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HIGHLIGHTS

2006
NET GAIN FROM OPERATIONS ...cevvveveeeeneennn. $ 328,580
PAID NEW LIFE INSURANCE ..cuvvneeieieeeeeeean $ 28,149,696
INSURANCE IN FORCE ...ccvvviieeiiiiiiiiiiiieeeee $ 464,581,698
(FACE AMOUNT)
ASSETS 1eiiieeeieeeeeaeeeeeeesesnneeeeeeeaaaaeee e $ 126,859,533

AsseT RESERVES
AsseT VaLuaTioN Reserve (AVR).............. $ 582,730
INTEREST MAINTENANCE RESERVE (IMR)...... $ 1,038,375

STATUTORY CAPITAL AND SURPLUS ....cvveeneenee. $ 5,825,954
Risk BASED CAPITAL RATIO eveeeeeeeeeeean 433.0%

INVESTMENT RATE OF BoNDS
AND PREFERRED STOCK ..evvvivieeeeieeeeeaeannnn. 6.376%

AVERAGE SIZE LIFE CASE .oevveeieeeeeeeeeeeeeeeen. $ 92,598
(FACE AMOUNT)

RETURN ON BQUITY e 3.3%

2005
$ 678,258
$ 28,940,061

$ 483,761,201

$ 126,258,770

$ 472,590
$ 997,929
$ 6,150,720
406.0%

6.79%

$ 81,064
2.9%




A LETTER FROM THE CHAIRMAN

During 2006 we moved ahead on several fronts. We revised and refiled our annuity and term insurance products to
respond to the new non-forfeiture factors (which principally involve the basis of reserves) required by the National
Association of Insurance Commissioners and the introduction of the new 2001 Commissioner’s Standard Ordinary
mortality table which all companies are required to use no later than 2009. We continued to revise our investment
portfolio both to shorten the maturity average of the bonds which we hold and to improve their quality. In addition, we
continued to revise our bond holdings to accommodate the rather large block of annuities which were sold in 2004 and
which had short (3 year) surrender charges leaving them vulnerable to surrender and withdrawal in 2007. We revised
our sales organization following the death of Richard D. Hillier, our Senior Field Vice President for Sales, who
principally handled California and the southwest, and the leadership of the Company changed with C. Robert Ogden,
the founder of the Company in 1965 and its President and General Counsel since that time, becoming Chairman of the
Board following open heart surgery. He remains with the Company concentrating on legal, regulatory and compliance

affairs and also managing the investment portfolio.

He was replaced by Robert J. Ogden, the Company’s Executive Vice President for Sales and Insurance Operations
who is an eighteen year employee. He is a son of C. Robert Ogden and joined North Coast in May of 1989, after eight
years in Los Angeles as a computer analyst and programmer with a large computer service agency. He has led the
Company’s development into the Internet world and the Company’s progress in using the World Wide Web both for the
service of policyholders, in recruiting agents, and in preparing to sell certain products over the Internet, and he has been
responsible forrevising and updating the products that we sell. He headed our sales and computer departments, and policy

service and underwriting also reported to him.

Our new portfolio of single premium and deferred annuity plans, which we introduced early in the summer, replaced
annuity products which we had introduced in the early and mid-1980s. The annuity portfolio consists of two new single
premium deferred annuities and a flexible premium deferred annuity targeting three different markets with three different
policy forms. These products will be reviewed later in this report under the heading of “Sales, Products and Internet

Development.”

The Commissioner’s 2001 Standard Ordinary mortality table took effect for life insurers on January 1, 2006, and is
required to be used in all of a company’s products by January 1, 2009. During the year we revised our term products,
which included annual renewable term and level renewable term plans. The new mortality tables have resulted in a
significant decrease in term rates per thousand, particularly for ages 40 and above, and this has been reflected in greatly
increased term insurance sales so far in 2007. These products, which were introduced in the fall, also will be reviewed

later in this Annual Report.

In addition, our Sales Department continued to bring on new innovations in recruiting of agents, and providing service
to policyholders and to our agents through the Internet, and laying the groundwork for our planned selling of products

through the World Wide web. These steps will also be reviewed later in this Report.

Randy G. Thomas, who has been a General Agent and leading producer for the Company since May of 1981, and
who holds the best persistency record for polices that he has sold of anyone in the Company’s agency force, advanced
from Sales Vice President for the Pacific Northwest to become Senior Vice President-Sales for the entire Company.
Randy will continue to service his policyholders and sell when he has time, but he will be in charge of recruiting and

helping to train agents throughout the Company’s territory.



As mentioned above, we sold a large block of annuities in 2004 that were principally annuities with three year
surrender charges which made them subject to withdrawal beginning in 2007 on their policy anniversary dates. These
annuities were priced for the possibility of 80% withdrawal. In order to provide the funds to return the cash values of
these annuities to their owners if they were withdrawn, we needed to revise our investment portfolio to provide for
maturities not just by year but by month during at least the early part of 2007. We withdrew the annuity with the three
year surrender charges on May 1, 2004, but sold a substantial volume in the first four months of that year. We have
sufficient funds maturing and available in each month during the early part of 2007, and throughout the year, to cover
the possibility of the surrender of these annuities. Investments that we have established to meet the potential withdrawal

will be discussed later in this Annual Report under the heading of “Investments.”

During 2007 we will be revising and repricing our principal life insurance product, our Versatile Life, which was first
introduced in 1981. These potential revisions also will be discussed later in this annual report under the heading of ““Sales,

Products and Internet Development.”

As you will see from the financial statements in the last two pages of this report, and also on the “Highlights” page,
the Company had a net gain from operations in 2006 of $399,975 and incurred federal income taxes of $71,395 because
our tax loss carry forwards are exhausted and we are also subject to the alternative minimum tax. After transfers to the
Interest Maintenance and Asset Valuation Reserves and payment of the preferred stock dividend, we had a net loss for
the year of $167,678. This principally resulted from four things. We repaid $100,000 on a surplus note that we executed
with R. J. Martin Mortgage Company which is a note for $400,000 and becomes payable in 2008. The note can be
extended. We also had a one time charge of $125,000 for an adjustment of policy interest which we inadvertently
underpaid. We also had excess death claims in the second quarter, and, fourth, we suffered higher annuity surrenders
during the year. Some of the annuities which surrendered were from the block that we sold in 2004. Many of these
investments that we made in 2004 to cover potential withdrawals in 2007 were in bonds with quite low interest rates
because of their short maturity period. As these bonds mature this year, we will be reinvesting those funds at higher rates
of interest and we believe that we will not have a net loss for 2007. The assets of the Company at December 31, 2006,
appear in the “Highlights” opposite this letter. The Company’s assets increased only a small amount during 2006.
However, we were rebuilding two important reserves, the Interest Maintenance Reserve and the Asset Valuation
Reserve, which together increased a little over $150,000 during the year. Our capital and surplus at the end of the year

was $5,825,954, down somewhat from 2005 but again we feel that we can recover that in 2007.

Once again the market values of our bonds and preferred stocks are below statement value, reflecting the fact that
the bond market did not increase much over the last year. Risk based capital, however, increased to 433% from 406%
in 2005 and the below investment grade securities declined quite substantially during the year as we revised the portfolio
both to shorten it and improve its quality. These matters will be reviewed in greater detail in this annual report under

the heading, “Investments.”

Our Condensed Summary of Operations and Balance Sheet, as well as the movement of the capital and surplus
account on a statutory basis, appear on the final pages of this Annual Report. Paid ordinary life sales remained about
the same in 2006 as 2005, although insurance in force again declined somewhat. Sales so far in 2007 are up substantially
from 2006 and we are hopeful that this will eliminate the reduction in insurance in force which we have had for the last
several years. You will see our plans for increasing sales also under the heading of “Sales, Products and Internet

Development” later in this Report. A detailed review of our financial statements and operations also appears later.



In the course of developing our financial statements for the end of the year we also received studies from our
consulting actuary about mortality and termination experience and the profitability of our major products lines. I am
pleased to report to you that our Consulting Actuary, Anthony L. Hollobon, FSA, gave us his opinion that the current
mortality experience of our Company has been both reasonable and consistent. He continues to believe that our Company
has the capacity to sell additional new business without a significant increase in indirect costs. We have received from

him good projections for the Company’s profitability over the next three years of 2007, 2008 and 2009.

We continue to hold the Company’s general expenses to a steady level. The Company’s general expenses in 2006
were approximately the same as they were in 1993. We have made a great many improvements in our computer systems
as we have grown which have enabled us to service more business with the same experienced staff that we have had for

many years.

We believe that our basic business is both sound and profitable, and we intend to expand our sales at a reasonable

pace this year without straining our surplus. We look forward to a successful year in 2007.

:

C. Robert Ogd
Chairman of the



INVESTMENTS

At December 31, 2006, our bond portfolio showed a statement value of $94,580,467 and an NAIC (National
Association of Insurance Commissioners) market value of $91,905,066. Our preferred stock portfolio at the same date
showed a statement value of $9,085,416 and an NAIC market value of $8,942,375. Under Washington law we are
permitted to have 10% of our assets in preferred stocks and at December 31, 2006, we were well within that limitation.

We own no common stocks.

The average yield to maturity on the bonds and preferred stocks purchased in 2006 was 6.376%. This compares with
an average yield to maturity for purchases made in 2005 of 6.79%. In 2006 the Federal Reserve raised the federal funds
rate from 4.25% to 5.25% in four .25% steps and the prime rate moved from 7.25% to 8.25%. Interest rates on bonds
in the marketplace, however, did not increase much throughout the year. Indeed, there remained an “inverted yield
curve”, in which the two year U.S. Treasury bond yield was higher than the 10 year yield. That situation has existed since
late in 2005. We believe that in 2007 short term interest rates will slowly lower and long term rates will slowly increase.
Currently, economic conditions are reflecting a good job market, but also a reduction in home sales and construction
and some reduction in consumer spending. That trend, if accelerated, could lead to an economic downturn, of which the

present inverted yield curve is considered by many economists to be a harbinger.

During 2006 we disposed of many of the bonds that we had in the below investment grades of Classes 3,4 and 5 at
the end of 2005 and at the end of 2006 we had no bonds in either Classes 5 or 6. We have a small face amount of bonds
in Class 4 of Neiman Marcus, a department store chain based in Dallas. Also in Class 4 are bonds of Albertsons which
was acquired by national food chain Super Value (a Class 2 bond) together with a partnership of two other buyers, a
hedge fund that bought the non-core food assets and a drug store chain that bought the stand alone drug stores within
the Albertsons stores. The Albertsons bonds were downgraded when the purchase occurred because the purchase was
financed on a line of credit which lowered the bond obligations below the credit line. Super Value has announced that
they intend to reduce debt and regain the investment grade rating of the Albertsons bonds. Most of those bonds are selling

at very close to par although we hold them at slightly above that.

The Neiman Marcus group was involved in aleveraged buyout and we have been anticipating an announcement about
arefinancing. Those bonds have recovered in price and some sales have been as high as 97 or 98. We hold them at 105.9,
but will sell them if they hit 99 or above.

Of the other bonds below investment grade that we hold in Class 3, over $1 million are bonds of General Motors
Acceptance Corporation all of which mature on December 10, 2007. As they approach maturity their prices should
recover to at least the maturity value and we may sell them prior to the date on which they mature. In addition, some
of the other below investment grade bonds are those of Sears Roebuck Acceptance most of which mature in September
and December of 2007 and another small group on January 15, 2008. None of the securities that we hold today, even

those below investment grade, are in any danger of default.

During the year we have attempted to shorten our maturities in general. We have built a “ladder” of investments
maturing mostly over the next twenty-five years with a cushion of bonds maturing in each year so that we can handle
the surrender and death claims of annuities or life insurance policies which may come along in any one of the years in
that period. This also gives us a source of funds each year tore-invest, hopefully at slowly higher interest rates as inflation

carries the economy upward.



We also try to match the maturities of our investments with the maturities of the products that we sell. For example,
for annuities we need to invest in maturities of two to twelve years, and for life insurance policies from thirteen to twenty-

five years. Currently we are not purchasing securities that mature longer than about 2022 (fifteen years).

In the opening “Letter From the Chairman” which preceded this discussion of the investments, we outlined the
potential withdrawal situation involving the SPDA-3 single premium deferred annuities that we wrote in the first four
months of 2004. The currently remaining premiums from the entire block of these annuities is about $12 million. We
have arranged monthly maturities in 2007 which, together with other bonds which can be “called” (refunded) in 2007,
are sufficient to cover the potential withdrawal of all of these annuities. We do not think that we will suffer that high

a withdrawal rate. As mentioned previously, we priced these annuities for the possibility of 80% withdrawal.

We subscribe to the “Flash Reports” published by Tillinghast and Company which gives us a monthly analysis of
the credited interestrates of 23 interest sensitive whole life products similar to our Versatile Life with which we compete,
and about 180 flexible premium deferred annuities and 260 single premium deferred annuities of our competitors. We
watch these credited rates very carefully. Presently we consider that our credited rates are reasonably positioned against

our competition.

Our Company has never made a practice of purchasing high yield or “junk” bonds. Purchases that we currently are
making are in Classes 1 or 2, which are the investment grade levels. Bonds in our portfolio below those ratings have
been reduced in rating since we purchased them. The remaining bonds that we hold below “investment grade,” are
considered “medium grade” securities. We do not make a practice of selling bonds when they are reduced in rating one

grade, but we generally sell a bond that is reduced a second time or reduced two grades in the first move.

Our Statement of Investment Policy (which is available on request) permits the Company to hold an equity portfolio

in mutual funds but the Company has not implemented that investment avenue.

Beginning January 1, 2006, the Company restored the payment of the dividend on the preferred stock. The dividend
is 10%. Dividends which were not paid during the moratorium from the end of the third quarter of 2002 through 2005
would need to be paid on the preferred stock if it is redeemed. The Company is not obligated to redeem the preferred

stock at any time.

At December 31, 2006, the Company continues to have 611,983 common shares outstanding at a par value of $3.50
and 362,691 shares of preferred at a par value of $1 per share, which results in our capital account having a balance of
$2,504,631. We are required by California to maintain a capital account of $2,500,000. At the present time the Company
has no plans to issue additional common or preferred stock. At December 31, 2006, your Company had 176 common

stockholders and 147 preferred stockholders. A third of the Company’s employees are common stockholders.

R.J. Martin Mortgage Company has been a “parent” of North Coast Life under the 10% ownership rule of the
Insurance Holding Company System legislation since the Company was founded in 1965. R.J. Martin Mortgage
Company, which was founded in 1910, owns over 50% of the common stock of North Coast Life. The mortgage
company is owned 62.5% by C. Robert Ogden, Chairman of the Board of North Coast Life, and his wife, and their three
sons and families some of whom also own additional common stock in North Coast Life. The balance of the shares of

the mortgage company are held by Mrs. Ogden’s sister and her two children.

The financial statements on the back pages of this report are based on Statutory Accounting, a set of accounting
principles established by the governments of the states in which we do business and approved by the National

Association of Insurance Commissioners. Statutory Accounting differs from Generally Accepted Accounting



Principles used by corporations not in the insurance business. We do, however, also prepare a GAAP statement because
our preferred stock trades on the “pink sheets” under the supervision of the National Association of Securities Dealers
and we file a GAAP statement annually with that organization. The highlights of the comparison between the statutory
and GAAP statements are that on the statutory basis the Company’s assets at December 31, 2005 (the last audited annual
statements both on statutory and GAAP that we have available), were $126,258,770 and the capital and surplus was
$6,150,720. On the GAAP basis the assets were $131,548,210 and the stockholders’ equity was $10,412,465.

Both the Company’s statutory and GA AP statements were audited by the Spokane public accounting firm of DeCoria,

Maichel and Teague and the Company received an unqualified opinion from that firm with respect to both reports.

:

C. Robert O
Chairman of the Board



SALES, PRODUCTS AND INTERNET DEVELOPMENT
Overview of 2006

New nonforfeiture rate requirements and the new 2001 CSO mortality table made 2006 a year of state filings for
annuity products, term insurance products and currently underway, whole life products. Our Internet development also
continues, with a major emphasis on building an expansive web presence to recruit agents to North Coast Life using
Google Ad Words.

The personnel structure of the Sales Department changed during 2006. Dick Hillier, Senior Field Vice President
and responsible for our southern states region, passed away on May 31, 2006. Gordon Eastman, our Regional V.P. -
Sales for Northern California and Hawaii, now works a full time schedule and has taken over the responsibility of the
southern states region as well as keeping in touch with our agents in Hawaii. Gordon and Dick worked well together
for over three years and often shared the recruiting and training of agents in California. Gordon is well qualified and
lives in Ventura, California, just north of Los Angeles. Randy Thomas, Regional V.P. - Sales, responsible for our
Northwest States also works a full-time schedule and has become Senior V.P. - Sales for the company and still
responsible for the Northwest states for recruiting and training of agents. Gordon and Randy held two sales seminars

in the Los Angeles area during the fall of 2006 and plan to do more seminars in 2007.

Life insurance product sales in 2006 held steady with 2005 in volume (97% of 2005) and premium (99% of 2005).
Policy count was down a total of 42 cases. We have continued to see a drop in sales from Group Employees & Associates
in Utah, although they continue to give us some new business and the relationship is intact. We are looking to expand
sales through developing new approaches to help recruit agents, which is discussed in detail under Agent Recruiting
and Online Technology Summary. The Company sales leader continues to be interest-sensitive whole life, distributed
under the service marked name “Versatile Life.” Versatile Life sales held steady with 2005 sales. Versatile Life serves
the family market and the most popular plans include the use of 5-year, 10-year, 15-year or 20-year level term insurance
riders added to the base insured and/or spouse in one policy and also includes coverage on all children in the family as

well.

Term insurance sales should rebound in 2007 from the introduction in mid-October of lower premium rates using
the 2001 CSO Mortality Table. We had hoped to offer the rates earlier in 2006, however, the approval process in all
states where we do business was time consuming, with some states taking four or more months to receive approval. The
lower rates apply to our Term-96 product line of plans, which includes Annual Renewable Term and the four different
level premium plans mentioned above, that also serve as our term riders for Versatile Life and Whole Life I. Because
North Coast Life retains only $100,000 face amount per person, higher face amount term ($300,000 and over) has not
been a market we have served in the past. However, we are issuing higher face amount term insurance policies and term

riders with the introduction of the new lower rates.

The traditional Whole Life plan, WL-1, had an increase over 2005 of about 40%, which can be attributed to new

agents and continued production from our Guam agency, which also leads in sales of the CARE annuity product.

Because of new non-forfeiture rate requirements for annuity products in several states where North Coast Life is
licensed, including our domicile Washington, we have a new portfolio of fixed investment deferred annuity plans, which
was introduced to the agent force in June, 2006. As mentioned in last year's Product Development section, the product
portfolio consists of two new single premium deferred annuities and a flexible premium deferred annuity targeting three
different markets with three different policy forms. Among other reasons, annuity sales enjoyed increased sales when

the interest rates on annuities were higher than CD rates. That is not the case today, and sales have slowed.

9.



Product Development

We continue to upgrade our product lines with the mandatory requirements for use of new nonforfeiture rates and
the Commissioners 2001 Standard Ordinary Table of Mortality. Currently we are working on our Whole Life product
line. There are four plans being filed, our traditional whole life plan (WL-1), which is sold as an alternative to an interest-
sensitive plan (Versatile Life). The product is used in both the family and senior markets. WL-1 also has a conversion
version (WL-1C), which is used mostly for guaranteed settlement options under term insurance contracts. Whole Life
IV (WL-1V) is a simplified issue whole life product that targets the senior market with issue ages to 85 and has a $25,000
face amount maximum. Whole Life G.B. (WL-GB) is a graded death benefit whole life product marketed to seniors
through age 80, with a $25,000 face amount maximum. The four plans have received approval in Washington State,
our domicile, and in Idaho. Filing for the other states we are licensed in is underway. There are no changes to the rates

per thousand offered on any of the Whole Life plans.

The Versatile Life interest-sensitive whole life product is the last requiring the above mentioned updates and will also

be worked on in 2007 as well.

Online Technology Summary

North Coast Life has primary and secondary internet providers which are first channeled through a new enhanced
protection firewall (from Sonicwall) which detects any intrusion attempts before access is given to our two web servers
and our internal network. The Hub/Switch allows interaction between servers, the E-Series Computer, user PC

workstations and printers.

We have continued to enhance our web marketing. Last year we mentioned how we planned to expand our current
use of internet agent recruiting. Through extensive research and development, agentcommission.com now brings up a
specific web page targeted towards what the agent is searching for on search engines like Google or Microsoft. A Web
search for “whole life insurance,” would bring up our agentcommission.com website and specifically, the page
developed for our whole life products. The web page is a “one stop” approach with product information, a downloadable
product media kit, a chat function which allows for immediate interaction with prospective targeted agents, agent
commission and contest information, and the ability to contract the agent online. Online chat gives real time interaction
between the agent and North Coast Life . It allows us to show product illustrations, answer questions not addressed on

the website, and send email for further chat requests - providing a future agent lead.

Using Google Ad Words, we plan to target specific geographic areas for recruiting of agents using agentcommission.com
in the manner explained above. With 338 keywords ready to market, we have researched and developed target pages
to link the exact search needs of agents with the products North Coast Life has to offer. The marketing campaign includes
an extensive marketing analytics package to measure ongoing effectiveness. Using the analytic tools will help us to
further enhance and improve our marketing efforts. We are planning to launch the Google Ad Words agent recruiting
target marketing campaign within the next two weeks. The project has taken additional time as we worked with Google

and incorporated important techniques from research books to create the most effective campaign possible.

We continue to improve our Agent Illustration Software. A new feature is Agent Tools, which allows for online
chatting, online viewing and printing of Underwriting Status reports for the individual agent's business and the printing

of Underwriting forms. Online Chat for agents to talk directly to the Underwriting and Agency Sales Departments also
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is available. North Coast Life support for real time underwriting status reports is 24/7. This helps to decrease time to
issue policies and also allows for agent feedback support via e-mail and internet chat. The application is very easy to
use and unique to the industry. Once the agent has passed security clearance measures, the computer screen shows all
policies he currently has in Underwriting. A click on any of the underlined policy numbers on the left of the screen will
show the individual’s underwriting status/requirements. The agent can also click on the View/Print button to see a pdf

document of the same information which is mailed to him every 10 days.

Robert J. Ogden
President
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ANALYSIS OF OPERATIONS
AND FINANCIAL STATEMENTS

This discussion and analysis provides an assessment by management of the Company’s current financial position and

results.
Summary:

The Company experienced a lower-than-normal gain from operations as well as a decline in its Surplus account
during 2006. However, the decreased gain was mitigated by a much-improved experience in sales of securities, which

provided for an increase in total net income for the year.
Balance Sheet:

Capital and Surplus:

The Company’s capital and surplus decreased approximately $325,000, moving from $6,150,720 at December 31,
2005 to $5,825,954 at December 31, 2006. The decrease resulted from several factors, including a $100,000 principal
payment on the Company’s Surplus Note, a one-time payment of catch-up interest on premium deposit funds of
$125,000, decreased investment income from lower-yielding, shorter-term investments, decreased premium income and
higher policy surrenders. The reinstatement of the Company’s dividend did not negatively impact the Company’s

Surplus, as the payment equated to the surplus relief paydowns which ended in 2005.

The following depicts a five-year history of the Company’s statutory capital, surplus, Asset Valuation Reserve, and
financial reinsurance balances:

2006 2005 2004 2003 2002
Capital & Surplus $5,825,954 $ 6,150,720 $6,171,449 § 5,727,774 $ 5,256,579
Asset Valuation Reserve 582,730 472,590 656,517 148,763 598,924
Financial Reinsurance (349,448) (707,924) (1,058,463)
Net Capitalization $6,408,684  $6,623,310 $6,478,518 $ 5,168,613 $ 4,797,040
Ratio of Net Capitalization 5.1% 599 5.4 5.3 599

to Total Assets

The table generally demonstrates a generally static capitalization from 2002. Although the net capitalization showed
astrong increase in 2004, the increase in total assets continues to hold the ratio of net capitalization to total assets down.
During 2005, the Company was able to pay off all obligations under its financial reinsurance treaty, which relieved the
Company of that strain on surplus. As the Company continues to rebuild its asset reserves and focus on new products

and agent recruiting, we anticipate the strengthening of this ratio.
Assets:

The relative composition of the Company’s investment portfolio was little changed during the year. Bonds and
preferred stock investments decreased an aggregate $1.7 million or 1.6%. The level of preferred stock investments at

7.2% of total assets is consistent with the Company’s investment objectives and state regulatory guidelines.

The market value of the portfolio has declined from the prior year, primarily due to the rising interest rate

environment:
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Change in

Unrealized
12/31/06 12/31/05 Gain/(Loss)
Bonds:
Market value $ 89,764,713 $ 91,722,136
Carrying value 92,424,013 93,575,129
Unrealized Gain (Loss) (2,659,300) (1,852,993) (806,318)
Preferred Stocks:
Market value 8,940,485 9,367,314
Carrying value 9,085,416 9,620,854
Unrealized Gain (Loss) (144,931) (253,540) 108,609
Total Unrealized Gain (Loss) $ (2,804,231) $ (2,106,533) $  (697,709)

With respect to the quality of the bonds and preferred stock investments, $7.8 million, or 7.5% of these holdings are
below the National Association of Insurance Commissioner’s (NAIC) “Class 1" and “Class 2" designations of
“Investment Grade”, which is a $3 million decrease from the prior year end. Through maturities and redemptions, over
$3 million of these securities will be eliminated from the portfolio during 2007 and January 2008. The Company

continues to monitor these securities and the remainder of the portfolio carefully to reduce the exposure to credit risk.

Although yields on the purchase of new higher-quality investments are somewhat lower than historically earned by
the Company, management notes the reduction in yield is fully offset by the low general market interest rates which have
allowed the Company to credit lower rates on its product offerings. In addition, the Company’s total return at 5.7% is

comparable to industry averages.

Mortgage loans and real estate owned have continued to decline as the remainder of the Company’s mortgage
portfolio continues to run off. The remaining loans in the portfolio are well seasoned and low-risk first lien residential

notes with low loan-to-value ratios.
Liabilities:

The majority of the Company’s liabilities are comprised of Policy Liabilities (98%), which remained consistent with

the prior year.

The Interest Maintenance Reserve (IMR) increased 4% to $1,038,375. The increase resulted from approximately
$168,000 in gains on the sale of IMR-related fixed income securities (generally rated BBB- or better by Standard and

Poor’s).

The Company’s Asset Valuation Reserve (AVR) also increased from $472,590 to $582,730. The increase resulted
from: 1) $134,000 in realized losses on securities sold; 2) $31,000 in unrealized gains on assets; and 3) $186,000 in
mandatory contributions. With the current composition of the portfolio, Management acknowledges that further losses
may continue to hold down the reserve over the next few years. We anticipate required AVR levels between $600,000
and $800,000 over the next several years. Any future decline in credit quality will increase the required AVR
contributions. As stated above, Management and the Investment Committee will carefully analyze all investment

decisions to allow for the rebuilding of these reserves as much as possible.

The Company’s Capital and Surplus stands at $5,825,954. The Company is required to maintain $4.8 million of
Capital and Surplus in its domiciliary state of Washington. In California, where approximately 41% of the Company’s

life premiums are derived, the Company is required to maintain $5.0 million of Capital and Surplus. The current level
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of Capital and Surplus is still somewhat vulnerable to adverse experience from operations, problems with the investment
portfolio, contributions to the AVR, or other non-operating items including changes in non-admitted assets. In addition,

the Company’s surplus account includes a $300,000 Surplus Note to an affiliate of the Company, which matures in 2008.
Results of Operations:

In reviewing the Summary of Operations Statements from prior Annual Reports, it is important to note that the prior
years include the effects of financial reinsurance, which was paid off at the end of 2005. Financial reinsurance cedes
certain types of risk to the reinsurer, such as death claim risk, risk from policy surrenders, investment risk of the assets
underlying the policies and policy-connected administrative expenses along with other types of policy related risks.
Financial Reinsurance’s general purpose is to protect the Company against dramatic negative experience resulting in
any of the areas of reinsured risk for the entire block of policies under the treaty. As such, until 2006, several line items
in the operations statement were shown net of the effect of the financial reinsurance, although the total impact on net
income was only the annual fee paid to the reinsurer. Because of the difficulty of assessing the changes to individual
line items in the Operations Statements with the impact of financial reinsurance included, we have redistributed the
results from 2002-2005 to show the impact of financial reinsurance in one line item. Netincome shown for each of these

years is exactly the same as prior year reports.
Income:

The Company’s gross premium income from life and annuity policies for the year ended December 31, 2006 was

substantially lower than the preceding year as follows:

Year Ended Year Ended
December 31, 2006 December 31, 2005
First year life premiums $ 336,608 $ 371,968
Renewal life premiums 4,900,466 5,102,117
Annuities 2,821,357 5,578,076
Accident & Health 1,598 386,434
Total gross premiums $ 8,060,029 $ 11,438,595

The majority of the decrease is in the annuity sales, which began the decline during 2004 after the Company ceased
sales of its short-term single premium deferred annuities due to a concern about surplus strain. Both first year and
renewal life sales have seen continued decline during the year, which reflects the Company’s desire to continue to keep
expenses down through reducing traditional recruitment efforts (See Sales/Product Development). Accident and health
premiums are down as a result of the Company’s termination of participation as a carrier in a cancer medical
reimbursement plan as of September 30, 2005. The Company received a reinsurance credit for these premiums, which
provided a net effect on the Company’s financials of the 10% fronting fee received.

The Company’s net investment income decreased slightly due to the continuing effect of lower yielding securities
purchased to cover the cash flow needs of our shorter-term products. As a majority of these securities mature over the
next year and higher-yielding securities are purchased, investment income should return to more normal levels.

Reinsurance Commissions and Reserve Adjustments decreased from $265,015 to $31,157 as a result of the
termination of the Group A&H plan in 2005.

Other income of approximately $35,000 was income received under a class action lawsuit settlement on previously
held bonds of Worldcom.
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Expenses:

Expense from increases in policy reserves decreased substantially from $6.1 million to $2.0 million, which reflects

the decline in annuity and life premiums.

Gross death benefits increased 8.5% during the year from $1,735,001 to $1,882,144, while the annual change in
claims net of reserves and ordinary reinsurance was a decline of 1.5%. The general trend of death benefits remains

relatively consistent over the past five-year period:

2006 2005 2004 2003 2002
15t Qtr $ 161,128 § 337,945 § 385368 § 321,675 § 218,396
20 Qtr 500,331 160,070 234,469 275,696 257,331
34 Qtr 173,990 232,898 320,975 302,390 166,690
4t Qtr 155,916 275,392 136,974 264,186 436,275
Annual Totals $§ 991,365  § 1,006,305  § 1,077,786  § 1,163,947  § 1,078,692
% Increase (decrease) (1.5)% (6.6)% (7.4)% 7.9% XXXX

Policy benefits other than death claims increased 18.1%, from $6,273,501 to $7,409,032. The increase is primarily
in the annuity policies, which, as our client base ages, brings more required distributions. In addition, the Company is
nearing the end of the surrender charge period on the short-term annuities sold during 2004, and a higher number of

surrenders are being received on these policies than in the prior year.

General expenses remained consistent with the prior year, as did taxes excluding federal income taxes, and premium

loading costs.

Federal income taxes increased slightly from $60,000 to $72,000. With the exhaustion of all of the Company’s
operating loss carryforwards during 2004, the Company became subject to both regular and Alternative Minimum Tax,

and expects its tax burden to continue to increase during the next few years.
Other Matters:

Risk Based Capital:

The Company’s Risk Based Capital Ratio (RBC) increased to 433% from the prior-year ratio of 406%. The National
Association of Insurance Commissioners (NAIC) sets out levels of regulatory action beginning at RBC levels of 250
and lower. The “Company Action Level” applies to RBC levels of 150% - 250%, and requires that a Company must
prepare a business plan outlining how it will reach compliance (i.e. RBC level above 250%) and the [Washington State]

Commissioner must approve the plan.

A.M. Best Rating:

During February 2006, A.M. Best Company reaffirmed the Company’s Financial Strength Rating at C++, with a

Stable outlook. /g

Robi ohnston
Treasurer
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LOOKING AHEAD

Investment yields in the bond market did not grow much at all in 2006 and at the time of this writing the national
economy remains strong but appears to be expanding slowly. The Federal Reserve Board controls the federal funds rate,
the rate at which banks borrow from the Federal Reserve, which in turn directly affects the prime interest rate which is
the basis of the rate at which banks lend to the public. After dropping the prime interest rate down from 9.5% in May
of 2000 to 4% in June of 2003, the Federal Reserve began on June 30, 2004, to raise the federal funds rate by .25% at
nearly every meeting. This forced the prime rate from 4.25% at June 30, 2004, back to 8.25% on June 29, 2006. Since
that time the Federal Open Market Committee’s meeting minutes have been reviewed carefully by economists and the
investment community for any sign of the direction that the Committee might take with respect to either lowering or
raising interest rates. As mentioned earlier, currently our nation has an “inverted yield curve” in which the U.S. Treasury
two year bond yield has been higher than the ten year bond yield. We believe that in 2007 short term interest rates will
slowly lower and long term rates slowly increase so that the yield cure is no longer inverted and more normal borrowing
conditions develop. The current 8.25% prime rate has a stifling effect on economic growth although current economic
conditions are reflecting a good job market. However, currently there is a reduction in home sales and construction and
some slowing in consumer spending which, if accelerated, could lead to an economic downturn later in the year. If the
economy heats up, the Federal Reserve can raise interest rates to slow the economy down, and if the economy softens
too much the opposite action would require lowering the federal funds rate to encourage borrowing and economic

growth. We believe that interest rates will remain relatively low compared to experience in past years.

As mentioned earlier in this report, during 2006 we began to rebuild our Asset Valuation and Interest Maintenance
Reserves which we had used to absorb losses in our investment portfolio in prior years. These reserves were established
to meet such contingencies, but it will continue to require a special effortin 2007 and 2008 to replace those reserves and
make sure that the investments in the future are of more sustainable quality and that we continue to cover the margins

that we need for the profitability of our interest sensitive life and annuity products.

During 2007 we will again be expanding our recruiting efforts in order to increase sales, and we look for our newly
revised annuities and term and ordinary products to fuel that expansion. During 2006 sales remained about the same as
2005, but we look forward to growth in 2007. We will continue to operate in the twelve western states of Arizona,
California, Colorado, Hawaii, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington and Wyoming. We

also operate in Guam and the Northern Marianas, principally the island of Saipan which is just north of Guam.

If you have not visited our Company’s website at www.nclife.com in the past number of months, you will find that
it has been updated extensively. During 2007 we will be using the Internet as a tool both in recruiting new agents and
in expanding our service to our agent force through their ability to obtain information on line with respect to underwriting
and the status of policies being issued. We also are planning to provide additional information to our current
policyholders through our website. We are developing systems to permit us to sell certain products over the Internet.
These likely will be term insurance products in which little estate planning is required. We now make available to persons
inquiring about our Company a “chat” feature in which the user of the Internet can (by typing) talk with a member of
our Home Office staff who is a licensed agent and obtain information about our products and about becoming an agent

of our Company. Applications for insurance and the premiums to pay for it can be submitted over the Internet today.
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We look forward to the opportunities that 2007 will provide. We expect to have a good year. We are confident
that our investments are sound and that our revised products are competitive, and we believe that these things will
enable our sales to expand.

To each agent, employee, officer and member of our Board of Directors, and to each of you as our stockholders,
I extend my sincere appreciation and thanks.

March 23, 2007 Chairman of the Board
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NORTH COAST LIFE INSURANCE COMPANY

Spokane, Washington

BALANCE SHEET - STATUTORY BASIS

ASSETS

Ledger and Non-Ledger Assets:
Bonds (market: $91,905,066/$91,722,136)) w..ooveverieeeeeieeeeeeeeeeeeeeeeeeeeeeeee e
Preferred stocks: (market: $8,942,375/$9,367,314)....
Mortgages (residential) ......coccocevereriiiiiniininininencee
Real estate owned (REO) .......cccccooveievieineennnn.
Other invested assets ......cccvevveveeeieeeceernenne
Policy loans and liens .........ccccceeevcncncnnene
Deposits and cash ......ccccceeeeenincncncncnnn.
Agents' balances and L0ANS .....coeviriiiiiiiiiniie e
Furniture, equipment and QULOS ........coeeeeieieriiniininreeieeei ettt eseeseeeene
Computer equipment
Premiums deferred & uncollected .........coveiveiiiiiieiiiieeeeeeeee e
Investment income due & aCCTUC ....oouviivieriieiieieeieeie et
INEt deferred taAX ASSEL ..ouiiiieierieeiereerteesteet et e e ete s et et e e esseeseenseeneeenseennesneennes
Amounts receivable:

Guaranty Association assessments
Total Ledger and Non-Ledger Assets

Non-Admitted Assets included above:
Fixed inCOME INVESTMENLS ....ocuevuiriiriiriieiieiieieiestesteeteete ettt et et et st stesbeeseeseeneeneens
Mortgages, REO and related ..o e
Agents' balances and loans
Furniture, equipment and QULOS ........ccceeieierierienienientieteeiiei ettt eseeneeeens
DEferred taX @SSEL .eeuveuieieiierierieeieeieet ettt ettt ettt ettt ettt ettt st et re b st neens

Subtotal ......ceoveieiiiiee

NET ADMITTED ASSETS

LIABILITIES. CAPITAL AND SURPLUS
Policy Liabilities:
POLICY T@SEIVES ettt ettt sttt
Claims PAYADIE ....eeeiiieiiiiic e
Policy dividends & coupons ....
Premiums paid in @dVANCE ....cc.coeririiriiiiiiiiciie e
Other policy HHabilIties ....cccoeveririiiiieicicccteeet et

Total POIiCY LIabilities ....coueviiriiriniiiiiiieicicccteeeeee e

General Liabilities:
Unearned inVesStmMent INCOMIE ....occveieereierieeriieeeeieenieeeeeeeeseeseesseesseenseenseeseesesseanes
ACCTUC TAXES vveruvevreeiieiiesieeteerte et eteeteestesttesseesseenseeseenseenseenseaneesssenseesseenseenseensennes
Accrued general expenses
Preferred stock dividend payable .........cccoeeiriiiiiiiiiiinini e
Other amounts payable
Total General Liabilities ....
TOTAL LIABILITIES ..ottt sttt a s ssessessessaesaesnennens

Asset Reserves:
Interest Maintenance Reserve
Asset Valuation Reserve .........c.cccceeeveenns .
Total ASSEt RESEIVES ..oouviieiiieiiieeieeeee ettt e e e e eareeeaaeeenneas

Capital & Surplus
CaPILAl STOCK ettt
SUIPIUS ettt sttt ettt enee
Total Capital & SUIPIUS ..ooveiiiiiiiiiiii et

TOTAL LIABILITIES, CAPITAL & SURPLUS .......cccoiiiiiiiiiicecece

December 31,
2006
(Unaudited)

$94,580,467
9,085,416
416,963

0
1,916,051
14,678,127
1,926,454
22,385
78,267
17,673
1,996,345
1,601,541
2,408,719

1,589
471,682
9,118
$129,210,797

0

4,129

22,385
78,267
2,246,483
2,351,264
$126,859,533

$118,453,325
99,298

6,300

37,816
50,785
118,647,524

369,801
182,001
65,401
90,673
57,074
764,950
119,412,474

1,038,375
582,730
1,621,105

7,945,062
(2,119,108)
5,825,954

$126,859,533

December 31,
2005

$93,575,130
9,620,854
546,262

0
1,884,750
15,014,936
1,586,491
38,961
83,925
14,843
2,077,609
1,604,580
2,250,595

1,681
159,420
13,622
$128,473,659

0

6,725

38,961
83,925
2,085,278
2,214,889
$126,258,770

$116,726,241
247,397
5,000

41,572
278,467
117,298,677

348,811
173,835
69,939

0

746,269
1,338,854
118,637,531

997,929
472,590
1,470,519

8,045,062
(1,894,342)
6,150,720

$126,258,770



€L5'S86'T6 S
7L8'689°195
SPE'860°LY
OTL'LSS)  §

(S69°€LE)
(998°790°1)

178°8L8

€19
YSY 6L

ILLSI6YT
6L 1Y

0
(29¥'620)
SLT06C
66L°86T°C
0688
9566809
SI9°ISI
960°86
01L°680°S

STTS6L'ST
0

TIe01
(€L5°9¢)
8698659
866°S8C
(S0L9LD)

9t cIT6  $

<00¢

LT6'899°L6  $ 8SOVLLGITS
VLT 6Y6°LTS 162°865°L0S
LY1°S8€°6T 696°T6T°9¢
08T°SSY $ 86L°S9¢ $
(rszeeen) (SSHvLY)
(9L0°02D) £98°LS¢
909°80L 06£°788
6S1°99 0£T°6S
S9LVLL 029°1¥6
SO1°T80F1 $087£0°0€
79°6C 000°ST
S91°1 0

(zeLoL) 08S°LE
765°50¢ TII°L6T
CPI°L8IT €S 0EY T
618°T0L T1€L9T°T
SST'S1€9 0r8°80¢°L
785°091 80€°191
8L1°86 607901

8SH 6SE Y T6L001 81
0L8°9S8 1 TP 9L6°0€
STY'SII (L8T°L0T)
€9L°0T ¥€9°66¢
9PF°9¢) (825C9)
1€€°88C°9 S0S°690°L

0 000°S9
(195°682) (208t¢8)

8CE"8GL'8 $

£00¢

20809 YT $
¥00¢

0LL'8ST9TT $

mmmh@mwhomﬁ ................................................................... Sjosse UOHHﬁEU.N ﬁNHOr—L

ﬁONmﬁON\mmwv wacmﬁwmmﬂcv ................................................................. .HNQ\A %o UCO uﬁ OOHO.% ﬁﬂ
ﬂoonov@'WN Caom@.Vﬁhw\N ...................................................................... wwﬁﬁw \A.H.Nﬂ:ﬁho Uﬁﬁm
vQNmowﬂ % ﬂNOrm@ﬁ % ............................................................... Ammo\I—V\MEOOZH sz
m.—uomoom AMN\WAN\Oﬂv ................................ MEM QH_H o) @Ohhﬁwmﬁﬁ.z m@mwo—\ﬁmgﬂﬁwv mw@q
Awocmwwohﬂv ,_Vﬂot.—um ............................................. AWOWwOMV\wﬁme ﬁNH:Q.NO @QN#A@OM HQZ
6ST‘SL9 08G‘QTE e PUSPIAIP Y003s pairjaid pue (sessof)/sures [eided
Pazi[eal 210j2q SNOLLVIAdO INOY¥A (SSOTD/NIVD LAN
Nﬁmmoc momrﬁh .................................................... UOHH:QGM moxmﬂ OEOOSH ﬁmhuvom
1LS°8EL GL6°66E SOXE] QWOJUI [BISPa] 210J9q suonerado woly (SSO)/owodu] 1aN
#mhnmﬁmrhﬁ OWOmGNvmﬁﬂ .......................................... mo\/vHDWOvH ‘% mvwgmgxo WﬁMHﬁhogo M.NHOF
ooommm o ......................................... AH—OﬂHV oocﬁHSWGﬁQH ﬁﬁﬁocﬁﬁﬁf% -%o HWOO
o o .................................................... muﬁwoaoﬂu QAJISAI UO HWOHQHQH
A@N\Mmomv Amvwnmﬂv ................................. AWOWNQHOO@V\WO@.&OHOQA mcmﬁ.ﬂﬁvﬁ ESME@H&
06L%6C G969 et (X®) SWIOOUI [RISPIJ SUIPN[OXI) SIJJ 29 SISUADI[ ‘SIXB],
ﬂmonvmm'N ﬁ@.VmGQN?N .................................................................... w@wﬁOQKO ﬁ.ﬁh@ﬁoo
mNﬁmOOB N\mommoo .......................................................................... chmeMEEOO
OO\N»MW@'N\ ﬁ.—uhhﬁmwmw ........................................................... muﬂwﬁﬁﬁh— %Oﬁﬁom
TLISTIT 6lcgce 0 e spunj 1oyjo pue ysodop ‘Ao1jod uo ‘snlpe pue jsorouf
6C1Th1 orcrer sjoenuod Arejuowarddns pue suodnoo ‘spuapIAIp £o1j04
mw.vnowo'o ﬁommﬂm@hﬁ ................................................... SOAJTISOI %Oﬁﬁog ﬁm m@mﬁOHOQH
‘SHAYASHY % SHSNHdXH ONILLVIddO
WNMAMWNrWM ﬁmomonh#ﬂ ............................................................... OEOO—.: mgﬂ—ﬁhogo ﬁNHOr—L
O h@@f—um .......................................................................... QEOOA\: HOQHO
S10°69¢ LGT1E e sjuouSN[pe 9AISSAI 29 SUOISSTWWIOD SOUBINSUISY
AO.VWJNNV A@PwaNNv ........................................................... 1ou AOEOOA‘: 18189 ﬁﬁwm
meAMM ﬂrh @.vmmBOOmh ............................................. Huc ﬁMEH \N% OEOOCM H:QEHW®>EH
121°6€1 o o syoenuoo Arejuowe(ddns pue suodnos ‘spuapialp Ao1[0d
(TL9°189) (€26°¢82) T QOURINSUIAT $SO
mhmnwmvrﬁ M % @NOnOOOmw % .......................................................... @EOOGM E:MEQHQ wmovﬁw
S— — ‘HINODNI
¢00¢ 900¢

900 ‘T€ IquIadd( y3noayJ,

SISV AJOLNLVIS - LTIOdHE HALLVIVJINOOD ANV SNOILVIAJO 4O AIVININNS AASNHANOO

uoj3urysep ‘ouesodg

ANVINOD HONVANSNI 41T LISYVOO HLION

-19-



December 31, December 31,

SURPLUS ACCOUNT - STATUTORY BASIS 2006 2005
CAPITAL AND SURPLUS DECEMBER 31, PREVIOUS YEAR ......ccccovevieiennee. $6,150,720 $6,171,449
Gain fTOM OPETATIONS ...eueeuieititietietieteeiteite ettt ettt et et e et et be e bt eaeese e s enbenbesbeseenee 328,579 678,259
Net Realized capital gains or (10SSES) ..c.eeeeiiriirieieieieienierierieeteeite et 34,014 (1,088,608)
Less gains to Interest Maintenance RESErve .........cocovieerieieieienienieneneseseeeeeeens (167,573) 590,643)
(Increase)/decrease in Asset Valuation Reserve (110,140) 183,927
(Increase)/decrease in non-admitted mortgages and real estate ........c..coceeceeveeenee. 1,340 (4,463)
(Increase)/decrease in non-admitted other invested asSets........cccevveevveevieeieeeerneenne. 1,256 881
Net (increase)/decrease in agents' balances and other
NON-AAMILLEA TLEIMS ..evvvieiiiiietieie ettt ettt ettt ete et e e aeesae e b e eaaeesaesaeesseenseenns (138,968) (26,113)
(Increase)/decrease in non-admitted deferred tax assets 158,124 2,781
(Increase)/decrease in net unrealized capital gains (losses) 31,301 (8,588)
Cumulative effect of changes in accounting principles 0 0
Dividends paid on Company preferred stock.............c...... (362,699) 0
Paydown of financial reinsurance balance ..........cccoceeeeirieieienienenenenesesceeeeene 0 (349,448)
Exercise of common stock directed Warrants ..........cccceeeeeveerieenieenieesieeieecee e 0 0
Surplus note contribution (PAYMENLS) ...c.ceveveeuiruerrierieirieieieniet et 100,000 0
CAPITAL AND SURPLUS, CURRENT PERIOD ......c.cccceoiiiiiiieiieieeeeeee e $5,825,954 $6,150,720

North Coast Life® FORTY-SECOND ANNUAL REPORT

1116 West Riverside Avenue, P.O. Box 1445, Spokane, Washington 99210-1445
509-838-4235 or 800-541-5858
Fax 509-747-8569 or 800-619-6143
www.nclife.com



