controls,
that results in more than a remote likelihood that a material misstatement of the Company’s financial statements will
not be prevented or detected. The auditors noted that due to the resignation of the Chief Financial Officer of the
Company effective March 31, 2006, the Company did not then have adequate review procedures in place to ensure
the development of timely, complete and accurate financial staterents and related footnotes.

Since March 31, 2006, the Company has taken significant steps to remediate this material weakness, including
enhancing the knowledge and skills of the existing staff, hiring outside consultants and independent contractors to
assist the staff in handling financial statement matters, and engaging as a full-time consultant an individual who had
previously served as the Company’s controller and who during that tenure was primarily responsible for preparing
both the Company’s statutory and GAAP financial statements. The Company has not yet hired a full time Chief
Financial Officer. However, John Van Engelen was appointed on January 31, 2007 to serve in this position on an
interim basis. In addition, in connection with the Brooke Servicing Agreement, the Company now has access to
additional resources in connection with its accounting and financial and regulatory reporting. Accordingly,
management believes that the material weakness that existed with respect to the preparation of the Company’s
financial statements for the quarter ended March 31, 2006, remained at June 30, 2006, but was substantially
remediated prior to the preparation of the financial statements for the year ended December 31, 2006.

With these remediation steps remaining in place and the addition of the functional financial support to be provided
by Brooke pursuant to the Brooke Servicing Agreement referred to above, management believes that the material
weakness will continue to be remediated and that the Company’s internal control over financial reporting as of the
date of this report is effective at a reasonable assurance level and has been for a period of time prior hereto. In
connection with its review of the financial statements filed with this report, the Company’s independent public
accounting firm has advised management that its has not identified any matters that it considered to represent
material weaknesses.,

PART III

Item 9. Directors, Executive Officers, Promoters, Control Persons, and_Corporate Governance; Compliance With
Section_16 (a) of the Exchange Act

As a result of the consummation of the change of control transactions contemplated by the 2006 Stock Purchase
Agreement, the Company has experienced significant turnover in its Board of Directors. As previously agreed, six
members of the Board tendered their resignations for the Board upon occurrence of the change of control
transactions. The remaining two directors accepted these resignations, reduced by board resolution the number of
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directors comprising the Board to six members, and designated four individuals to fill the vacant board positions.
The current officers and dircctors of FACC arc as follows:

Name Ape Position

Robert D. Orr 53 Chairman of the Board, President, Chief Exccutive Officer
and Director

John F. Van Engelen 54 Chief Financial Officer, Director and President of FLAC

Paul E. Burke Ir. 73 Dircetor

Keith E. Bouchey 56 Director

Richard E. Gill 52 Director

Michael S. Hess 51 Vice President, Director, and President of FLAC

The directors serve until their successors ar: elected and qualified or until their earlicr resignation or removal.
Directors are elected annually by the sharchelders. The Chairman of the Board, Chief Executive Officer, President,
Secretary and Treasurer are clected at the anrual meeting of the Board and serve for a term of onc year. Any such
officer may, however, be removed, with or without cause, at any time by the Board. Other officers are clected by
the Board from time to time as the Board deeins advisable and serve at the discretion of the Board. The following is
a brief description of the business background of the executive officers and directors:

Robert D. Orr: Mr. Orr was named Chairman of the Board, President, Chief Executive Officer and Director on
January 31, 2007. Mr. Orr is the founder of Brooke and has been a Brooke director and its Chief Executive Officer
since its inception in 1986. Mr. Orr was Brooke's President from 1986 until 1991. Mr. Orr has been a director of
Brooke Brokerage Corporation, a wholly owr ed subsidiary of Brooke, since December 2005, has been its Chairman
of the Board and Chief Executive Officer since March 2006, and was its President from December 2005 until March
2006. Mr. Orr served as President of Farmers State Bank, Phillipsburg, Kansas, Chairman of the Board of Brooke
State Bank, Jewell, Kansas, President of Firsi National Bank, Smith Center, Kansas, and a self-employed insurance
agent for American Family Insurance Compzny. Mr. Orr is an honors graduate from Fort Hays State University in
Hays, Kansas, with a Bachclor of Arts Degree in Political Science. He also completed the Graduate School of
Banking program at the University of Colorado. Mr. Orr is the author of a book published in 2000 about the sale of
insurance and financial services in the Internet age entitled Death of an Insurance Salesman?.

John F. Van Engelen: Mr. Van Engelen has been a director of FACC since February 2004 and was named FACC’s
Chief Financial Officer on January 31, 2007. Mr. Van Engelen served as President and Chief Exccutive Officer of
FACC from February 16, 2004 until January 31, 2007. Mr. Van Engelen has also been a director and President of
FLAC since February 2004 and a director ¢f BCA since its inception in 2005. He was elected Chief Executive
Officer of FLAC on January 31, 2007. He served as President of BCA from July 2005 through December 31, 2006.
Mr. Van Engelen previously was the President of Western United Life. Mr. Van Engelen joined Western United
Life in 1984 as its underwriting manager, and shortly thereafter he was appointed Viee President—Underwriting.
From 1987 to 1994, he was Vice President—-Sales and a Regional Sales Manager. During 1994, he was appointed
President of Western United Life. Prior to joining Western United Life, Mr. Van Engelen had worked in the
insurance industry and in corporate and public accounting. He holds the following certifications: CPA, CFP, CLU,
ChFC, and FLMI. He is also a member of’ the American [nstitute of Certified Public Accountants, Society of
Financial Service Professionals, and a board member of the New Mexico Life and Health Guaranty Fund, Mr. Van
Engelen holds a Bachelor of Business Administration in Accounting from Boise State University.

Paul E. Burke, Ir.: Mr. Burke has been a director of FACC since its inception. Mr. Burke is the President of lssues
Management Group, [nc., a public relations and governmental affairs consulting company. Mr. Burke served as a
member of the Kansas State Senate from 1975 to January 1997 and served as the President of the Scnate from 1989
until his retirement in 1997. During his renure in the Kansas Scnate, Mr. Burke served as Chairman of the
Organization, Calendar and Rules, Legislative Coordinating Council and Interstate Cooperation Committees. Mr.
Burke was a majority leader of the Senate from 1985 to 1988. Mr. Burke has served in numerous national, state and
local leadership positions including past positions as a member of the President’s Advisory Commission on
Intergovernmental Relations. He is also the former owner of WEBBCO, Inc., an industrial engineering and
equipment company. Mr. Burke received his Bachelor of Science degree in business from the University of Kansas
in 1956.
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Keith E. Bouchey: Mr. Bouchey has been a Director of the Company since January 31, 2007. Mr. Bouchey is a
director of the First Community Bancshares, Inc., Overland Park, Kansas, and serves as Senior Executive Vice
President and Chief Financial Officer of such corporation and its wholly owned subsidiary bank. First Community
Bank, Lee’s Summit, Missouri. Mr. Bouchey served five years as the Executive Financial Officer of Gold Banc
Corporation, Inc., Leawood, Kansas, a publicly traded multi-bank holding company, from November 1995 until he
joined First Community Bankshares, Inc. in 2000. Previously, Mr. Bouchey was employed as a principal of GRA.,
Thompson, White & Co., P.C., a regional bank accounting and consuliing firm. Mr. Bouchey served for seventeen
years as managing director of the firm’s regulatory services practice. Mr. Bouchey is also a director, officer and
shareholder of Holyrood Bancshares, [nc., a closely-held, onc-bank holding company located in Holyrood, Kansas;
and a director and shareholder of UBT Bancshares Inc., a $365 million closely-held, one-bank holding company
located in Marysville, Kansas, which own United Bank & Trust. Mr. Bouchey has also served as a director of
Brooke Credit Corporation, a wholly owned subsidiary of Brooke since February 2006. He has a Bachelor’s Degree
in Corporate Finance from Kansas State University.

Richard Gill: Mr. Gill has been a Director of the Company since January 31, 2007. Mr. Gill is the owner of Gill
Agency, Inc. in Cherryvale, Kansas. Although the Cherryvale office serves as his principal place of business, Mr.
Gill has several insurance agency locations in Southeast Kansas. Prior to his ownership of the agency, Mr. Gill was
Superintendent of Customer Accounting for Union Gas Company wherc he supervised thirteen district offices.
Preceding his tenure at Union Gas Company, Mr. Gill was the credit manager for B&R Tire Company in Parsons,
Kansas. Mr. Gill has a Bachelors Degree in Business Administration from Pittsburg State University.

Michael Hess: Mr. Hess has served as a director and Vice President of FACC since January 31, 2007 and as
President of BCA since January 1, 2007. He was an original investor in Brooke and served on its Board of Dircctors
from 1990 until January 2005, as its President from 1996 until 2003, and as its Vice President from 1988 until 1996,
From its acquisition by Brooke in 2002 until January 2007, Mr. Hess was president and a director of CID &
Associates, L.L.C., a wholesale insurance broker that later also began providing loan brokerage and consulting
services to managing general agencics and funeral homes. He was a director and President of Brooke Brokerage
Corporation, a wholly owned subsidiary of Brooke and the parent corporation of CJD from December 2004 untit
December 2005 and has been its Vice President since December 2005, Mr. Hess has been a director of Brooke
Savings Bank, a federal savings bank. since January 8, 2007. Prior to joining the Brooke organization, Mr. Hess
was employed by Western Resources, Inc. (now Westar Energy, Inc.), a utility company in Topeka, Kansas. Mr.
Hess also previously served as director of Patrons Insurance Company and Great Plains Mutual Insurance
Companies.

Section 16(a) Beneficial Ownership Reporting Compliance

Scction 16 of the Sccuritics Exchange Act of 1934, as amended, requires the Company’s directors and officers, and
persens who own more than ten percent of a registered class of the Company’s equitly sccuritics, to file initial reports
of ownership and reports of change in ownership with the SEC. Such persons are required by SEC regulations to
furnish the Company with copies of all forms filed pursuant to Section 16(a). Based solely on a review of the copies
of those forms furnished to the Company and those filed with the SEC, the Company belicves that during the fiscal
year ended December 31, 2006, all required filings applicable to the Company’s directors, executive officers and
persens who own more than ten percent of a registered class of the Company’s equity securities were timely met,
except for the following: (1) a late filing on Form 3 relating to the acquisition of common stock of the Company by
Kyle L. Garst, Robert D. Orr, Michael Lowry, Shawn Lowry, Anita Larson, Leland Orr, and Brooke Holdings, Inc.,
which was filed on February 2, 2007; (2} a late filing on Form 3 relating to the acquisition of common stock of the
Company by Robert D. Orr, which was filed on February 7, 2007; (3) a latc filing on Form 4 relating to a single
transaction by Robert D. Orr, which was filed on February 12, 2007; (4) a failure to file Form 4 relating to a single
transaction by Thomas Fogt, which was remediated by the filing of a Form 5 by Mr. Fogt on February 14, 2007; and
{5) a failure to file Form 4 relating to a single transaction by John Van Engelen, which was remediated by the filing
of'a Form 5 by Mr. Van Engelen on February 12, 2007,

Audit Comunittee

The Board of Directors has a standing Audit Committee established in accordance with Section 3{a)(58)(A) of the
Seccuritics Exchange Act of 1934, as amended. The Audit Committee is responsible for the selection, review and
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oversight of the Company’s independent accountants, the approval of all audit, review and attest services provided
by the independent accountants, the integrity of the Company’s reporting practices and the evaluation of the
Company’s internal controls and accounting procedures. It also periodically reviews audit reports with the
Company’s independent auditors, The Audit Committee is currently comprised of Paul Burke, Keith Bouchey and
Richard Gill. Each of the members of the Audit Committee are “independent” as that term is defined in Rule
4200({a)(14) of the Nasdaq Marketplace Rulei. The Board of Directors has adopted a written charter for the Audit
Committee. As a result of the recent restructuring of the Board following the consummation of the transactions
contemplated by the 2006 Stock Purchase Ajyrecment, the Board of Directors has been unable to determine at this
time if the audit committee has at least one member who qualifics to serve as an “audit committee financial expert”
as defined under regulations of the SEC.

Code of Ethics
The Company has adopted a code of ethics thit applies to all executive officers and directors,

ltem 10. Executive Compensation

The following table sets forth the total cornpensation earned by the principal executive officer during the 2006 fiscal
year. No other cxecutive officers’ total conryensation exceeded $100,000 for service as an executive officer of the
Company during the 2006 fiscal year.

Summary Compensation Table

Name and Year Salary Bonus Option Non-Equity All Other Total
Principal ($) () Awards Incentive Plan | Compensation )]
Position & Compensation (%)

&
John Van 2006 144,800 25,000 32,210 28,000 5,496 235,506
Engelen,
Chief Financial
Officer (2)
(N The assumptions made in the valuation of this award are discussed in Note 10 of the Notes to

Consolidated Financial Statements at Item 7 “Financial Statements.”
2) Mr. Van Engelen was President and Chief Executive Officer of FACC until January 31, 2007.

On Scptember 21, 2006, upon the recommendation of the compensation committee, the Board of Directors
authorized the grant of a success award to Mr. Van Engelen, consisting of a cash portion and a non-cash portion for
the successful negotiation and closing of the transactions contemplated by the 2006 Stock Purchase Agreement. The
cash portion of the success award consisted of a $25,000 bonus payable to Mr. Van Engelen at the time of the
closing of such transactions and was received by Mr. Van Engelen on December 8, 2006. The non-cash portion of
the success award consisted of a Warrant To Purchase Shares of’ Common Stock (the “Van Engelen Warrant™),
dated October 5, 2006, providing Mr. Van Engelen the right to purchase 50,000 shares of common stock of FACC
upon its exercise. The warrant became exercisable on December 8, 2006. Under the terms of the Van Engelen
Warrant, Mr. Van Engelen may exercisc his right to purchase up to 50,000 shares, in one or in multiple excrcises at
an exercise price of $1.72 per share. The exercise period extends until December 8, 2016, The Van Engelen
Warrant additionally provides for adjustments of the number of shares and the exercise price in accordance with
any changes in the outstanding common stock by reason of stock dividends, split-ups, recapitalizations and
conversions, combinations or exchanges of shares, separations, reorganizations, liquidations, or the like. Shares
received upon exercise of the Van Engelen Warrant may be subject to transfer restrictions as unregistered securities.

The amount disclosed in the table above as “‘non-equity incentive plan compensation” was paid to Mr. Van Engelen
on December 8, 2006, as a cash performence award pursuant to the terms of Mr. Van Engelen’s Employment
Agreement, entered into on July 1, 2006 (th:: “2006 Employment Agreement”). The terms of the 2006 Employment
Agreement provided that Mr. Van Engelen would be entitled to a performance-based bonus equal to 20% of his
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gross annual base salary, if the Board of Directors’ determined that Mr. Van Engelen’s performance as Chief
Executive Officer and President was satisfactory (the “Performance Award™). Effective December 8, 2006. the
Company entered into an Employment Agreement with Mr, John F. Van Engelen to serve as President and Chief
Executive Officer of First Life America (the “2007 Agreement™). The 2007 Agreement replaced and superseded the
2006 Employment Agreement but preserved Mr. Van Engelen’s cligibility to reccive the Performance Award as
provided by the 2006 Employment Agreement.

The dollar valuc represcnting “all other compensation” in the summary compensation table represents the amount
that the Company paid to Mr. Van Engelen’s SIMPLE IRA plan in matching contributions.

Quistanding Equity Awards at Fiscal Ycar-End

Name Number of Sccurities Number of Option Option Expiration
Underlying Securities Exercise Date
Unexercised Options Underlying Price
(#) Unexercised %)
Exercisable Options (#)

Unexcrcisable

John Van Engelen 50,000 (1) 0 1.72 December 8, 2016

(N FACC granted Mr. Van Engelen a warrant for the right to purchase 50,000 shares of the Company’s
coimmon stock on October 3, 2006, which became exercisable on December 8, 2006.

Compensation of Dircctors

The following table scts forth the total compensation of non-employce directors during the 2006 fiscal year. The
Company does not compensate employees for their service as members of the Board.

Directors Compensation Table

Name Fees Earned or Paid Option Awards All Other Total
in Cash ($) Compensation 5
&) (8)

Paul E. Burke, Jr. 3,075 0 - 3,075
Edward Carter 3,400 0 - 3.658
Thomas Fogt 5,125 64,420 (1) 50,000 119,545
Kenneth Frahm 4,125 0 - 4.125
Stephen Irsik 750 0 - 750
John Montgomery 3,975 0 - 3,975
Gary Yager 4,950 0 - 4,950

(1) The assumptions made in the valuation of this award are discussed in Note 10 of the Notes to
Consolhidated Financial Statements at ltem 7 “Financial Statements.”

On September 21, 2006, upon the rccommendation of the compensation committee, the Board of Directors
authorized the grant of a success award to Mr. Fogt, consisting of a cash portion and a non-cash portion for his
contribution to the successful negotiation and closing of the transactions contemplated by the 2006 Stock Purchase
Agreement. The cash portion of the success award consisted of a $50,000 bonus payable to Mr. Fogt at the time of
the closing of such transactions and was received by Mr. Fogt on December 8, 2006. The non-cash portion of the
success award consisted of a Warrant To Purchase Shares of Common Stock (the “Fogt Warrant™), dated October 5,
2006, providing Mr. Fogt the right to purchase 100,000 shares of common stock of FACC upon its exercise. The
warrant became exercisable on December 8, 2006. Under the terms of the Fogt Warrant, Mr. Fogt may exercise his
right to purchase up to 100,000 shares. in one or in multiple exercises at an exercise price of $1.72 per share. The
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On October 5, 2006, Mr. Van Engelen was awarded a warrant to purchase up to 50,000 shares of Company common
stock at an exercise price of $1.72 per share. The warrant was awarded to Mr. Van Engelen in exchange for his
services in successfully negotiating and closing the transactions contemplated by the 2006 Stock Purchase
Agreement.  Mr. Van Engelen entered into an cmployment agreement with the Company effective December 8,
2006 1o scrve as President and CEO of First Life America Corporation.  See Item 10 Executive Compensation
above,

On October 5, 2006, Thomas Fogt, a then director of the Company, was awarded a warrant to purchasc up to
100,000 shares of Company common stock at an exercise price of $1.72 per share. Mr. Fogt was awarded the
warrant in exchange for his services in successfully negotiating and closing the transactions proposed by the 2006
Stock Purchase Agrecment.

As more fully discussed in “Description of Business — Recent Developments™ and “Market for Common Equity and
Related Stockholder Matters — Sales of Unregistered Sccurities”, Brooke had or has a direct and/or indirect material
interest in the 2006 Stock Purchase Agreem:nt, the Brokerage Agreement and the Brooke Servicing Agreement.
Brooke also has an indirect interest in the Cotnpany’s proposed acquisition of Brooke Savings Bank under the terms
of the 2007 Stock Purchase Agreement. As a result of his relationship with Brooke, Robert Orr, a Company director
and the Company’s Chairman of the Board, I'resident and Chief Executive Officer, has an indirect material interest
in these transactions. Michael Hess, a Company director and one of its executive officers, is a director and
executive officer of BBC and a director of Brooke Savings Bank.

With respect to the Company’s proposed acquisition of Brooke Savings Bank from BBC, the Company will
exchange 6,047,904 shares of its common steck, with a value of approximately $10.1 million, for all of the stock of
Brooke Savings Bank. The agreed upon purchiase price of approximately $10.1 million equals the price paid by BBC
to acquire Brooke Savings Bank on January 8, 2007, For the purpose of the proposed transaction, the shares of
Company common stock have been valued at $1.67 per share. This valuation equals the approximate price per share
paid by Brooke for it 55% ownership interesi in the Company in the change of control transactions that occurred in
December 2006 and January 2007. Based on the number of Company shares of common stock currently
outstanding, the proposed transaction would result in an increase in Brooke’s combined direct and indirect
ownership of the Company from 55% to approximatety 72%. The proposed transaction, afier adjustments, would
also reduce Brooke’s indirect ownership of Biooke Savings Bank from 100% to approximately 72%.

For additional information regarding related transactions, see Note 12 to the Company’s consolidated financial
statements.

Director Independence

The following members, and former members, of the Board of Direclors are “independent” as that term is defined in
Rule 4200(a)(14) of the Nasdaq Marketpliace Rules:

Current Directors: Former Directors Who Served in 2006
Paul E. Burke Edward Carter

Keith E. Bouchey Thomas Fogt

Richard E. Gill Kenneth Frahm

Stephen Irsik
John Montgomery
Harland Priddle

Gary Yager

All members of the Company’s compersalion commitice and nominating and governance commitiee are
independent in accordance with Nasdaq independence standards for members of these committees.
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Item 13. Exhibits

The following documents are filed as part of this Form 10-KSB:

(a) Financial Statements are attached hereto and included herein on pages F-1 through F-27.

(b) Index to

Exhibit No.

Exhibits

Description

3.1

32

33

34

10.1

10.2

10.3

10.4

10.5

10.6

10.7

26303210

Articles of Incorporation of First American Capital Corporation (Incorporated by reference from
Exhibit 2.1 to the Registrant’s amended Form 10-SB filed August 13, 1999)

Certificate of Amendment of Articles of Incorporation of First American Capital Corporation
adopted January 31, 2007 {Incorporated by reference from Exhibit 3.1 to the Registrant’s S-K
filed on February 2, 2007)

Copy of Articles of incorporation, as amended by the Certificate of Amendment adopted January
31,2007 (*)

Amended and Restated Bylaws of First American Capital Corporation adopted April 7, 2005
(Incorporated by reference from Exhibit 3.2 to the Registrant’s Form 8-K filed April 11, 2005)

Certificate of Designations, Preferences and Relative, Participating, Optional and Other Special
Rights of Preferred Stock and Qualifications, Limitations, and Restrictions Thereof of 6% Non-
Cumulative, Convertible, Callable Preferred Stock (Incorporated by reference from Exhibit 3 to
the Registrant’s amended Form 10-SB filed August 13, 1999)

Service Agreement amended and restated effective January 1, 2002 between First American
Capital Corporation and First Life America Corporation {Incorporated by reference from Exhibit
10.3 to the Registrant’s Form 10-KSB filed March 31, 2003)

Automatic Umbrella and Bulk ADB Reinsurance Agrecments effective September 1, 1998
between First Life America Corporation and Business Men’s Assurance Company of America
(Incorporated by refercnce from Exhibit 6.8 to the Registrant’s Form 10-SB filed August 13,
1999)

Intercompany Tax Sharing Agreement dated December 31, 2003 between First American Capital
Corporation and First Life America Corporation {Incorporated by refecrence from Exhibit 10.6 o
the Registrant’s Form 10-KSB filed March 29, 2004)

Automatic Reinsurance Agreement between First Life America Corporation and Wilton
Reassurance Company effective January 1, 2005 (Incorporated by reference from Exhibit 10.13 to
the Registrant’s Form 10-KSB filed March 31, 2006)

Stock Purchase and Sale Agreement between First American Capital Corporation and Brooke
Corporation dated October 6, 2006 (Incorporated by reference from Exhibit 7a to the Registrant’s
Schedule 13 D/A filed December 19, 2006)

Stock Purchase Agreement between First American Capital Corporation and Brooke Brokerage
Corporation dated February 14, 2007 (Incorporated by reference from Exhibit 10.1 to the
Registrant’s Form 8-K filed February 15, 2007)

Brokerage Agrecment between First Life Brokerage, Inc. and CID Associates, L.L.C. dated
December 8, 2006 (*)

29




10.8

10.9

10.10

10.11

10,12

10.13

10.14

14.1

16.1

21

3L

3L

2]

(c)

Servicing Agreement betwe:n First American Capital Corporation and Brooke Corporation dated
December 8, 2006 (*)

Employment Agreement dated December 8, 2006 between First Life America Corporation and
John F. Van Engelen (*)

Employment Agreement dated December 8, 2006 between First American Capital Corporation
and Michael S. Hess (*)

Warrant for 50,000 shares of First American Capital Corporation common stock for $t.72 per
share issued on October 3, 2006 to John F. Van Engelen. (*)

Warrant for 100,000 shares of First American Capital Corporation common stock for $1.72 per
share issued on QOctober 5, 2006 to Thomas M. Fogt. (*)

Warrant for 1,643,460 shares of First American Capital Corporation common stock for an
aggregate exercise price of 5447,818.00 issued December 8, 2006 to Brooke Corporation. (*)

Commercial Lease Agreeincnt between First Life America Corporation and First American
Capital Corporation dated May 1, 2006 (*)

First American Capital Corporation Code of Ethics for Executive Management and Board of
Directors (Incorporated by reference from Exhibit [4.1 to the Registrant’s Form 10-KSB filed
March 29, 2004)

Letter on Change in Certifying Accountant (Incorporated by reference from Exhibit 16.1 to the
Registrant’s Form 8-K/A filed November 15, 2006)

Subsidiaries of First Amerizan Capital Corporation (*)

Certification of Chief Fxecutive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002. (%)

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002. (*)

Certificate of Chief Executive Officer pursuant to Section 18 U.S.C. Section 1350 (*)
Certificate of Chief Financial Officer pursuant to Section 18 U.S.C. Section 1350 (*)
(*) Filed herewith

Reports on Form 8-K

The Company filed current reports on Form: 8-K dated October 8, 2006, November 1, 2006 (as amended by a Form
8-K/A filed November 15, 2006) and Decemiber 8, 2006 reporting recent developments.

ltem 14. Principal Accountant Fees and Services

All audit related services were pre-approved by the Audit Committee, which concluded that the provision of such
services by Summers, Spencer & Callison, CPAs, Chartered was compatible with the maintenance of this firm’s
independence in the conduct of its auditing functions,

263032.10
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The following table represents fees for professional audit services rendered by Summers, Spencer & Callison, CPAs,
Chartered for the audit of the Company’s annual financial statements and for the review of the financial statements
included in our quarterly reports.

Years Ended December 31,
2006 12003
Audit Fees $ 68206 3 -
$ 068,206 | 3 -
| ||
(1) Audit fees - Consists of fees billed and anticipated fees for professional services rendered for the audit of

the Company’s annual financial statements and review of the interim financial statements included in
quarterly reports, and services that are normally provided by Summers, Spencer & Callison, CPAs,
Chartered in connection with statutory and regulatory filings or engagements.
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SIGNATURES

In accordance with Section 13 or 15 (d) of the Exchange Act, the registrant caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.

FIRST AMERICAN CAPITAL CORPORATICN
By /s/ Robert D. Orr Date March 1, 2007

Robert D. Orr, Chairman of the Board, President,
Chief Executive Officer and Director

SIGNATURES

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the
registrant and in the capacitics and on the dates indicated.

By s/ Robert D. Orr Date March [, 2007
Rabert D. Orr, Chairman of the Board, President,
Chief Executive Officer and Director

By /s/John F. Van Engelen Date March 1, 2007
John F. Van Engelen, Chief Financial Officer and
Dircctor
By _/s/ Michael Hess Date March 1, 2007

Michael Hess, Director

By /s/ Keith E. Bouchey Date March 1, 2007
Keith E. Bouchey, Director

By /s/Paul E. Burke, Jr. Date March 1, 2007
Paul E. Burke, Jr., Director

By /s/Richard E. Gill Date March 1, 2007
Richard E. Gill, Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
First American Capital Corporation:

We have audited the accompanying consolidated balance sheet of
FIRST AMERICAN CAPITAL CORPORATION

as of December 31, 2006, and the related consolidated statements of operations, comprehensive income,
changes in stockholders’ equity and cash flows for the year then ended. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audit. The consolidated financial statements of First American Capital Corporation
as of December 31, 2005 and 2004 were audited by other auditors, whose report thereon, dated March 21,
2006, expressed an unqualified opinion.

We conducted our audit 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 rcasonable assurance
about whether the financial statcments 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. Qur audit
included consideration of intcrnal 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 effcctiveness
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
financial statements, assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of First American Capital Corporation as of December 31, 2006, and the results of its
operations and its cash flows for the ycar then ended in conformity with accounting principles generally
accepted in the United States of America.

Summers, Spencer & Callison, CPAs, Chartered

Topeka, Kansas
Fcbruary 27, 2007




Report of Independent Registered Public Accounting Firm

Audit Committee, Board of Directors and Stoc<holders
First American Capital Corporation

We have audited the accompanying consolidat:d balance sheet of First American Capital Corporation (a Kansas L
corporation) as of December 31, 2005 and the related consolidated statements of operations, comprehensive
income, changes in shareholders’ equity and cesh flows for each of the two years in the period ended December 31,
2005. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statemenis 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 ve plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estiinates made by management, as wetl as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

in our opinion, the consolidated financial statements referred 10 above present fairly, in all material respects, the
consolidated financial position of First American Capital Corporation as of

December 31, 2005 and the consolidated results of its operations and its cash flows for each of the two years in the
period ended December 31, 2005, in conformity with accounting principles generally accepted in the United States
of America.

/s/ BKD, LLP

Kansas City, Missouri
March 21, 2006, except for Note 15 as
to which the date is March 28, 2006

Twelve Wyandotte Plaza 120 West 12 Stroet, Suite 1200 Kansas City, MO 64105-1936 816 221-6300  Fax 816-221-6380

Beyend Your Numbers @com




FIRST AMERICAN CAPITAL CORPORATION
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2006 AND 2005

December 31, December 31,
Assets 2006 2005
Investments:
Sccurities available-for-sale, at fair value;
Fixed maturitics (amortized cost, $12.532,067
in 2006 and $13,960,005 in 2005) $ 12,298780 $ 13854375
Equity securities (cost of $258,400 in 2006
and $458,150 in 2005) 283,060 456,760
Investments in real estate 274,564 274,564
Policy loans 166,026 103,493
Mortgage loans on real estate 1,937,281 1,566,382
Other Investments 3,067,369 1,656,866
Total investments 18,027,080 17,912,440
Cash and cash equivalents 3,542,928 249,109
Accrued investment income 233,858 250,984
Accounts receivable 281,804 272,200
Reinsurance receivables 112,145 78,725
Deferred policy acquisition costs (net of accunulated
amortization of $4,444,081 in 2006 and $3,712,369 in 2005) 5,209,693 5,133,244
Property and equipment {nct of accumulated depreciation
of $945,228 in 2006 and $820,415 in 2003) 2,627,386 2,756,025
Other assets 1,221,559 24,935
Total assets $  31.256,743 $  26677.662

See notes to consolidated financial statements.




FIRST AMERICAN CAPITAL CORPORATION
CONSOLIDATED BALANCE SHEETS (continued)

DECEMBER 31, 2006 AND 2005

Liabilities and Shareholders' Equity 2006 2005
Policy and contract liabilities:

Future annuity benefits $ 13,658,174 10,301,546

Future policy benefits 6,109,055 5,267,805

Liability for policy claims 211,932 190,050

Policyholder premium deposits 104,038 146,354

Deposits on pending policy applications 27,788 8.361

Reinsurance premiums payable 54,732 107,334

Amounts held under reinsurance 18,321 219,079
Total policy and contract liabilities 20,184,040 16,241,529
Commissions, salaries, wages and benetits payable 49,661 131,873
Other liabilities 257,085 180,086
Notes payable - 2,272.986
Deferred federal income taxes payable 508,380 527941
Total liabilities 20,999,166 19,354,415
Sharcholders' equity:
Common stock, $.10 par value, 8,000,000 shares authorized,

issued and outstanding in 2006; and 5,419,578 shares issucd

and 4,257,057 shares outstanding in 2003 800,000 544,958
Additional paid in capital 13,757,298 12,478,903
Accunwulated deficit (4,132,804) (3,496,404)
Accumulated other conprehensive loss (166,917 (84,862)
Less: Treasury stock held at cost (0 shares in 2006

and 1,192,521 in 2005) - (2,119.348)
Total shareholders’ equity 10,257.577 7,323,247
Total liabilities and shareholders' equity 3 31,256,743 26,677,662

See notes to consoliduted financial statements.




FIRST AMERICAN CAPITAL CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

Revenues:
Gross premium income
Reinsurance premiums assumed
Reinsurance premiums ceded
Net premium income
Net investment income
Net realized investment gain (loss)
Rental income
Consulting fees
Total revenue

Benefits and expenses:
Increase in policy reserves
Policyholder surrender values
Interest credited on annuities and
premium deposits
Death claims
Commissions
Policy acquisition costs deferred
Amortization of deferred policy
acquisition costs
' Salaries. wages. and employee benefits
' Miscellaneous taxes
Other operating costs and expenses
Total benefits and expenses

Income (Loss) before income tax expense
Income tax expense (benefit)
Net Income (Loss)

Net Income (Loss) per common share:
Basic

Diluted

See notes to consolidated financial statements.

2006 2005 2004
$4,253.356 $4.200,579 $3,640.557
12,425 12.240 10816
(588,544) (419,660) (117,761)
3.677.237 3,793,159 3,533.612
1,085.897 867,303 517.486
(39.955) (1,836) 463.787
239.678 201.008 182.553
1.199,339 868 38
6.162,196 4,860.502 4,697,476
841,250 1.118.501 1,020,812
270,113 236.594 135518
579,074 405.778 344918
736,830 506.750 288,741
809,549 1,200,741 1.059,798
(814.016) (1,246,987) (1,275.646)
737.567 630.737 769.611
933,707 1,234,824 1.119.185
123,638 137.886 171,886
1,176,769 1,336,307 1,359,969
5,394,481 5,561,131 4,994,792
767.715 (700.629) (297,316)
11,867 - (64.380)
$755,848 $(700,629) $(232,936)
$0.50 $(0.49) $(0.15)
$0.39 $(0.49) $(0.15)




FIRST AMERICAN CAPITAL CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

2006 2005 2004

Net income (loss) $755,848 $(700,629) $(232,936)
Unrealized gain (loss) on available-for-sale securities:

Unrealized holding gain (loss) during the period (141,563) (382,700) 138,928

Less: Reclassification for gains (loss) included in net i wcome (39,955) (1.836) 463,787

Tax benefit (expense) 19,553 75,548 93,011
Other comprehensive loss (82,055) (305,316) (231,848)
Comprehensive income (loss) $673.793 $(1.005.945) $(464.784)

See notes to consolidated finuncial statements.
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FIRST AMERICAN CAPITAL CORPORATION

CONSOLIDATED STATEMENTS OF
CHANGES IN SHAREHOLDERS® EQUITY

YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

2006 2005 2004
Common stock:

Balance, beginning of year 3 544 953 $ 544,958 b 544 958
Common shares issued 255,042 - -

Balance, end of year 800,000 544,958 544,938

Additional paid in capital:

Balance, beginning of year 12,478,903 12,380,716 12,380,523
Stock warrants issuved 564,150 35,465 -
Additional paid in capital on issuance of common stock 714,245 62,722 -
Additional paid in capital on sale of treasury stock - - 193

i Balance, end of year 13,757,298 12,478,903 12,380,716
Accumulated deficit;

Balance, beginning of year (3,496,404} (2,795,775) {2,562,839)
Loss on sale of treasury stock {1,392,248) - -
Net mcome (loss) 755,848 (700,629) (232,936)

Balance, end of year (4,132,804) (3,496,404} (2,795,775)

Accumulated other comprehensive income:

Balance, beginning of year (R4,862) 220,454 452,302
Other comprehensive income (82,055) (303,316) {231,848)

Balance, end of year (166,917 (84,862) 220,454

Treasury stock:

Balance, beginning of year (2,119,348) (1,383,666) (1,385,483)
Sale of 1,192,521 shares at a cost of $1.78 per share 2,119,348 - -
Purchase of 450,500 common shares at $1.71 per share - (770,355) -
Issuance of 19,479 shares at cost of $1.78 per share - 34,673 -
Sale of 1,000 shares at cost of $1.82 per share - - 1,817

Balance, end of year - (2,119,348) (1,383,660)

Total shareholders’ equity $ 10,257,577 $ 7,323,247 3 8,966,687

See notes to consolidated financial statements.
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FIRST AMERICAN CAPITAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

20006 2005 2004
Operating activities:
Net income (loss) $755,848 $(700,629) $(232.936)
Adjustments to reconcile net loss to net cash
provided by operating activities:
Interest credited on annuities and premium deposits 579,074 405,778 344918
Net realized investment (gain) loss 39,955 1,836 (463,787
Provision for depreciation 143,692 154,301 132,902
Equity loss in investment in affiliate - - 28.516
Settlement loss - 35,465 -
Amortization of premium and accretion of discount on
fixed maturity and short-term investments {145,087) 25,958 138,001
Provision for deferred federal income taxes - - (64,380)
Acquisition costs capitalized (814,016) (1,246,987) (1,275,646)
Amortization of deferred acquisition costs 731.567 630,737 769,611
(Increase) decrease in assets:
Accrued investment income 17.126 {36.844) (33,071)
Accouints receivable (9.694) {14 ,006) 38,172
Reinsurance receivables (33.,420) (78,725) -
Policy loans (62,333) (16,547) (26,495)
Other assets (1,196,624) 5,430 (22,717
Increase (decrease) in liabilities:
Future policy benefits 841.250 1.118.501 1,020,812
Liability for policy claims 21.882 77.144 4,888
Deposits on pending policy applications 18.427 (307) (22.823)
Reinsurance premiums payable (52.602) 84.214 (8,593)
Amounts held under reinsurance (200,758) 219079 -
Commissions, salaries, wages and benefit: payable  (82,212) 27,929 50,929
Other liabilities 76.999 76,611 26,593
Net cash provided by operating activities $634.874 $768,938 $404,894

See notes to consolidated financial statement.:.

F-9




FIRST AMERICAN CAPITAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

Investing activities:
Purchase of available-for-sale fixed maturities
Sale of available-for-sale fixed maturities
Maturity of available-for-sale fixed maturities
Purchase of available-for-sale equitics
Sale of available-for-sale equitics
Additions to property and equipment
Purchase of other investments
Maturity of other investments
Purchasec of investments in affiliate
Dispositions of investment in affiliate
Purchase of mortgage loans
Payments received on mortgage loans
Payment on notes receivable
Purchases of short-term investments
Sale or maturity of short term investments
Net cash used in investing activities

Financing activities:
Proceeds fromnote payable
Payments on notes payable
Deposits on annuity contracts
Sumrenders on annuity contracts
Policyholder premiumdeposits
Withdrawals on policyholder premium deposits
Proceeds fromissuance of warrants
Proceeds from sale of common stock
Proceeds fromsale of treasury stock
Purchase of treasury stock

Net cash provided by financing activities

Increase (decercase) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental disclosure of cash activities:
Interest paid

[ncome taxes paid

Schedule of non-cash investing transactions:
Issuance of treasury stock

See notes to consolidated financial statements.

2006 2005 2004
S (2670727) S (2,748,760) S (10,022,949)
3,409,932 400,080 6,732,704
576,046 1,502,624 1,850,000

- (247,750 (193,600)

272,699 25,000 -
(15,253) (135,140) (71,275)
(1,593,368) (1,520,232) (202,760)
377,726 134,416 -

- - (11,500)

- . 48,184

(429,500) (1,244,600) (350,000)
58,601 27,760 458

- - 13,741

. . (3,925,512)

- . 4,375,507

(63,844) (3,806,602) (1,757,002)

- 570,355 -
(2,272,986) (88,976} (51,400)
3,548,635 3,754,742 1,839,573
(766,138) (658,617) (269,794)
9,486 23,938 22472
(56,745) (71,342) (61,514)
564,150 - -
969,287 . .
727,100 . 2,010

- (770.355) -

2,722,789 2,759,745 1,481,347
3,293,819 (277.919) 129,239
249,109 527,028 397,789

S 3542928 § 249,109  $ 527,028
$ 62295  $ 05084  § 111,104
$ -8 -8 -
$ - S 97935  § -
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FIRST AMERICAN CAPITAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Nature of Operations

First American Capital Corporation (the “Compary™) is a financial services holding company located in Topeka, Kansas.
Subsidiaries of the Company include First Life Arierica Corporation (“FLAC™} and Brooke Capital Advisors, Inc. (“BCA™)
formerly First Life Brokerage, Inc. FLAC is primarily engaged in the business of marketing, underwriting and distributing a broad
range of individual life and annuity insurance product!s to individuals in eight states. BCA operates as an insurance broker offering
products underwritten by other companics and complementary to those offered by FLAC,

2. Significant Accounting Policies

Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with accounting principles gencrally
accepted in the United States of America (“GAAP™), which for FLAC, differ from statutory accounting practices prescribed or
permitted by the Kansas Insurance Department (“*K1D”).

Certain amounts from prior years have been reclassif ed to conform with the current year’s presentation. These reclassifications had
no effect on previously reported net income or shareholders® equity.

Principles of Consolidation

The accompanying consolidated financial statemen's include the accounts and operations of the Company and its subsidiaries,
FLAC and BCA. All intercompany accounts and transactions are climinated in consolidation.

Management’s Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect amounts reported in the financial statements and accompanying
notes. Significant assumptions are made by management to develop estimates of the Company's policy and contract Liabilities and
related deferred acquisition costs. As more information becomes known, actual results could differ from those estimates.

Investments

The Company classifies all of its fixed maturity and equity investments as available-for-sale. Available-for-sale fixed maturitics arc
carried at fair value with unrealized gains and losses, net of applicable taxes, reported in other comprchensive income. Equity
securitics are carried at fair value with unrcalized gaiis and losscs, net of applicable taxes, reported in other comprehensive income,
Mortgage loans on real estate are carricd at cost less pringipal payments, Other investments are carricd at amortized cost, Discounts
originating at the time of purchase, net of capitalized acquisition costs, are amortized using the level yield method on an individual
basis over the remaining contractual term of the investment. Policy loans are carried at unpaid balances. Cash equivalents consist of
highly liquid investments with maturtties of three months or less at the date of purchase and are carried at cost, which approximates
fair value. Realized gains and losses on sales of ir vestments are recognized in operations on the specific identification basis,
Interest earned on investments is included in net investment income.

Deferred Policy Acquisition Costs

Commissions and other costs of acquiring life insu:ance, which vary with, and are primarily reclated to, the production of new
business have been deferred to the extent recoverable from future policy revenues and gross profits. The acquisition costs are being
amortized over the premium paying period of the rele.ted policies using assumptions consistent with those used in computing policy
reserves.
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FIRST AMERICAN CAPITAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. Significant Accounting Policies (continued)

Property and Equipment

Property and equipment, including the home office building (sec Note 3), are carried at cost less accumulated depreciation.
Depreciation on the office building and land improvements is calculated using the straight-line method over the estimated useful
lives of the respective assets. Depreciation on furniture, fixtures and equipment is calculated using the 200% declining balance
method over the estimated useful lives of the respective assets.  The estimated useful lives are generally as follows:

Building and capitalized interest 39 years

Land improvements 15 years

Furniture, fixtures and equipment 3 to 7 years

Future Annuity Benefits

Annuity contract liabilities arc computed using the retrospective deposit method and consist of policy account balances before
deduction of surrender charges, which accrue to the benefit of policyholders. Premiums received on annuity contracts are
recognized as an increase in a liability rather than premium income. Interest credited on annuity contracts is recognized as an
expense. The range of interest crediting rates for annuity products was 4.25 to 5.35 percent in 2006 and 4.25 to 5.35 percent in
2005.

Future Policy Benefits
Traditional life insurance policy benefit liabilities are computed on a net level premium method using assumptions with respect to
current yield, mortality, withdrawal rates, and other assumptions deemed appropriate by the Company. Reserve interest

assumptions, including the impact of grading for possible adverse deviations, ranged from 4.50 to 7.25 percent.

Liability for Policy Claims

Policy claim liabilities represent the estimated Habilities for claims reported plus claims incurred but not yet reported. The liabilities
are subject to the impact of actual payments and future changes in claim factors.

Policyholder Premium Deposits
Policyholder premium deposits represent premiums received for the payment of future premiums on existing policyholder contracts.

Interest is credited on these deposits at the rate of 4% in 2006 and 2005. The premium deposits are recognized as an increasc in a
liability rather than premium income, Interest credited on the premium deposits is recognized as an expense.

Treasury Stock

Treasury stock is held at cost. [ssuances of treasury stock are recorded based on the average cost method.

Premiums

For limited payment and other traditional life insurance policies, premium income is reported as carned when due. Profits are
recognized over the life of these contracts by associating benefits and expenses with insurance in force for limited payment policics

and with carned premiums for other traditional life policies. This association is accomplished by a provision for liability for future
policy benefits and the amortization of policy acquisition costs.
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FIRST AMERICAN CAPITAL CORPORATION

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

2. Significant Accounting Policies (continued)

Consulting Fees

Beginning in December 2006, BCA began using its in lustry contacts and expertise in insurance brokerage to broker loans for, and
consult with, managing general agencies and managin z general agencies that own insurance companies, specializing in hard-to-place
insurance sales, captive insurance agencies and funeral homes. The Company receives consulting fees for these activities. The fees
associated with this service are recognized upon loan closing as all of the consulting services related to the transaction have been
provided by the Company (prior to closing).

The Company will also use its expertise in the hard to place and niche insurance industry to preserve collateral and monitor
insurance agency borrowers on behalf of lenders. Fees are received for this collateral preservation activity. An initial fee is received
and recognized upon loan closing. Ongoing fees are received monthly from these activities and are recognized as services are
provided.

Federal Income Taxes

The Company uses the liability method of accounting for income taxes. Deferred income taxes are provided for cumulative
temporary differences between balances of assets and liabilitics determined under accounting principles generally accepted in the
United States of America and balances determined for tax reporting purposcs.

Reinsurance
Estimated reinsurance receivables are reported as assels and are recognized in a mananer consistent with the liabilities related to the
underlying reinsured contracts, in accordance with Stztement of Financial Accounting Standards (“SFAS”) No. 113, “Accounting

and Reporting for Reinsurance of Short-Duration and Long-Duration Contracts.”

Net Earnings (Loss) Per Common_Share

Basic net income (loss) per common share is calculated by dividing net income (loss) by the weighted average number of shares of
the Company's common stock outstanding. Diluted net income (loss) is calculated by including the weighted average effect of
dilutive warrants outstanding during the periods. The weighted average number of shares issuable upon the exercise of outstanding
warrants assumes that the applicable proceeds from such exercises are used to acquire treasury shares at the average price of
common stock during the periods. Basic and diluted earnings per share for 2006, 2005 and 2004, were determined as follows
(adjusted for the 3-for-1 reverse stock split approved on January 31, 2007):
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FIRST AMERICAN CAPITAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. Significant Accounting Policies (continued)

Years ended December 31,
2006 2005 2004

Nunerator:

Net income (loss) - numerator for basic earnings per share § 755,848 % (700,629) $ (232936)
Effect of dilutive securities - - -
Numerator for diluted earnings per share $ 755848 $ (700,629 $ (232934)

Denominator:

Average common shares outstanding 4,492,914 4,313,774 4,687,078
Effect of 3-for-1 reverse stock split (2,995,276) {2,875,849) (3,124,719
Shares used for basic eamings per share 1,497,638 1,437,925 1,562,359
Effect of diluted warrant outstanding {adjusted for split) 547,820 - -
Assumed repurchase of shares with procceds of exercise (86,786) - -
Shares used for diluted eamnings per share 1,958,672 1,437,925 1,562,359

Eamings pershare;
Basic $ 0.50 3 {0.49) 3 (0.15)

Diluted 5 0.39 5 049 § (0.15)

Comprehensive Income

SFAS No. 130 requires unrealized gains and losses on the Company’s available-for-sale securities to be recorded as a component of
accumulated other comprehensive income. Unrealized gains and losses recognized in accumulated other comprehensive income that
are later recognized in net income through a reclassification adjustment are identified on the specific identification method.

New Accounting Pronouncements

In September 2003, the Accounting Standards Executive Committee of the American Institute of Certified Public Accountants
(AcSEC) issued Statement of Position 05-1 (SOP 05-1), “Accounting by Insurance Enterprises for Deferred Acquisition Costs in
Connection with Modifications or Exchanges of Insurance Contracts”, SOP 05-1 provides guidance on accounting by insurance
enterprises for deferred acquisition costs on internal replacements of insurance contracts other than those specifically described in
Statement of Financial Accounting Standards (SFAS) No. 97, “Accounting and Reporting by Insurance Enterprises for Certain
Long-Duration Contracts and for Realized Gains and Losses from the Sale of Investments”. SOP 05-1 defines an internal
replacement as a modification in product benefits, features, rights, or coverages that occurs by exchange of a contract for a new
contract, or by amendment, endorsement, or rider to a contract, or by the election of a feature or coverage within a contract. SOP 05-
1 is effective for internal replacements occurring in fiscal years beginning after December 31, 2006. Retrospective application of
SOP 05-1 to previously issued consolidated financial statements is not permitted. The Company is continuing to evaluate SOP 05-1
but does not believe that it will have a material impact on the consolidated financial statements,
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FIRST AMEFICAN CAPITAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. Significant Accounting Policies {(continued)

On July 14, 2006, the FASB issued Interpretation No. 48 (FIN 48), “Accounting for Uncertainty in Income Taxes,” an Interpretation
of SFAS 109, “Accounting for Income Taxes.” FIN 48 prescribes guidance to address inconsistencies among entities with the
measurement and recognition in accounting for income tax positions for financial statement purposes. Specifically, FIN 48 addresses
the timing of the recognition of income tax benefits. IFIN 48 requires the financial statement recognition of an income tax benefit
when a company determines that it is more-likely-than-not that the tax position will be ultimately sustained. FIN 48 is effective for
fiscal years beginning after December 15,2006, which, for the Companys, is fiscal year 2007. Management is currently evaluating
the impact that the adoption of this interpretation could have on the Company’s financial position and results of operation.

In September 2006, the FASB issued SFAS No. 157, ¢ Fair Value Measurements,” which provides enhanced guidance for using fair
value measurements in financial reporting. While the ntandard does not expand the use of fair value in any new circumstance, it has
applicability to several current accounting standards that require or permit entities to measure assets and liabilities at fair value, This
standard defines fair value, establishes a framework or measuring fair value in GAAP and expands disclosures about fair value
measurements. Application of this standard is required for the Company beginning in 2008. Management is currently assessing what
impact, if any, the application of this standard could have on the Company’s results of operations and financial position.

All other Standards and Interpretations of those Standards issucd during 2006 did not relate to accounting policies and procedures
pertinent to the Company at this time.
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FIRST AMERICAN CAPITAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. Investments

The amortized cost and fair value of investments at December 31, 2006 and 2005 are summarized as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

December 31, 2006:

U.S. Government Agency $ 1,559006 § 9879 $ 18,414 $ 1550471
Corporate bonds 10,973,061 75,128 299,880 10,748,309
Total $ 12532067 § 85,007 $ 318294 $ 12,298,780
Equity securities $ 258400 5 28960 % 4300 5 283,060
December 31, 2005:

U.S. Govemment Agency $ 1408079 § 16,891 $ 14,026 $ 1,410,944
Corporate bonds 12,551,926 223,559 332,054 12,443,431
Total $ 13,960,005 § 240450 § 346,080 $ 13,854,375
Equity securities § 458,150 § 22,005 $ 23,395 $ 456,760

The amortized cost and fair value of fixed maturities at December 31, 2006, by contractual maturity, are shown below. Actual
maturities may differ from contractual maturities because certain borrowers may have the right to call or prepay obligations.

Amortized Cost Fair Value

Due in one year or less through five years § 2,454,322 5 2470426
Due after five years through ten years 5,176,566 5,064,874
Due after ten years 4,901,179 4,763,480

$ 12,532,067 % 12,298,780

The fair values for investments in fixed maturities are based on quoted market prices.

Included in investments are securities, which have been pledged to various state insurance departments, The fair values of these
securities were $2,060,964 and $2,120,855 at December 31, 2006 and 2003, respectively.

During 2006, the Company had gross realized investment gains of $53,502. Investment gains were $3,211 and $464,363 during
2005 and 2004, respectively. During 2006, the Company had gross realized investment losses of $93,457. Gross realized
investment losses totaled $5,047 and $576 in 2005 and 2004, respectively.

Since 2004, the Company has purchased investments in lottery prize cash flows. These other investments involve purchasing
assignments of the future payment rights from the lottery winners at a discounted price sufficient to meet the Company’s yield
requirements. Payments on these other investments will be made by state run lotteries and as such are backed by the general credit
of the respective states. At December 31,2006 and 2003 the carrying value of other investments was $3,067,369 and $1,656,866
respectively.
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FIRST AMERICAN CAPITAL CORPORATION

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

3. Investments (continued)

Investment income consists of dividends and interest carned on notes receivable, policy loans, available-for-sale securities, mortgage
loans, and other investments.

Following are the components of net investment income for the years ended December 31, 2006, 2005 and 2004:

Years ended December 31,

2006 2005 2004
Fixed maturities 5 720,022 $ 713,645 $ 509,933
Equity securities 25,929 18,666 70
Notes receivables - - 238
Mortgage loans on real estate 116,584 66,625 2,275
Equity loss on investment in related partics - - (28,516)
Short-term and other investments 249418 50,007 43,798
Cross investment income 111,953 888,943 527,798
Investment expenses (26,056) (21,640} (10,312)
Net investment income $ 1,085,897 $ 867,303 $ 517486

The Company has a policy and process in place to ide1tify securities that could potentially have an impairment that is other-than-
temporary. This process involves monitoring market events that could impact issuers” credit ratings, business climate, management
changes, litigation and government actions, and other similar factors. At the end of each quarter, all securities are reviewed in an
effort to determine each issuer’s ability to service its Jebts and the length of time the security has been trading below cost. This
quarterly process includes an assessment of the credit quality of cach investment in the entire securities portfolio. The Company
considers relevant facts and circumstances in evaluating whether the impairment of a security is other-than-temporary. Relevant
facts and circumstances considered include: (1) the length of time the fair value has been below cost; (2) the financial position of the
issuer, including the current and future impact of any specific events; and (3) the Company’s ability and intent to hold the security to
maturity or until it recovers in value. Based on the performance of these procedures, no securities are deemed to be other-than-
temporarily impaired by the Company.

There are a number of significant risks and uncertaint es inherent in the process of monitoring impairments and determining if an
impairment ts other-than-temporary. These risks and uncertainties include: (1) the risk that the Company’s assessment of an issuer’s
ability to meet all of its contractual obligations will chinge based on changes in the credit characteristics of that issuer, (2) the risk
that the economic outlook will be worse than expected or have more of an impact on the issuer than anticipated, (3) the risk that
fraudulent information could be provided to the Company’s investment professionals who determine the fair value estimates and
other-than-temporary impairments, and (4) the risk that new information obtained by the Company or changes in other facts and
circumstances lead the Company to change its intent to hold the security to maturity or until it recovers in value. Any of these
situations could result in a charge to income in a future period.




FIRST AMERICAN CAPITAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. Investments (continued)

The Company owned 68 sccurities that were in an unrealized loss position at December 31, 2006. The following tables provide
information regarding unrealized losses on investments available for sale, as of December 31, 2006 and 2005.

Less than 12 months 12 months or knger Total
Far Unrealzed Far Unrealard Fair - Unrealized
Vahie Losses Vahe Losses Vahie Losses
Decenber 31,2006;
US. Governnent A gency $ - 3 - $ 694830 3 18414 $ 694830 $ 18414
Corporate bonds 4360312 771558 4,743 034 222322 9,103,346 299 880
Total S 4360312 § 77558 S 5437864 $ 240,736 $ 9,798,176 $ 318294
Equity securities 3 2300 g 50 5 95,750 $ 4250 S 98,050 3 4300
Less than 12 months 12 months or longer Total
Fair Unreatzed Fair Unrealized Far  Unreald
Vahic Losses Valie Losses Value Losses
December 31,2005:;
US. Government A gency S 598965 $ 11324 $ 96879 $ 2,702 $ 695844 S 14026
Corporate bonds 6047377 212041 14§4,.230 120013 7461607 332054
Total § 6646342 $ 223365 5 151,109 3 122715 $ 8157451 $ 346080
Equity securities $ 47980 ) 20 $ 126275 5 23375 $ 174255 $ 23395

4. Concentrations of Credit Risk

Credit risk is limited by emphasizing investment grade securities and by diversifying the investment portfolio among various
investment instruments. Certain cash balances exceed the maximum insurance protection of $100,000 provided by the Federal
Deposit Insurance Corporation. However, the cash balances exceeding this maximum are protected through additional insurance.
The Company has not experienced any losses in such accounts and believes it is not exposed to any significant credit risk on cash
and cash equivalents.

5. Property and Equipment

The Company owns approximately six and one-half acres of land located in Topeka, Kansas. A 20,000 squarc foot office building
has been constructed on approximately onc-half of this land. The remaining land, including improvement costs, is classified as real
estate held for investment. The Company occupies approximately 7,500 square feet of the building and the remaining 12,500 square
feet is leased (see Note 6).

2006 2005
Land and improvements $ 357,673 $ 357675
Building and capitalized interest 2,605,330 2,605,330
Furniture, fixtures and equipment 500,939 510,063
Tenant improvements 108,870 103,372
Total property and equipment 3,572,814 3,576,440
Less - accumulated depreciation and amortization {945,228) (820415)
Net property and equipment $ 2,627,586 $ 2,756,025
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. Leases

As noted above, the Company occupies approximately 7,500 square feet of its building in Topeka, Kansas. The Company has
leased 10,000 square feet under a lease that was renew xd during 2006 to run through June 30, 2011, The lease agreement calls for
minimum monthly base lease payments of $15,500.

Effective August 29, 2005, the Company executed a lease agreement with a tenant for the remaining 2,500 square feet. The base
lease period commenced on September 1, 2005 and will end on August 31, 2010. The lease will automatically renew if not
terminated on or after August 15,2010 for another five years. The lease agreement calls for minimum monthly base lease payments
of $4,366 for the period September 1, 2005 through August 31, 2010. The lease payments will decrease to $3,100 per month for the
period September 1, 2010 through August 31, 2015, In conjunction with the execution of the leasc agreement, the Company
incurred $103,372 in tenant improvement costs to preg arc the space for lease. These costs are being depreciated on a straight line
basis over the base lease term of five years.

The future minimum lease payments to be received under non cancelable lease agreements at December 31, 2006 are approximately
as follows:

Year Ending
December 31, Amount
T 238,385
2008 238,385
2009 238,383
2010 220,919
2011 185,988
Total 5 936073

7. Federal Income Taxes

The Company has elected to file a consolidated federal income tax return with FLAC and BCA for the years ended December 31,
2006 and 2005 and filed a consolidated federal income tax return with FLAC for the year ended December 31, 2004. FLAC is taxed
as a life insurance company under the provisions of the Internal Revenue Code and had to file a separate tax return for its initial five
years of existence. Federal income tax expense for the years ended December 3 1, 2006, 2005, and 2004 consisted of the following:

Years ended December 31,

2006 2005 2004
Current $ 11,867  § - 5 -
Deferred ) - - (64,380)
Federal income tax (benefit) expense $ 1,867 8§ - $  {64380)

Federal income tax expense differs from the amount co nputed by applying the statutory federal income tax rate for 2006, 2005 and
2004 as follows:

2006 2005 2004
Federal income tax expense (benefit) at statutory rate $ 261,023 § (238213) 3§ (101,088)
Small life insurance company deduction (32,165) (36,106) {64,975)
Increase (decrease) in valuation allowance (289,533) 273,190 100,202
Other 72,542 1,129 1,481
Federal income 1ax (benefit) expense : $ 11,867 - $ (64,380 {
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

7. Federal Income Taxes {(continued)

Deferred federal income taxes reflect the impact of temporary differences between the amount of assets and liabilities for financial
reporting purposes and such amounts as measured by tax laws and regulations. Significant components of the Company’s net
deferred tax liability are as follows:

December 31,
2006 2005

Deferred tax linbility:

Due premiums $ 10,571 8 11,832

Policy reserves 4.069 -

Deferred policy acquisition costs 873,841 868,699

Accrual of discount 8,524 5.387

Premium deposit 8.463 -
Total deferred tax hability 505,468 885,918
Deferred tax asset:

Policy reserves - 92.810

Capital loss camyforward 9,948 -

AMT credit carryforward 11.867 -

Reinsurance premiums 2,298 3.514

Net operating loss carryforward 2,019,534 2217307

Net unrealized investment loss 41,726 22,164
Total deferred taxasset 2,085,373 2,335,795
Valuation allowance {1,688,285) {1,977.818)
Net deferred tax asset 397,088 357.977
Net deferred tax liability $ 508380 § 527.94|

The Company has net operating loss carryforwards of approximately $6,312,734 on a consolidated basis. Net operating loss
carryforwards of $799,241 resulted from non-life insurance operations and were generated prior to the base period for tax
consolidation purposes. These loss carryforwards expire in 2011 and 2012 and can only be used to offset taxable income resulting
from non-life insurance operations. Net operating loss carryforwards of $4,607,808 resulted from non-life insurance operations and
were generated either during or subsequent to the base period for tax consolidation purposcs. These loss carryforwards expire in
2018 through 2025 and can be used to offset either taxable income resulting from non-life insurance operations or 35% of taxable
income resulting from life insurance operations subject to certain limitations. Net operating loss carryforwards of $905,685 resulted
from life insurance operations and were generated either during or subsequent to the base period for tax consolidation purposes.
These loss carryforwards expire in 2022 through 2025, Capital loss carryforwards of $45,002 will expire in 2009 and 2010.

8. Intercompany Sale of Building and Payoff of Related Mortgage Notes Payable
On May 1, 2006, the Company sold its home office building to First Life America Corporation (“FLAC”) for $2,800,000. No gain

was recognized on this intercompany sale. Proceeds from the sale were used by the Company to repay outstanding notes with
Vision Bank (first mortgage of $1,722,053) and Brooke Credit Corporation {second mortgage of $522,822).
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9. Shareholders’ Equity and Statutory Accounting Practices

FLAC prepares its statutory-basis financial statements in accordance with statutory accounting practices {(“SAP”) prescribed or
permitted by the K1D. Currently, “prescribed” statutory accounting practices include state insurance laws, regulations, and general
administrative rules, as well as the National Association of Insurance Commissioners (“NAIC”) Accounting Practices and
Procedures Manual and a variety of other NAIC publications. “Permitted” statutory accounting practices encompass all accounting
practices that are not prescribed; such practices may di-fer from stale to state, may differ from company to company within a state,
and may change in the future. During 1998, the MNAIC adopted codified statutory accounting principles (*Codification™).
Codification replaced the NAIC Accounting Practices and Procedurcs Manual and was effective January I, 2001. The impact of
Codification was not material to FLAC's statutory-basis financial statements.

Net income for 2006, 2005, and 2004 and capita! and surplus at December 31, 2006, 2005, and 2004 for the Company’s insurance
operations as reported in these financial statements preparcd in accordance with GAAP as compared to amounts reported in
accordance with SAP prescribed or permitted by the KID are as follows:

GAAP _ SAP
Net Income Capital and Net Income Capital and
(loss) Surplus ____{loss) Surplus
2006 254.517 7,659,130 216,259 3,966,233
2005 271,995 6,490,251 (64,575) 2,724,980
2004 528,494 6,251,955 (54,205) 2,539,348

Principal differences between GAAP and SAP inctude a) costs of acquiring new policics are deferred and amortized for GAAP; b)
benefit reserves are calculated using more realistic investment, mortality and withdrawal assumptions for GAAP; ¢) statutory asset
valuation reserves arc not required for GAAP; and d) available-for-sale fixed maturity investments are reported at fair valuc with
unrealized gains and losses reported as a scparate corr ponent of shareholders’ equity for GAAP.

Statutory restrictions limit the amount of dividends, wk ich may be paid by FLAC to the Company. Generally, dividends during any
year may not be paid without prior regulatory approval, in excess of the lesser of (a) 10% of statutory shareholders’ surplus as of the
preceding December 31, or (b) statutory net operatir g income for the preceding year, In addition, FLAC must maintain the
minimum statutory capital and surplus required for lifi: insurance companies in those states in which it is licensed to transact life
insurance business.

The KID imposes on insurance enterpriscs minimum risk-based capital (“RBC”) requirements that werc developed by the NAIC.
The formulas for determining the amount of RBC specify various weighing factors that are applied to financial balances or various
levels of activity based on the perceived degree of risk. Regulatory compliance is determined by ratio {the “Ratio™) of the
enterprises regulatory total adjusted capital, as defined by the NAIC, to its authorized control level RBC, as defined by the NAIC.
Enterprise’s below specific trigger points or ratios are classified within certain levels, each of which requires specified corrective
action. FLAC has a ratio that is in excess of the minirum RBC requirements; accordingly, the Company’s management believes
that FLAC meets the RBC requirements.
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10. Shareholders’ Equity Transactions

On December 8, 2006 the Company closed on a Stock Purchase and Sale Agreement (#2006 Stock Purchase Agreement™) with
Brooke Corporation (Brooke). Pursuant to the agreement, the Company committed. through a series of steps, to sell shares of
common stock that equate to 55% of the outstanding shares of the Company to Brooke in exchange for $3,000,000 in cash and
execution of a Brokerage Agreement. At closing the Company issucd 3,742,943 shares of common stock to Brooke, representing
approximately 46.8% of the Company’s authorized and issued commeon stock, for $2,552,182 and executed and delivered the
Brokerage Agreement. As part of the closing, the Company issued Brooke a warrant to purchase an additional 1,643,460 shares of
common stock for $447_ 818, such shares to be authorized for issuance pursuant to forthcoming amendments to the Company’s
Articles of Incorporation. The Articles of Incorporation were amended on January 31, 2007, Brooke exercised the Warrant on the
same day.

As part of the consideration under the 2006 Stock Purchase Agreement, BCA, a subsidiary of the Company, and CJD & Associates,
L.L.C.("CID"), Brooke's brokerage subsidiary, entered into an agreement by which, as of that date, BCA began transacting all new
managing general agent loan brokerage business (formerly operated by CJD). CJD operated such a business prior to Closing and, as
part of the Brokerage Agreement, agreed not to engage in any new managing general agent loan brokerage business. Pursuant to the
terms of the 2006 Stock Purchase Agreement, Brooke will contribute funds to the Company as additional consideration for the
issuance of the shares of the Company's common stock acquired, to the extent the pretax profits of BCA do not meet a three-year $6
million pretax profit goal in accordance with an agreed upon schedule set forth in the 2007 Stock Purchase Agreement.

The Warrant issued in connection with the above Agreement has been reported as a part of the Company’s additional paid in capital
as of December 31, 2006. As previously noted, this Warrant was exercised by Brooke on January 31, 2007. Other warrants
outstanding at December 31, 2006 include onc issued to an officer and anether to an outside Director of the Company for 50,000 and
100,000 shares, respectively. These warrants were authorized on September 21, 2006 in recognition of those individuals® efforts in
connection with the successful closing of the 2006 Stock Purchase Agreement. The warrants became exercisable on December 8,
2006 either in whole or in part for a period of 10 years from that date at an exercise price of $1.72 per share, the assumed market
price of the Company’s stock at the date of grant. The fair value of these warrants was estimated as of the grant date using an
accepted valuation model in accordance with SFAS No. 123R, “Share-Based Payment™, Significant assumptions included a risk-
free rate of 4.56%, and expected volatility of 10% and a dividend rate of 0%. In the case of the officer, the estimated value of the
warrant, $32,210, was recorded as compensation expense. [n the case of the Director, the estimated value of the warrant, $64,420,
was recorded as a reduction of related stock issuance costs. The Warrant held by Brooke at December 31, 2006 is considered in the
Comnpany’s diluted earnings per share reported for 2006. The other warrants arc not considered to have a dilutive effect on reported
carnings as their exercise price is equal to or greater than the per share prices reflected in recent transactions invelving the
Company’s stock.

On March 2, 2005 the Company acquired 450,500 shares of its common stock previously held by Brooke. 1n that transaction, the
Company negotiated a purchase price of $770,355 ($1.71 per share) to include $200,000 cash at closing, with Brooke Credit
Corporation, the finance subsidiary of Brooke, financing the remainder at a fixed intcrest rate of 8% over a ten year period (sce Note
9). The agreement also granted Brooke three separate warrants to purchase up to 50,000 shares of common stock (for each warrant)
atprices of $1.71, $3.35 and $5.00, respectively. The warrants were exercisable in 2012 or immediately prior to any earlier change
of control involving the Company and were due to expire no later than 2015. The Company incurred a loss on the transaction in the
amount of $35,465 which is included in other operating costs and expenses for the year ended December 31, 2005. The note to
Brooke was paid in full during 2006. The warrants issued to Brooke in 2005 were cancelled on December 8, 2006 as a result of the
execution of the Stock Purchase and Sale Agreement on that date.
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11. Reinsurance

In order to reduce the risk of financial exposure to adverse underwriting results, insurance companies reinsure a portion of their risks
with other insurance companies. FLAC has entered into agreements with Generali USA Life Reassurance Comipany (“Generali”) of
Kansas City, Missouri, Optimum Re Insurance Cornpeny (“Optimum Re™) of Dallas, Texas, and Wilton Reassurance Company
{“Wilton Re™) of Wilton, CT, to reinsure portions of the life insurance risks it underwrites. Pursuant to the terms of the agreements,
FLAC retains a maximum coverage exposure of $50,000 on any one insured. At December 31, 2006 and 2005, respectively, FLAC
ceded inforce amounts totaling $27,346,000 and $32,617,000 of ordinary business and $31,184,000 and $33,235,000 of accidental
death benefit risk.

Pursuant to the terms of the agreement with Generali. FLAC generally pays no reinsurance premiums on first year individual
business. However, SFAS No. 113 requires the unpaicd premium to be recognized as a first year expense and amortized over the
estimated life of the rcinsurance policies. FLAC records this unpaid premium as “reinsurance premiums payable™ in the
accompanying balance sheet and as “reinsurance premiims ceded” in the accompanying income statement. At December 31,2006
and 2005, respectively, the unpaid reinsurance premiuins net of amortization totaled $11,489 and $17,570. To the extent that the
reinsurance companies are unable to fulfill their obligaiions under the reinsurance agreements, FLAC remains primarily liable for
the entire amount at risk.

FLAC is party to an Automatic Retrocession Pool Agreement (the "Reinsurance Pool") with Optimum Re, Catholic Order of
Foresters, American Home Life insurance Company and Woodmen of the World. The agreement provides for automatic
retrocession of coverage in excess of Optimum Re's retention on business ceded to Optimum Re by the other parties to the
Reinsurance Pool. FLAC's maximum exposure on any one insured under the Reinsurance Pool is $50,000. During 2006 and 2005,
respectively, FLAC assumed inforce amounts totaling $22,377,000 and $17,726,000.

Effective September 29, 2005, the Company and Wilton Re executed a binding letter of intent whereby both parties agreed that the
Company would cede the simplified issue version ot its Golden Eagle Whole Life (Final Expense) product to Wilton Re on a 50/50
quota share original term coinsurance basis. The letter of intent was executed on a retroactive basis to cover all applicable business
issucd by the Company subsequent to January 1, 2035, Wilton Re has agreed 1o provide various commission and expense
allowances to the Company in exchange for the Company ceding 50% of the applicable premiums to Wilton Re as they are
coliected. As of June 24, 2006, Wilton Re terminated tt e reinsurance agreement, for new business issued after the termination date.

12. Related Party Transactions

On March 2, 2005, the Company entered into a Stock Repurchase Agreement with Brooke under which the Company repurchased
450,500 shares of Company common stock from Broole. Brooke had previously acquired the shares from a third party for a total
purchase price of $772,255. The privately negotiated transaction involved approximately 9.7% of Company common stock then
outstanding. The shares were purchased at a price of $1.71 per share for a total purchase price of $770,355. The Company paid the
purchase price using $200,000 of its working capital and financed the remaining amount with a loan from Brooke Credit at a fixed
rate of 8% over a ten-year period. The repurchase agreement also granted Brooke warrants to purchase up to 150,000 shares of
Company common stock at prices ranging from $1.71 to $5.00 per share. These warrants were cancelled as part of the 2006 Stock
Purchase Agreement.

A mortgage notc on the commercial property and office building that the Company owned was financed by Vision Bank of Topeka,
Kansas. Gary Yager, a former Director of the Company, is the President and CEO of Vision Bank. Management believes that the
terins obtained from Vision Bank at the time of financing were no less favorable to the Company than those available from an
independent lender. The terms of the note payable were determined by competitive bid. As of December 31, 2006 the mortgage
note was paid in full. One of the Company’s notes pavable was financed by Vision Bank of Topeka, Kansas.
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The Boards of Directors of the Company and FLAC and the Kansas [nsurance Department (KID) authorized the parent company to
sell its office building and related real estate to FLAC. The proceeds were used in part to repay outstanding notes to Vision Bank
and Brooke. Closing of this transaction occurred May 1, 2006.

On October 5, 2006, Mr. Van Engelen was awarded a warrant to purchase up to 50,000 shares of Company common stock at an
exercise price of $1.72 per share. The warrant was awarded to Mr. Van Engelen in exchange for his services in successfully
ncgotiating and closing the transactions contemplated by the 2006 Stock Purchase Agreement. Mr. Van Engelen entered into an
employment agreement with the Company effective December 8, 2006 to serve as President and CEQ of First Life America
Corporation. See [tem 10 Executive Compensation above.

On October 5, 2006, Thomas Fogt, a then director of the Company, was awarded a warrant to purchase up to 100,000 shares of
Company common stock at an exercise price of $1.72 per share. Mr. Fogt was awarded the warrant in exchange for his services in
successfully negotiating and closing the transactions proposed by the 2006 Stock Purchase Agreement.

On December 8, 2006, contemporaneously with the closing of the 2006 Stock Purchase Agreement, the Company entered into a
Servicing Agrecment with Brooke, pursuant to which Brooke will provide certain administrative and public-company compliance
services to the Company, including, but not limited to, human resource services, payroll accounting, legal services, accounting, tax
and auditing services, risk management, and corporate marketing services. These services are being provided for a monthly costof
$5,000. The Servicing Agreement terminates December 31, 2007.

As discussed in Note 10, pursuant to the transfer of certain loan brokerage and other business from CJD to BCA, areceivable in the
amount of §1,196,882 was recorded by BCA (amount due from CJD) representing fees and other income collected by CID on
BCA’s behalf in connectton with transactions closed by BCA during December 2006. In addition, BCA recorded a payable to CID
in the amount of $102,53 1 representing commissions and other expenses related to the December 2006 transactions. These amounts
receivable/payable were outstanding at the balance sheet date and are reported as other assets/other liabilities, respectively. These
amounts were collected/paid by BCA subsequent to December 31, 2006.

With respect to the Company’s proposed acquisition of Brooke Savings Bank from BBC, the Company will exchange 6,047,904
shares of its comumon stock, with a value of approximately $10.1 million, for all of the stock of Brooke Savings Bank. The agreed
upon purchase price of approximately £10.1 miliion equals the price paid by BBC to acquire Brooke Savings Bank on January 8,
2007. For the purpose of the proposed transaction, the shares of Company commeon stock have been valued at $1.67 per share. This
valuation equals the approximate price per share paid by Brooke for its 55% ownership interest in the Company in the change of
control transactions that occurred in December 2006 and January 2007. Based on the number of Company shares of common stock
currently outstanding, the proposed transaction would result in an increase in Brooke’s combined direct and indirect ownership of
the Company from 55% to approximately 72%. The proposed transaction would also reduce Brooke’s indirect ownership of Brooke
Savings Bank from 100% to approximately 72%.

Brooke had or has a direct and/or indirect material interest in 2006 Stock Purchase Agreement, the Brokerage Agreement and the
Brooke Servicing Agreement. Brooke also has an indirect interest in the Company’s proposed acquisition of Brooke Servicing
Agreement. Brooke also has an indirect interest in the Company s proposed acquisition of Brooke Savings Bank under the terms of
the 2007 Stock Purchase Agreement. As a result of his relationship with Brooke, Robert Orr, a Company director and the
Company’s Chairman of the Board, President and Chief Executive Officer, has an indirect material interest in these transactions.
Michael Hess, a Company director and one of its executive officers, is a director and executive officer of BBC and a director of
Brooke Savings Bank.
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13. Fair Values of Financial Instruments

The fair values of financial instruments, and the methods and assumptions used in estimating their fair values, are described below.
In all cases, these financial instruments represent assets of the Company and their carrying values represent or approximate their fair
values as follows:

Fixed Maturities

Fixed maturities arc carried at fair value in the accompanying consolidated balance sheets. The fair value of fixed maturities are
based on quoted market prices. At December 31, 2006 and 2003, the fair value of fixed maturities was $12,298,780 and
$13,854,375, respectively.

Equity Securities

Equity securities arc carried at fair value in the accompanying consolidated balance sheets. The fair value of equity securities are
based on quoted market prices. At December 31, 2000 and 2005, the fair value of cquity securities was $283,060 and $456,760,
respectively.

Policy Loans

The carrying value of policy loans approximates their fiir value. At December 31, 2006 and 20035, the fair value of policy loans was
$166,026 and $103,493, respectively.

Mortgage Loans on Real Estate

The carrying value of mortgage loans on real estate approximatces their fair value. At December 31, 2006 and 2003, the fair value of
mortgage loans on real estate was $1,937,281 and $1,566,382, respectively.

Other Investments

The carrying value of other invesiments approximates their fair value. At December 31, 2006 and 2005, the fair value of other
investments was $3,067,369 and $1,656,866, respectively.

Cash and Cash Equivalents

The carrying value of cash and cash equivalents appro<imates their fair value. At December 31, 2006 and 2003, the fair value of
cash and cash equivalents was $3,542,928 and $249,109, respectively.
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14. Segment Information

The operations of the Company and its subsidiaries have been classified into three operating segments as follows: life and annuity
insurance operations {conducted by FLAC and by the Company pursuant to the Services Agreement): brokerage operations
conducted by BCA and corporate operations. All sales of life insurance by FLAC are to unaffiliated customers. Segment
information as of December 31, 2006, 2005 and 2004 and for the years then ended is as follows:

2006 2005 2004
Revenues:
Life and annuity insurance operations s 4,880,259 $ 4,628,936 $ 4.293.633
Brokerage operations 1,199,210 765 -
Corporate 82,727 230,801 403,843
Total 3 6,162,196 $ 4,860,502 $ 4,697,476

Income (loss) before income taxes:
Life and annuity insurance operations 5 254,517 b 271,992 $ 464,114

Brokerage operations 1,083,796 (13,965) -
Corporate {570,598) (958,656) (761,430}
Total 3 767,715 $ (700,629) % (297,316)

Depreciation and amortization expense:
Life and annuity insurance opcrations 5 737.908 § 630.737 $ 769.611

Brokerage operations 584 438 -

Corporate 142,767 153,863 132,902
Total 3 881,259 $ 785,038 $ 902,513

Assets:

Life and annuity insurance operations $ 28,570,332 $ 23337149 $ 18,305,111

Brokerage operations 1,198,212 11,903 -

Corporate 1,488,199 3,328,610 4,649,885
Total $ 31,256,743 $ 26,677,662 $ 229540996
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15. Liquidity and Capital Resources

As of December 31, 2005 cash reserves and liquid investments at the parent company level were approximately $419,540
compared to $1,388,851 at the end of 2004. Based on the decreasing level of cash reserves and liquid investments at the parent
company level over the previous few years, in 2005, o anagement began to pursue all reasonable alternatives for increasing
cash reserves at the parent company level. As an initizl step in this process, the Board of Directors of each of the parent
company and FLAC approved a transaction pursuant ty which FLAC agreed to purchase the Company’s home office building
and the real property on which it is located from the perent company at its value of $2,800,000, which was determined based on
an independcnt appraisal.

On March 28, 2006, the Kansas Insurance Department (KID) approved this transaction pursuant to Form D (Prior Notice of a
Transaction) filed by the Company. Proceeds from the: sale were used by the parent company to pay off the two creditors that
held mortgages on the building, resulting in expected interest savings of approximately $890,000 over the life of the loans. In
addition, the transaction provided the parent company approximately $478,000 in cash. This cash was available to fund
operations at the parent company.

16. Other Regulatory Matters

FLAC is currently licensed to transact life and annuity business in the states of Kansas, Texas, [llinois, Oklahoma, North Dakota,
Kentucky and Nebraska. Due to the varied processes ¢f obtaining admission to write business in new states, management cannot
reasonably cstimate the time frame of expanding its marketing presence.

FLAC’s license in Ohio was suspended during the fouth quarter of 2005, The suspension resulted from FLAC’s statutory basis
capital and surplus as of September 30, 2005 of $2,495.616 being less than the minimum required level in Ohio of $2,500,000.
FLAC appealed the suspension and had its license reinstated on July 27, 2006. As of December 31, 2006, FLAC’s statutory basis
capital and surplus was $3,966,233, which is in excess of the aforementioned minimum requirement.

17. Subsequent Events

On January 31, 2007, the Company’s shareholders approved certain amendments to First American’s Articles of Incorporation to:
(1) increase its authorized shares of common stock from 8,000,000 to 25,000,000 shares; (2} increase its authorized shares of
preferred stock from 550,000 to 1,550,000; and (3) reduce the par value of its common stock from $.10 to 5.01 per share. In
addition, the shareholders approved a 3-for-1 reverse s ock split by which each three shares of outstanding common stock will be
reverse split into one share of common stock. The reverse split is expected to occur during the second quarter of 2007, Further, the
Company has committed up to $500,000 (subject to adj1stment) to repurchase shares of its commen stock through a modified Dutch
auction tender offer for a price not to exceed $1.72 per share. The tender offer is expected to be commenced during the first quarter
of 2007.

On January 31, 2007, Brooke exercised its warrant to purchase an additional 1,643 460 shares of the Company’s common stock for
$447 818.

On February 14, 2007, the Company and Brooke Brokecage Corporation, a wholly owned subsidiary of Brooke, announced that they
had entered into a definitive agreement by which the Ccmpany would acquire all of the outstanding capital stock of Brooke Savings
Bank from Brooke Brokerage Corporation in exchange for 6,047,904 shares of the Company’s common stock with a value of
approximately $10.1 million. Consummation of the traisaction is subject to regulatory approvals and other closing conditions and is
expected to close within 12 months.

The agreed upon purchase price for the Bank of $10.1 million is the price paid by Brooke Brokerage Corporation to acquire
Brooke Savings Bank on January 8, 2007. Furthermore, the number of shares of the Company’s common stock to be issued is
basced on a price per share of $1.67. Based on current outstanding shares of the Company’s common stock, the proposed
transaction would resull in an increase of Brooke’s dirzct and indirect ownership of the Company from its current level of
approximately 55 percent to approximately 72 percent
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For the Years Ended December 31

2006 2005 2004 2003 2002
{In thousands, US Dollars, except for number of policies)
TOTAL REVENUES $ 6,162 4.861 4,697 4314 4,159
TOTAL ASSETS S 31,257 26.678 22,955 20.679 18,747
TOTAL SHAREHOLDERS' EQUITY $ 10,238 7.323 8.967 9.429 9,895
NET INCOME (LOSS) b 756 (701) (233) (486) (547)
PREMIUM & ANNUITY DEPOSITS $ 7.226 7.548 5.373 5,378 4,808
LIFE INSURANCE COVERAGE IN-FORCE S 154,674 163,353 160,123 163,424 154,577
NUMBER OF LIFE POLICIES IN-FORCE 9.974 9.856 8.318 6.582 4527
Board of Directors Auditors

Robert D. Orr, Chairman
Keith Bouchey

Richard E. Gill

Paut E. Burke. Jr.
Michael S. Hess

John F. Van Engelen

For specific information on the Directors and Executive Officers,
sce item 9 in the Company’s 10-KSB contained in its entirety in
this annual report.

Annual Sharehelders Meeting
Thursday, June 7. 2007, at 10:00 am
Doubletrec Hotel

10100 College Blvd.

Overland Park, Kansas 66210

Additional Information and Description of the Business

In addition to the information contained in the initial pages of
this annual report on the status and accomplishments of the
Company, a copy of the Company’s Annual Report on Form
10-K3B is included in this document. The 10-KSB contains
specific information on all aspects of the company.

Summers, Spencer and Callison, CPAs, Chartercd
3825 SW 29th Street
Topeka, KS 66614

Transfer Agent

United Missouri Bank
Securities and Transfer Division
P.0O. Box 410064

Kansas City, MO 64141-0064
1-800-884-4225

Shareholders/Marketing Information

As of May 1. 2007, the record date for the 2007 annual meeting.

there were 4,834 shareholders of the Company's commeon stock.

No dividends have been declared since the Company’s inception.
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