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Milestones in life come in many shapes and forms, and National 
Security has been there at every turn for sixty years, providing the insurance that makes 
those milestones safe and secure. a first child presents great challenges in addition 
to great joy. With a variety of life and health insurance products, new parents can rest 
assured their child’s future is secure when they choose National Security. 
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(in thousands except per share data)

   percent
For the year 2007 2006 of change

earnings per Share................................................................................................ 2.45 1.72 42.4%
earnings................................................................................................................ 6,040 4,250 42.1%
Net premium income ............................................................................................. 62,250 58,874 5.7%
Net investment income.......................................................................................... 4,749 4,463 6.4%
return on average equity ...................................................................................... 12.87% 9.56% 34.6%
average Shares outstanding ................................................................................. 2,467 2,467 0.0%

at year end

Shareholders’ equity per Share ............................................................................. 19.64 18.39 6.8%
Shareholders’ equity ............................................................................................. 48,447 45,379 6.8%
Total assets ........................................................................................................... 135,585 134,911 0.5%
Shares outstanding .............................................................................................. 2,467 2,467 0.0%

 Stock Bid prices Dividends
 high low per Share
2007
First Quarter .......................................................................................................... 18.25 16.75 .225
Second Quarter...................................................................................................... 19.87 17.31 .225
Third Quarter ......................................................................................................... 19.00 15.76 .225
Fourth Quarter ....................................................................................................... 18.72 16.68 .225

2006
First Quarter .......................................................................................................... 18.25 15.70 .220
Second Quarter...................................................................................................... 18.11 15.77 .220
Third Quarter ......................................................................................................... 17.90 15.40 .220
Fourth Quarter ....................................................................................................... 17.47 15.64 .225

Highlights

Contents
performance highlights ..................1
Stock and Dividend Data ................1
Milestones ......................................2
letter to Shareholders ....................7
Financial Statements .....................8
Financial review ...........................20
Board of Directors ........................21
corporate information ..................21

Dividends
(per share)

Assets
(at year end in millions)

Market Price
(at year end)

Book Value
(per share)

.805
.76.71.68.64

.58

.865.825
.845

.885

0597 98 99 00 01 02 03
101.699.497.6

98.1
103.9

106.9

139.2

127.2
04

128.6

06
134.9

0597 98 99 00 01 02 03
13.50

14.49
15.63

9.17
11.56

15.10

16.23

19.26 
04

21.26 

06
17.25 17.09

18.18
17.7416.98

17.05
16.70

17.66

18.60 
18.92 

0697 98 99 00 01 02 03 04 05 07
18.39

19.64

17.74

0697 98 99 00 01 02 03 04 05 07
.90

07
135.6

07

60 years of service is certainly a noteworthy acheivement for any 
company, a signifi cant milestone. Milestones are those moments 
in history that cause us to look back and refl ect on how far we’ve 

come. it is a time for celebrating! in the next few pages, you’ll notice a trace of 
nostalgia and a bit of celebration. We honor those who have led the company 
carefully and faithfully. We celebrate our successes and stability. We’ve grown 
from a small rural burial policy provider to a publicly held holding company 
composed primarily of three insurance companies: National Security insurance 
company (life company), National Security Fire and casualty company (Fire 
company) and omega one insurance company, a wholly owned subsidiary 
of the Fire company. These companies provide a diversifi ed line of insurance 
products in communities throughout the South.

nsg 2007 annual report final.indd   3 3/12/08   2:16:37 PM



Milestones mark many phases in life, such as the progression from 
childhood to adulthood. a first car is certainly one of those milestones, propelling 
a teenager into the world of responsibility. a National Security Medalist automobile 
insurance policy rewards that responsibility with different cost levels and assures 
policyholders that their assets are secure in the event of an accident.

2

Opposite page photos: From humble beginnings (above right) in the dining room of the family 
boarding house, the Company soon moved to its first office where applications and policies 
were printed  on an inhouse printing press (left). The 2007 expansion to Company headquarters 
houses the IT department (right), where online services have eliminated a massive amount of 
paperwork by digitizing applications and other forms critical to the underwriting process.
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This was a year to celebrate. our sixtieth year of providing 
fi nancial protection for families. our sixth consecutive year of 
record revenue, with premium revenues totaling $62 million. 
in comparison, 1958’s premium income exceeded the $1 
million mark for the fi rst time in the company’s short ten-
year history. The years have been good to us.

inspired by the entrepreneurial ideas of William Matthew 
Brunson, National Security insurance company was founded 
sixty years ago by his son lister and a cousin, D.M. “Dud” 
english. They raised the required $32,500, and the company 
was chartered on February 5, 1947. W.M. Brunson died just 
two months later, but with careful cultivation, his dream of 
a family-owned insurance company has continued to thrive 
and grow. 

Today, The National Security Group, inc., is composed of 
three insurance companies providing a diversifi ed line of 
insurance products in communities primarily in the South. 
The dining room of the Brunson family boardinghouse served 
as the company’s fi rst board room, and the company founders 
hand-typed their insurance policies and correspondence on 
an old-fashioned typewriter between guest meals.

in the fi fties, we became the second company in alabama 
to utilize a “route list” system, and in 1959, National 
Security was equipped with a modern computer system, 
its own printing facilities, and other cost and labor saving 
equipment.

Through the years, we have continually 
invested in technological updates to provide 
the most effi cient processes for our employees 
– who now number 165 – and our policyholders 
and agents.

in 2008, our new policy administration 
system, ariS, will be available to our agents 
in all states we service. National Security 
personnel developed ariS to meet four core 
needs; it had to be agile, 

reliable, intelligent and Scalable. and the system was named 
accordingly. This technology offers complete web access and 
allows our agents to obtain quotes, issue policies, print 
applications and much more. additional features include 
online payments and photo uploads.

in 1955, the company opened its fi rst district offi ce forty 
miles away, in Dothan, alabama. What seemed a major step 
is now one of many milestones on the pathway to today’s 
success. 

Designed by an award-winning architect, the company’s 
current headquarters was completed in 1977, and thirty years 
later, we have completed a major expansion project that will 
house accounting, iT and Support Services. repositioning 
these departments will allow additional expansion of 
underwriting and customer service.

The National Security product offering has grown from 
burial policies, which were sold door-to-door, to a wide array 
of insurance products for individuals, families and groups. 
With the formation of the Fire company in 1959, National 
Security entered the property and casualty insurance business 
and began marketing insurance through independent agents 
and brokers. 

We are now represented by more than 2,000 independent 
agents in 12 Southern states. 

To provide cross-selling opportunities to these agents and 
to fi ll in the gaps left by other insurance carriers, we offer 

“ Our 60th year produced the interesting landmark
of reaching $60 million in premium income.”

needs; it had to be agile, 
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Milestones sometimes carry with them a substantial financial burden, 
along with enjoyment and gratification. Such a milestone is the purchase of that special 
first home. homeowners can sleep well in their new home, satisfied with the knowledge 
that National Security has their greatest personal investment secured with a variety of 
policies tailored specifically to meet their needs.

4

In addition to housing the IT department, the new expansion to company offices, shown at far 
right also includes space for the accounting department, left photo, and support services, 
which consist of shipping and receiving, mail, and printing departments.
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an array of niche insurance products which include dwelling 
fi re, limited and mobile homeowners, automobile, individual 
life, group term life, cancer, critical illness, accident, and 
worksite benefi ts.

 in 2001, we added 700 families to our growing group of 
policyholders with a new employee benefi ts package of life, 
disability and supplemental health insurance for groups and 
payroll deduction plans.

a new tiered automobile insurance program was 
implemented in 2007. The Medalist automobile insurance 
offers coverage options with bronze, silver, and gold levels.

as our presence in the insurance industry has grown, so 
has our presence in the global marketplace. in 1955, National 
Security made our fi rst public offering of stock, and 50,000 
additional shares were sold. The fi rst cash dividend was paid 
to shareholders on June 1, 1971, with a total of $31,000 
paid to shareholders that year. The company has now paid 
dividends annually since 1975, for 32 consecutive years.

on September 28, 1990, a holding company was formed 
and named The National Security Group, inc. Two shares of 
stock were issued to shareholders for each outstanding share 
they held of the former company. This restructuring would 
allow the company to grow well into the twenty-fi rst century.

We have experienced a 15.3% average annual revenue 
growth rate since 2000. National Security stock reached a 
milestone in 2003 when prices broke the $20 barrier for the 
fi rst time, and shareholders’ equity increased almost 9%.

We were named 2004 Fastest Growing Publicly Traded 
Corporation in alabama by Business alabama Magazine. The 
company’s stock is now publicly traded on the Nasdaq Global 
Market.

We have remained strong through the years, warding off 
takeover attempts in the eighties and 
natural disasters 

of the new millennium. During the fi rst six months of 2004, 
National Security reported the best numbers in company 
history. But the last half of the year was the worst in the 
history of the property and casualty insurance industry, with 
six major hurricanes striking the united States, including 
hurricane ivan. 

even through 2005, the costliest insurance year in 
history, National Security remained a steady source of 
fi nancial protection. hurricane Katrina brought with her an 
unprecedented number of claims, and hurricane rita rode 
her coattails. 

Never before had the company experienced back-to-back 
years of large scale catastrophic losses, and never before had 
we received blows from more than one major hurricane in the 
same year. But National Security remained profi table, though 
profi t levels were certainly below our expectations. our total 
assets now exceed $135 million. 

National Security’s stability is a direct result of capable 
leaders like W.l. “lister” Brunson, who died in 1978 after 
leading the company for thirty years, and his brother/
successor J.r. Brunson, who initiated construction of our 
veterans’ memorial park in 1988. his vision continued with 
our veterans’ memorial museum and conference center, built 
ten years later.

in 1999, J.r. Brunson retired as president of the National 
Security Group, inc., and William l. Brunson, Jr., took the helm 
to lead the company into further growth. one of its initial 
founders, Dud english served the company as a director for 
55 years, from its inception until his death in 2002. 

By continuing the family tradition of preparing for the 
worst of times during the best of times, we will clear a path 
for many milestones to come.

“ National Security has paid dividends
annually for 32 consecutive years.”

We have remained strong through the years, warding off 
takeover attempts in the eighties and 
natural disasters 

for many milestones to come.

5
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Milestones are many times marked by unfortunate circumstances, 
from an injury at work to the loss of a job, or even an untimely death. These unforeseen 
milestones can place an excessive fi nancial strain on practically any family. National 
Security has been there for these unfortunate times for 60 years and will be for many 
more, providing the fi nancial support needed for the milestones in life.

6

Above: The National Security Group headquarters is nestled among the rolling, 
wooded hills of South Alabama. Immediate Right: The Executive Management 
Team for The National Security Group, Inc., from left, William L. Brunson, President 
and Chief Executive Offi cer, The National Security Group, Inc., Brian McLeod, Chief 
Financial Offi cer and Treasurer, The National Security Group, Inc., Jack E. Brunson, 
President, National Security Fire and Casualty, and Mickey L. Murdock, Senior Vice 
President, National Security Insurance Company. Far Right: William L. Brunson, 
President and Chief Executive Offi cer, The National Security Group, Inc.
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To Our Shareholders 2007 was a year of 
several noteworthy milestones. Foremost, perhaps, was realizing 
our 60th year anniversary. National Security offi cially commenced 
business on February 5, 1947. Financial results for the year 
were also noteworthy. earnings were the highest in history, as 
we eclipsed $6 million in net income. premium revenues grew 
to over $60 million and we ended the year with Shareholders’ 
equity of over $48 million, both of which are our highest totals 
in history.  2007 also represented the 32nd consecutive year in 
which the company has paid cash dividends to shareholders, 
with dividends paid during the year a record $2.2 million.

earnings were driven by improved underwriting results, the 
absence of major catastrophes, and a one-time gain associated 
with the sale of the majority of the company’s interest in The 
Mobile attic, inc. in april the company entered into a purchase 
agreement with a private investment group to sell ninety percent 
of its fi fty percent equity interest in the venture. The after tax 
gain associated with this transaction constituted $1.3 million of 
the year’s earnings, and is refl ected in the fi nancial statements 
as Net Income from Discontinued Operations. Net income from 
our insurance operations was $4.7 million in 2007, primarily 
resulting from improved underwriting results in our property and 
casualty subsidiaries. Total earnings in 2007 were slightly above 
$6 million or $2.45 per share, a 42% increase over the reported 
earnings for the year 2006. earnings for the year constituted a 
return on Shareholders’ equity of 12.87%. 

Stockholders equity increased 6.75% from $45.3 million to 
$48.4 million, resulting in a book value per share of $19.64 as 
of December 31, 2007. as earlier referenced, this is our highest 
year-end stockholders’ equity position in history. revenue growth 
continued, with Net premiums earned of over $62 million, a 
5.7% increase over the previous year. Growth in the dwelling 
fi re and homeowners lines of business in the property and 
casualty subsidiaries were the primary contributors to premium 
growth, although we also experienced solid growth in our life 
and health lines. While premium growth has moderated over 
the past two years, 2007 was our 6th consecutive year of record 
premium revenues. Since 2000, premium revenues have grown 
at an average annual rate of 15%. core line premium growth 
continues to be a focus area. it remains our belief that growth 
must be generated in the lines which we know best and have 
the most expertise and experience. our focus remains on further 
developing our core lines, primarily traditional life insurance and 
personal lines property insurance, supplemented by automobile 
insurance and health and accident insurance. 

During 2007 we continued returning capital to our shareholders 
through cash dividends, which currently stand at an annual rate 
of $0.90 per share. our annual cash dividends paid have now 
been increased 31 consecutive years.

ongoing efforts continued in 2007 toward addressing the 
design, operation and effectiveness of internal controls in 
connection with compliance with Sarbanes-oxley legislation. 
Many internal and external resources have been utilized on this 
project with most of the leg-work involving more formalized 
documentation of our internal control environment, staff training 

and testing of documented controls. We believe we have made 
great strides in this area and appreciate the hard work of our 
staff in managing this huge undertaking that has placed a 
disproportionate burden on small public companies like us. as of 
this writing, we are completing the fi nal testing necessary for us 
to issue our management assessment on the effectiveness of our 
internal controls when we fi le our Form 10-K with the Securities 
and exchange commission in late March of 2007. 

efforts were and are ongoing in the area of technology 
initiatives. a major project in 2007 was the continued introduction 
of a new web-based policy administration system in our property 
and casualty companies. This system was developed in-house 
and is an end-to-end policy administration system featuring 
complete web access for agents. agents can retrieve quotes, 
create policies, endorse existing policies, evaluate risks, and 
print applications and declarations while the customer is still in 
the offi ce. an automated underwriting system immediately shows 
cautionary items or items that require submission. This project 
was introduced initially in Tennessee during 2006 and during 
2007 was expanded into our other operating territories. We believe 
this system will greatly improve our operating effi ciencies as well 
as enable our agents to provide better service to policyholders. 

We do not anticipate any material changes in our business 
strategy in the year ahead. We will continue to emphasize 
internally generated growth in our core insurance lines, maintain 
discipline in our underwriting, and continue to develop our 
workforce and operating procedures with an emphasis on service 
and ease of doing business. emphasis in property and casualty 
operations will be placed on maintaining acceptable underwriting 
results in a growing book of business, and continuing to develop 
a more geographically diverse business to reduce the potential 
adverse affects of catastrophes. With life insurance production, 
emphasis will continue to be placed on developing a network 
of independent agents and offering life and supplemental 
health products through established property and casualty 
producers. Focus will continue to be placed on work-site product 
offerings and offering of specialty products through groups and 
associations.

it is fi tting that our 60th anniversary year was successful. 
We achieved record revenues, net income and shareholders’ 
equity, and continued returning capital to our stockholders 
through payment of the highest cash dividends in our history. 
Milestones are important gauges of progress, but obviously are 
not destinations. While 2007 results were the best in company 
history, we recognize that challenges lie ahead, and we must 
continue to adapt and improve. We will continue to build our 
business for the long-term, focusing on our core strategies, our 
customers, and our agents, employees and shareholders. We 
appreciate your support. 

“ It is fi tting that our 60th Anniversary Year was successful. We achieved record 
revenues, net income and shareholders’ equity, and continued returning capital to 
our stockholders through payment of the highest cash dividends in our history.”

William l. Brunson, Jr.
president and ceo
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The National Security Group, Inc.

8

Consolidated Balance Sheets

Dollars in thousands   December 31,

   2007 2006

Assets

investments

 Fixed maturities held-to-maturity, at amortized cost (estimated fair value: 2007 - $17,155; 2006 - $18,172)............................................  $ 17,310 $ 18,764 

 Fixed maturities available-for-sale, at estimated fair value (cost: 2007 - $67,388; 2006 - $62,980) .................................................  66,777 61,935 

 equity securities available-for-sale, at estimated fair value (cost: 2007 - $7,635; 2006 - $7,224) .....................................................  14,991 16,119 

 Mortgage loans on real estate, at cost ..................................................................................................................................................  492 504 

 investment real estate, at book value (accumulated depreciation: 2007 - $18; 2006 - $18) ...............................................................  4,586 4,154 

 policy loans ...........................................................................................................................................................................................  920 845 

 other invested assets ............................................................................................................................................................................  2,103 2,346 

 Short-term investments .........................................................................................................................................................................  1,027 508 

  Total Investments $ 108,206 105,175 

cash...........................................................................................................................................................................................................  3,299 1,106 

accrued investment income .......................................................................................................................................................................  794 786 

receivable from agents, less allowance for credit losses (2007 - $110; 2006 - $110) .............................................................................  8,801 3,098 

accounts receivable, less allowance for credit losses (2007 - $0; 2006 - $10).........................................................................................  570 2,047 

inventory ....................................................................................................................................................................................................  – 447 

reinsurance recoverable ............................................................................................................................................................................  917 2,242 

Deferred policy acquisition costs ...............................................................................................................................................................  8,993 7,922 

property and equipment, net ......................................................................................................................................................................  2,930 11,242

other assets ...............................................................................................................................................................................................  1,075 846 

  Total Assets $ 135,585 $ 134,911 

 See accompanying notes to consolidated financial statements.
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The National Security Group, Inc.

Dollars in thousands   December 31,

   2007 2006

Liabilities and Shareholders’ Equity

property and casualty benefit and loss reserves ........................................................................................................................................  $ 11,973 $ 12,498

accident and health benefit and loss reserves ..........................................................................................................................................  926 824

life and annuity benefit and loss reserves ................................................................................................................................................  27,538 26,265

unearned premiums ...................................................................................................................................................................................  22,442 17,818

policy and contract claims .........................................................................................................................................................................  608 412

other policyholder funds ............................................................................................................................................................................  1,309 1,275 

Short-term debt .........................................................................................................................................................................................  900 11,580 

long-term debt ..........................................................................................................................................................................................  12,372 9,279 

accrued income taxes ................................................................................................................................................................................  1,079 1,205 

other liabilities ..........................................................................................................................................................................................  6,760 5,645 

Deferred income tax ...................................................................................................................................................................................  1,231 2,031 

  Total Liabilities 87,138 88,832 

contingencies ............................................................................................................................................................................................ – – 

Minority interest ......................................................................................................................................................................................... – 700 

Shareholders’ equity

 preferred stock, $1 par value, 500,000 shares authorized, none issued or outstanding .......................................................................  – – 

 class a common stock, $1 par value, 2,000,000 shares authorized, none issued or outstanding ........................................................  – – 

 common stock, $1 par value, 10,000,000 shares authorized,

  2,466,600 shares issued and outstanding .........................................................................................................................................  2,467 2,467 

 additional paid-in capital .....................................................................................................................................................................  4,951 4,951

 accumulated other comprehensive income ...........................................................................................................................................  4,864 5,616

 retained earnings .................................................................................................................................................................................  36,165 32,345 

  Total Shareholders’ Equity 48,447 45,379 

  Total Liabilities and Shareholders’ Equity $ 135,585 $134,911
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The National Security Group, Inc.

Consolidated Statements of Income

Dollars in thousands except per share amounts   year ended December 31,

   2007 2006 2005

Revenues
 Net premiums earned ......................................................................................................................................... $ 62,250 $ 58,874 $ 53,563
 Net investment income ....................................................................................................................................... 4,749 4,463 3,964
 Net realized investment gains ............................................................................................................................ 1,493 2,565 3,493
 other income ...................................................................................................................................................... 1,071 1,211 1,416

   69,563 67,113 62,436

Benefits and Expenses
 policyholder benefits paid or provided ................................................................................................................ 37,678 37,996 38,241
 amortization of deferred policy acquisition costs ............................................................................................... 2,559 1,978 2,704
 commissions ...................................................................................................................................................... 9,353 8,921 8,987
 General and administrative expenses ................................................................................................................ 9,679 9,141 7,911
 insurance taxes, licenses and fees ..................................................................................................................... 2,325 1,729 2,243
 interest expense ................................................................................................................................................. 1,080 1,094 348

   62,674 60,859 60,434

 Income From Continuing Operations Before Income Tax Expense ................................................................. 6,889 6,254 2,002

Income Tax Expense (Benefit)
 current ............................................................................................................................................................... 1,811 1,907 531
 Deferred .............................................................................................................................................................. 357 ( 92) 50

   2,168 1,815 581

 Income from Continuing Operations ................................................................................................................ 4,721 4,439 1,421
 (loss) income from Discontinued operations, Net of income Tax expense Before Minority interest ................... ( 282) ( 378) 274
 Minority interest in Discontinued operations ...................................................................................................... 141 189 ( 137)
 Gain from Disposal of Discontinued operations ................................................................................................. 1,460 – –

 Net Income From Discontinued Operations ..................................................................................................... 1,319 ( 189) 137

  Net Income $ 6,040 $ 4,250 $ 1,558

Basic and Diluted Earnings (Loss) Per Common Share:
 earnings per Share from continuing operations ................................................................................................ $ 1.91 $ 1.80 $ 0.58
 earnings (loss) per Share from Discontinued operations .................................................................................. 0.54 ( 0.08) 0.05

Net Earnings Per Common Share .......................................................................................................................... $ 2.45 $ 1.72 $ 0.63

 
  See accompanying notes to consolidated financial statements.
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The National Security Group, Inc.

Consolidated Statements of Shareholders’ Equity

 Dollars in thousands

        accumulated
        other   
      comprehensive retained comprehensive common paid-in
     Total income (loss) earnings income Stock capital 

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

 comprehensive loss ............................................................................     ( 986)    

 

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

 Balance at December 31, 2005 ..........................................................   43,556  30,278 5,860 2,467 4,951
 comprehensive income:
  Net income for 2006  .....................................................................   4,250 4,250 4,250 – – –
  other comprehensive loss, net of tax
     unrealized loss on securities, net
   of reclassification adjustment of $1,845 ...................................   ( 244) ( 244) – ( 244) – –
 

 comprehensive income .......................................................................    4,006     

 

 cash dividends ($0.885 per share) ....................................................   ( 2,183)  ( 2,183) – – –

 Balance at December 31, 2006 ..........................................................   45,379  32,345 5,616 2,467 4,951
 comprehensive income:
  Net income for 2007  .....................................................................   6,040 6,040 6,040 – – –
  other comprehensive loss, net of tax
    unrealized loss on securities, net
  of reclassification adjustment of $1,014 ...................................   ( 664) ( 664) – ( 664) – –
  unrealized loss on interest rate swap ..........................................   ( 88) ( 88) – ( 88) – –
 

 comprehensive income .......................................................................    5,288     

 

 cash dividends ($0.90 per share) ......................................................   ( 2,220)  ( 2,220) – – –

 Balance at December 31, 2007 ..........................................................   $ 48,447  $ 36,165 $ 4,864 $ 2,467 $ 4,951

 See accompanying notes to consolidated financial statements.
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The National Security Group, Inc.

Consolidated Statements of Cash Flows

Dollars in thousands   year ended December 31,

   2007 2006 2005

cash flows from operating activities:
income from continuing operations .......................................................................................................................  $ 4,721 $ 4,439 $ 1,421  
 adjustments to reconcile income from continuing operations to net cash provided by (used in) operating activities:
 change in accrued investment income .............................................................................................................  ( 8) ( 85) 43
 change in reinsurance recoverable ...................................................................................................................  1,325 7,951 ( 6,875)
 amortization of deferred policy acquisition costs ..............................................................................................  2,559 1,978 2,704
 change in receivable for securities ...................................................................................................................  – 677 ( 677)
 Net realized gains on investments ....................................................................................................................  ( 1,493) ( 2,565) ( 3,493)
 policy acquisition costs deferred .......................................................................................................................  ( 3,630) ( 3,333) ( 3,054)
 change in prepaid reinsurance premiums ........................................................................................................  13 196 271
 Depreciation expense and amortization/accretion .............................................................................................  363 536 590
 change in policy liabilities and claims .............................................................................................................  850 ( 5,051) 8,073
 change in income tax payable ..........................................................................................................................  ( 126) 1,106 99
 change in deferred income taxes ......................................................................................................................  ( 357) 92 ( 50)
 change in other liabilities .................................................................................................................................  1,115 ( 1,540) ( 691)
 change in accounts receivable of discontinued operations ..............................................................................  266 801 ( 2,103)
 change in inventory of discontinued operations ...............................................................................................  19 791 ( 1,016)
 other operating cash provided by discontinued operations ...............................................................................  ( 101) 653 207
 other, net ...........................................................................................................................................................  ( 1,683) 1,156 ( 898)

  Net cash provided by (used in) operating activities 3,833 7,802 ( 5,449) 

cash flows from investing activities:
 purchases of held-to-maturity securities ..........................................................................................................  – ( 1,484) ( 1,193)
 purchases of available-for-sale securities ........................................................................................................  (25,875) (24,396) (23,037)
 proceeds from maturities of held-to-maturity securities ...................................................................................  1,082 909 2,770
 proceeds from sales of available-for-sale securities .........................................................................................  22,429 19,569 22,576
 proceeds from sales of real estate held for investment ....................................................................................  570 838 189
 purchases of real estate held for investment ....................................................................................................  ( 722) ( 821) ( 2,451)
 purchase of other invested assets .....................................................................................................................  – – –
 proceeds from sales of other invested assets ...................................................................................................  243 259 368
 Net (purchases) proceeds from sale of short-term investments .......................................................................  ( 519) 191 ( 449)
 advances on policy loans, net ...........................................................................................................................  ( 75) ( 52) ( 22)
 capitalized software development costs ...........................................................................................................  – ( 234) –
 purchase of property and equipment .................................................................................................................  ( 1,147) ( 330) ( 339)
 proceeds from sale of property and equipment .................................................................................................  5 5 309
 proceeds from sale of property and equipment of discontinued operations ......................................................  33 764 3,784
 Net cash provided by investing activities of discontinued operations ...............................................................  2,700 – – 

  Net cash (used in) provided by investing activities ( 1,276) ( 4,782) 2,505

cash flows from financing activities:
 proceeds from short-term debt ..........................................................................................................................  900 – –
 proceeds from issuance of long-term debt ........................................................................................................  3,093 – 9,279
 payments on debt ..............................................................................................................................................  ( 2,171) ( 2,047) ( 2,209)
 change in other policyholder funds ...................................................................................................................  34 ( 34) ( 2)
 Dividends paid ..................................................................................................................................................  ( 2,220) ( 2,183) ( 2,134) 
 
  Net cash (used in) provided by financing activities ( 364) ( 4,264) 4,934

  Net increase (decrease) in cash 2,193 ( 1,244) 1,990
 
cash at beginning of year ......................................................................................................................................  1,106 2,350 360 

cash at end of year ................................................................................................................................................  $ 3,299 $ 1,106 $ 2,350

See accompanying notes to consolidated financial statements.

nsg 2007 annual report final.indd   14 3/12/08   2:17:00 PM



13

The National Security Group, Inc.

Notes to Consolidated Financial Statements

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of Consolidation
The accompanying consolidated financial statements include the accounts of The National Security 
Group, inc. (the company) and its wholly-owned subsidiaries: National Security insurance company 
(NSic), National Security Fire and casualty company (NSFc) and NaTSco, inc. (NaTSco). NSFc 
includes a wholly-owned subsidiary - omega one insurance company (omega). all significant 
intercompany transactions and accounts have been eliminated.
(b) Description of Major Products
NSic is licensed in the states of alabama, Florida, Georgia, Mississippi, South carolina and Texas 
and was organized in 1947 to provide life and burial insurance policies to the homeservice market. 
Business is now produced by both company and independent agents. primary products include 
ordinary life, accident and health, supplemental hospital, and cancer insurance products.
NSFc is licensed in alabama, arkansas, Florida, Georgia, Kentucky, Mississippi, oklahoma,  South 
carolina, Tennessee and West Virginia. in addition NSFc operates on a surplus lines  basis in 
louisiana, Missouri, and Texas. NSFc operates in various property and casualty  lines, the most 
significant of which are dwelling property fire and extended coverage,  homeowners, mobile 
homeowners, ocean marine, nonstandard automobile physical damage  and liability and commercial 
auto liability.  
omega is licensed in the states of alabama and louisiana. omega operates in property and  
casualty lines, the most significant of which are homeowners and nonstandard automobile  physical 
damage and liability.
(c) Basis of Presentation
The significant accounting policies followed by  the company and subsidiaries that materially affect 
financial reporting are summarized below. The accompanying consolidated financial statements 
have been prepared in accordance with generally accepted accounting principles (Gaap) which, 
as to the subsidiary insurance companies, differ from statutory accounting practices permitted by 
regulatory authorities.
(d) Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the reporting period. among 
the more significant estimates included in these financial statements are reserves for future policy 
benefits, losses and loss adjustment expenses and deferred policy acquisition costs.  actual results 
could differ from those estimates.
(e) Investments
The company’s securities are classified in two categories and accounted for as follows:

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

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

• Trading Securities. The Company and its subsidiaries have no trading securities.
unrealized holding gains and losses, net of tax, on securities available-for-sale are reported as a 
net amount in a separate component of shareholders’ equity until realized.
realized gains and losses on the sale of investments available-for-sale are determined using the 
specific-identification method.
Generally, realized gains and losses on sales of other investments are recognized in net income 
using the specific identification method.
Mortgage loans and policy loans are stated at the unpaid principal balance of such loans. 
investment real estate is reported at cost, less allowances for depreciation computed on the 
straight-line basis. Short-term investments are carried at cost, which approximates market value. 
investments with other than temporary impairment in value are written down to estimated realizable 
values and losses recognized in the determination of net income.
other invested assets consist principally of state sponsored investments with a portion of the 
investment yield derived from insurance premium tax credits. These investments are reported at 
the unpaid principal balance.
(f) Receivable from Agents
agent balances are reported at unpaid balances, less a provision for credit losses.
(g) Accounts Receivable
accounts receivable are reported at net realizable value. Management determines the allowance for doubtful 
accounts based on historical losses and current economic conditions. on a continuing basis, management 
analyzes delinquent receivables and, once these receivables are determined to be uncollectible, they are 
written off through a charge against an existing allowance account or against earnings.
(h) Inventory
inventory consists of finished goods inventory and is carried at the lower of cost (first-in, first-out 
method) or market.
(i) Property and Equipment
property and equipment is carried at cost less accumulated depreciation and includes expenditures 
that substantially increase the useful lives of existing property and equipment.  Significant cost 
incurred for internally developed software are capitalized and amortized over estimated useful lives of 
3 years.  Maintenance, repairs, and minor renovations are charged to expense as incurred. upon sale or 
retirement of property and equipment, the cost and related accumulated depreciation are eliminated 
from the respective account and the resulting gain or loss is included in the results of operations. The 
company provides for depreciation of property and equipment using the straight-line method designed 
to amortize costs over estimated useful lives. estimated useful lives range up to 40 years for buildings 
and from 3-8 years for electronic data processing equipment and furniture and fixtures.
(j) Fair Value of Financial Instruments
The table below presents the carrying value and fair value of the company’s financial instruments, 
as defined in accordance with applicable requirements. Fair values of the company’s financial 
instruments are estimated by reference to quoted prices from market sources and financial 
institutions, as well as other valuation techniques.  in cases where quoted market prices are not 
available, fair values are estimated using present value or other valuation techniques. The fair 
value estimates are made at a specific point in time, based on available market information and                                                            

NOTE1 - SIGNIFICANT ACCOUNTING POLICIES CONTINUED
judgments about the financial instrument, such as estimates of timing and amount of expected 
future cash flows. Such estimates do not reflect any premium or discount that could result from 
offering for sale at one time the company’s entire holdings of a particular financial instrument, nor 
do they consider the tax impact of the realization of unrealized gains or losses. in many cases, the 
fair value estimates cannot be substantiated by comparison to independent markets, nor can the 
disclosed value be realized in immediate settlement of the instrument.
certain financial instruments, particularly insurance liabilities other than financial guarantees and 
investment contracts are excluded from the disclosures. in evaluating the company’s management 
of interest rate and liquidity risk, the fair values of all assets and liabilities should be taken into 
consideration.
The fair values of cash, cash equivalents, short-term investments and balances due on accounts 
from agents, reinsurers and others approximate their carrying amounts as reflected in the 
consolidated balance sheet due to their short-term availability or maturity.

Dollars in thousands December 31,
 2007 2006

  carrying estimated carrying estimated
  Value Fair Value Value Fair Value

assets and related instruments
 Debt and equity securities ......................  $ 99,078 $ 98,923 $ 95,136 $ 94,545
 Mortgage loans .......................................   492  492 504  504
 policy loans.............................................  920 920 845 845
 other invested assets .............................  2,103 2,103 2,346 2,346

liabilities and related instruments
 other policyholder funds .........................  1,309 1,309 1,275 1,275
 Short-term debt ......................................  900 900 11,580 11,580
 long-term debt .......................................  12,372 12,372 9,279 9,279

(k) Statement of Cash Flows
For purposes of reporting cash flows, cash includes cash-on-hand, demand deposits with banks 
and overnight investments.
(l) Revenue Recognition
life insurance premiums are recognized as revenues when due. property and casualty insurance 
premiums, less amounts ceded to reinsurers, are recognized on a pro rata basis over the terms of the 
policies. reinsurance premiums assumed are recognized as reported by the ceding company.
(m) Deferred Policy Acquisition Costs
The costs of acquiring new insurance business are deferred and amortized over the lives of the 
policies. Deferred costs include commissions, other agency compensation and expenses, and other 
underwriting expenses directly related to the level of new business produced.
acquisition costs relating to life contracts are amortized over the premium paying period of the 
contracts, or the first renewal period of term policies, if earlier. assumptions utilized in amortization 
are consistent with those utilized in computing policy liabilities.
The method of computing the deferred policy acquisition costs for property and casualty policies 
limits the amount deferred to a percentage of related unearned premiums.
(n) Policy Liabilities
The liability for future life insurance policy benefits is computed using a net level premium 
method including the following assumptions:
 years of issue interest rate
 1947 - 1968 4%
 1969 - 1978 6% graded to 5%
 1979 - 2007 7% graded to 6%
Mortality assumptions include various percentages of the 1955-60 and 1965-70 Select and ultimate 
Basic Male Mortality Table. Withdrawal assumptions are based on the company’s experience.
(o) Claim Liabilities
The liability for unpaid claims represents the estimated liability for claims reported to the company 
and its subsidiaries plus claims incurred but not yet reported and the related adjustment expenses. 
The liabilities for claims and related adjustment expenses are determined using case-basis 
evaluations and statistical analyses and represent estimates of the ultimate net cost of all losses 
incurred through December 31 of each year. although considerable variability is inherent in such 
estimates, management believes that the liabilities for unpaid claims and related adjustment 
expenses are adequate. The estimates are continually reviewed and adjusted as necessary; such 
adjustments are included in current operations.
(p) Earnings Per Share
earnings per share of common stock is based on the weighted average number of shares 
outstanding during each year. The adjusted weighted average shares outstanding were 2,466,600 
(2,466,600 in 2006 and 2005).
(q) Reinsurance 
in the normal course of business, NSFc seeks to reduce the loss that may arise from catastrophes 
or other events that cause unfavorable underwriting results by reinsuring certain levels of risk in 
various areas of exposure with other insurance enterprises or reinsurers. in 2007, NSFc maintained 
a catastrophe reinsurance agreement to cover losses from catastrophic events, primarily hurricanes. 
under the agreement, the company pays the first $3.5 million in covered losses from a catastrophic 
event. under layer 1 of the reinsurance program, reinsurers pay 95% of covered losses in excess 
of $3.5 million up to $10 million. under layer 2 of the reinsurance program, reinsurers pay 95% of 
covered losses in excess of $10 million up to $17.5 million. under layer 3 of the reinsurance program, 
reinsurers pay 100% of covered losses in excess of $17.5 million up to $42.5 million. in July of 2007, 
the company added an additional layer of coverage to the reinsurance program. under layer 4, 
reinsurers pay 100% of covered losses in excess of $42.5 million up to $47.5 million. all reinsurers 
under the program carry a.M. Best ratings of a- (excellent) or higher.
amounts recoverable from reinsurers are estimated in a manner consistent with the claim liability 
associated with the reinsured policy. amounts paid for prospective reinsurance contracts are      
reported as prepaid reinsurance premiums and amortized over the remaining contract period. in 
the normal course of business, NSic seeks to limit its exposure to loss on any single insured and to 
recover a portion of benefits paid by ceding reinsurance to other insurance enterprises or reinsurers 

Dollars in thousands   year ended December 31,

   2007 2006 2005

cash flows from operating activities:
income from continuing operations .......................................................................................................................  $ 4,721 $ 4,439 $ 1,421  
 adjustments to reconcile income from continuing operations to net cash provided by (used in) operating activities:
 change in accrued investment income .............................................................................................................  ( 8) ( 85) 43
 change in reinsurance recoverable ...................................................................................................................  1,325 7,951 ( 6,875)
 amortization of deferred policy acquisition costs ..............................................................................................  2,559 1,978 2,704
 change in receivable for securities ...................................................................................................................  – 677 ( 677)
 Net realized gains on investments ....................................................................................................................  ( 1,493) ( 2,565) ( 3,493)
 policy acquisition costs deferred .......................................................................................................................  ( 3,630) ( 3,333) ( 3,054)
 change in prepaid reinsurance premiums ........................................................................................................  13 196 271
 Depreciation expense and amortization/accretion .............................................................................................  363 536 590
 change in policy liabilities and claims .............................................................................................................  850 ( 5,051) 8,073
 change in income tax payable ..........................................................................................................................  ( 126) 1,106 99
 change in deferred income taxes ......................................................................................................................  ( 357) 92 ( 50)
 change in other liabilities .................................................................................................................................  1,115 ( 1,540) ( 691)
 change in accounts receivable of discontinued operations ..............................................................................  266 801 ( 2,103)
 change in inventory of discontinued operations ...............................................................................................  19 791 ( 1,016)
 other operating cash provided by discontinued operations ...............................................................................  ( 101) 653 207
 other, net ...........................................................................................................................................................  ( 1,683) 1,156 ( 898)

  Net cash provided by (used in) operating activities 3,833 7,802 ( 5,449) 

cash flows from investing activities:
 purchases of held-to-maturity securities ..........................................................................................................  – ( 1,484) ( 1,193)
 purchases of available-for-sale securities ........................................................................................................  (25,875) (24,396) (23,037)
 proceeds from maturities of held-to-maturity securities ...................................................................................  1,082 909 2,770
 proceeds from sales of available-for-sale securities .........................................................................................  22,429 19,569 22,576
 proceeds from sales of real estate held for investment ....................................................................................  570 838 189
 purchases of real estate held for investment ....................................................................................................  ( 722) ( 821) ( 2,451)
 purchase of other invested assets .....................................................................................................................  – – –
 proceeds from sales of other invested assets ...................................................................................................  243 259 368
 Net (purchases) proceeds from sale of short-term investments .......................................................................  ( 519) 191 ( 449)
 advances on policy loans, net ...........................................................................................................................  ( 75) ( 52) ( 22)
 capitalized software development costs ...........................................................................................................  – ( 234) –
 purchase of property and equipment .................................................................................................................  ( 1,147) ( 330) ( 339)
 proceeds from sale of property and equipment .................................................................................................  5 5 309
 proceeds from sale of property and equipment of discontinued operations ......................................................  33 764 3,784
 Net cash provided by investing activities of discontinued operations ...............................................................  2,700 – – 

  Net cash (used in) provided by investing activities ( 1,276) ( 4,782) 2,505

cash flows from financing activities:
 proceeds from short-term debt ..........................................................................................................................  900 – –
 proceeds from issuance of long-term debt ........................................................................................................  3,093 – 9,279
 payments on debt ..............................................................................................................................................  ( 2,171) ( 2,047) ( 2,209)
 change in other policyholder funds ...................................................................................................................  34 ( 34) ( 2)
 Dividends paid ..................................................................................................................................................  ( 2,220) ( 2,183) ( 2,134) 
 
  Net cash (used in) provided by financing activities ( 364) ( 4,264) 4,934

  Net increase (decrease) in cash 2,193 ( 1,244) 1,990
 
cash at beginning of year ......................................................................................................................................  1,106 2,350 360 

cash at end of year ................................................................................................................................................  $ 3,299 $ 1,106 $ 2,350

See accompanying notes to consolidated financial statements.
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The National Security Group, Inc.

Notes to Consolidated Financial Statements

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES CONTINUED
under excess coverage contracts. NSic retains a maximum of $50,000 of coverage per individual life. 
The cost of reinsurance is amortized over the contract period of the reinsurance.
(r) Reclassifications
certain reclassifications have been made in the previously reported financial statements to make 
the prior year amounts comparable to those of the current year. Such reclassifications had no effect 
on the previously reported net income or shareholders’ equity.
(s) Advertising
The company expenses advertising costs as incurred. advertising costs charged to expense were 
$193,000 for the year ended December 31, 2007 ($195,000 and $113,000 for the years ended 
December 31, 2006 and 2005, respectively). 
(t) Concentration of Credit Risk
The company maintains cash depository accounts which, at times, may exceed federally insured 
limits. These amounts represent actual account balances held by financial institutions at the end of 
the period, and unlike the balance reported in the financial statements, the account balances do not 
reflect timing delays inherent in reconciling items such as outstanding checks and deposits in transit. 
The company has not experienced any losses in such accounts. The company believes it is not exposed 
to any significant credit risk on cash and cash equivalents. 
reinsurance contracts do not relieve the company of its obligations to policyholders. a failure of a reinsurer 
to meet their obligation could result in losses to the insurance subsidiaries. allowances for losses are 
established if amounts are believed to be uncollectible. at December 31, 2007 and 2006, no amounts were 
deemed uncollectible. The company, at least annually, evaluates the financial condition of all reinsurers 
and evaluates any potential concentrations of credit risk. at December 31, 2007, management does not 
believe the company is exposed to any significant credit risk related to its reinsurance program.
(u) Recently Issued Accounting Standards
During 2007, the Financial accounting Standards Board (FaSB) issued the following 
pronouncements: 
SFaS No. 141 (revised 2007), Business combinations, SFaS No. 141 (revised 2007) establishes 
principles and requirements for how the acquirer recognizes and measures in its financial statements 
the identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in the 
acquiree; recognizes and measures the goodwill acquired in the business combination or a gain from 
a bargain purchase; and determines what information to disclose to enable users of the financial 
statements to evaluate the nature and financial effects of the business combination. This statement 
is effective for business combinations for which the acquisition date is on or after the beginning of 
the first annual reporting period on or after December 15, 2008. The adoption of this statement is not 
expected to have a material impact on the company’s financial position or results of operations. 
SFaS No. 160, Noncontrolling interests in consolidated Financial Statements—an amendment of 
arB No. 51 amends arB 51 to establish accounting and reporting standards for the noncontrolling 
interest in a subsidiary and for the deconsolidation of a subsidiary. SFaS No. 160 (revised 2007) also 
amends consolidation procedures in arB 51 for consistency with the requirements of SFaS No. 160. 
This statement is effective for fiscal years, and interim periods within those fiscal years, beginning 
on or after December 15, 2008. The adoption of this statement is not expected to have a material 
impact on the company’s financial position or results of operations.

NOTE 2 - VARIABLE INTEREST ENTITIES
in December 2003, the FaSB issued revised FiN 46 (FiN 46r) to clarify certain aspects of FiN 46 
including the determination of who is the primary beneficiary of a variable interest entity (Vie). 
FiN 46r postponed the effective date as to when companies are required to apply the provisions 
prospectively for all variable interest entities in existence prior to January 31, 2003 until the first 
financial reporting period that ends after March 15, 2004. however, for entities that are considered 
to be special purpose entities, the effective date of FiN 46r is financial reporting periods after 
December 15, 2003. The company does not have an interest in any special purpose entities. See note 
16 for information regarding the company’s investment in Mobile attic, inc.
in December 2005, the company formed National Security capital Trust i (the Trust), a statutory trust 
created under the Delaware Statutory Trust act, for the sole purpose of issuing, in private placement 
transactions, $9 million of trust preferred securities (TpS) and using the proceeds thereof, together 
with the equity proceeds received from the company in the initial formation of the Trust, to purchase 
$9.3 million of variable rate subordinated debentures issued by the company. The company owns all 
voting securities of the Trust and the subordinated debentures are the sole assets of the Trust. The 
Trust will meet the obligations of the TpS with the interest and principal paid on the subordinated 
debentures. The company received net proceeds from the TpS transactions, after commissions and 
other costs of issuance, of $9.005 million. The company also holds all the voting securities issued 
by the Trust and such trusts are considered to be Vie’s. The Trust is not consolidated because the 
company is not the primary beneficiary of the trust. The Subordinated Debentures, disclosed in Note 
8 are reported in the accompanying consolidated Balance Sheet as a component of long-term debt. 
The company’s equity investments in the Trust total $279,000 and are included in other assets.
in June 2007, the company formed National Security capital Trust ii for the sole purpose of 
issuing, in private placement transactions, $3 million of trust preferred securities (TpS) and using 
the proceeds thereof, together with the equity proceeds received from the company in the initial 
formation of the Trust, to purchase $3.093 unsecured junior subordinated deferrable interest 
debentures. The company owns all voting securities of the Trust and the subordinated debentures 
are the sole assets of the Trust. The Trust will meet the obligations of the TpS with the interest 
and principal paid on the subordinated debentures. The company received net proceeds from the 
TpS transactions, after commissions and other costs of issuance, of $2.995 million. The company 
also holds all the voting securities issued by the Trust and such trusts are considered to be Vie’s. 
The Trust is not consolidated because the company is not the primary beneficiary of the trust. 
The Subordinated Debentures, disclosed in Note 8 are reported in the accompanying consolidated 
Balance Sheet as a component of long-term debt. The company’s equity investments in the Trust 
total $93,000 and are included in other assets.

NOTE 3 - STATUTORY ACCOUNTING PRACTICES
The accompanying consolidated financial statements have been prepared in conformity with 
generally accepted accounting principles (Gaap) which vary in certain respects from reporting 
practices prescribed or permitted by insurance regulatory authorities. The significant differences for 
statutory reporting include: (a) acquisition costs of acquiring new business are charged to operations 
as incurred, (b) life policy liabilities are established utilizing interest and mortality factors specified 
by regulatory authorities, (c) the asset Valuation reserve (aVr) and the interest Maintenance reserve 
(iMr) are recorded as liabilities, and (d) non-admitted assets (furniture and equipment, agents’ 
debit balances and prepaid expenses) are charged directly to surplus.

NOTE 3 - STATUTORY ACCOUNTING PRACTICES CONTINUED
Statutory net gains (losses) from operations and capital and surplus, excluding intercompany 
transactions, are summarized as follows:

Dollars in thousands year ended December 31,

   2007 2006 2005

 NSic - including realized capital gains
 of $193, $561, and $129, respectively........................ $( 351)  $( 1,580) $( 101)

 NSFc - including realized capital gains
 of $1,368, $1,803, $3,098, respectively ...................... $ 4,609  $ 4,222 $ 729

 oMeGa - including realized capital (losses)
 gains of $(6), $180, $180, respectively ...................... $ 697 $ 621 $ 645

Statutory risk-Based adjusted capital:
 NSic - including aVr of $1,022, $955,
 and $845, respectively ................................................ $ 9,912  $ 10,298  $ 10,776

 NSFc ........................................................................... $ 34,122  $ 32,583  $ 27,209

 oMeGa ........................................................................ $ 9,640  $ 9,038  $ 8,016

The above amounts exclude allocation of overhead from the company. NSic, NSFc and omega are in 
compliance with statutory restrictions with regard to minimum amounts of surplus and capital.

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

Dollars in thousands December 31, 2007

   Gross Gross 
  amortized unrealized unrealized Fair
  cost Gains losses Value

available-for-sale securities:
 corporate debt securities .......................  $ 15,365 $ 86 $ 554 $ 14,897
 Mortgage backed securities ....................  18,762 70 365 18,467
 obligations of states and
 political subdivisions..............................   10,144  35 144  10,035
 u.S. Treasury securities and obligations
 of u.S. Government
 corporations and agencies .....................  23,117 288 27 23,378
 
Total fixed maturities ...................................  67,388 479 1,090 66,777
equity securities ..........................................  7,635 8,098 742 14,991

  Total $ 75,023 $ 8,577 $ 1,832 $ 81,768

held-to-maturity securities:
 corporate debt securities .......................  $ 170 $ 6 $ – $ 176
 Mortgage backed securities ....................  5,688 5 187 5,506
 obligations of states and
 political subdivisions..............................  2,710 27 34 2,703
 u.S. Treasury securities and
 obligations of u.S. Government
 corporations and agencies .....................  8,742 54 26 8,770

  Total $ 17,310 $ 92 $ 247 $ 17,155

Dollars in thousands December 31, 2006

   Gross Gross 
  amortized unrealized unrealized Fair
  cost Gains losses Value

available-for-sale securities:
 corporate debt securities .......................  $ 11,521 $ 39 $ 133 $ 11,427
 Mortgage backed securities ....................  15,183 2 373 14,812
 obligations of states and
 political subdivisions..............................   5,650  23 92  5,581
 u.S. Treasury securities and obligations
 of u.S. Government
 corporations and agencies .....................  30,626 58 569 30,115
 
Total fixed maturities ...................................  62,980 122 1,167 61,935
equity securities ..........................................  7,224 9,261 366 16,119

  Total $ 70,204 $ 9,383 $ 1,533 $ 78,054

held-to-maturity securities:
 corporate debt securities .......................  $ 244 $ 6 $ – $ 250
 Mortgage backed securities ....................  6,750 9 239 6,520
 obligations of states and
 political subdivisions..............................  2,787 22 54 2,755
 u.S. Treasury securities and
 obligations of u.S. Government
 corporations and agencies .....................  8,983 2 338 8,647

  Total $ 18,764 $ 39 $ 631 $ 18,172
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NOTE 4 - INVESTMENT SECURITIES CONTINUED
The amortized cost and aggregate fair value of debt securities at December 31, 2007, by contractual 
maturity, are as follows. expected maturities will differ from contractual maturities because 
borrowers may have the right to call or prepay obligations with or without call or prepayment 
penalties.

Dollars in thousands  amortized Fair
  cost Value

available-for-sale securities:
 Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,203 $ 4,200
 Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . . . 10,857 10,793
 Due after five years through ten years . . . . . . . . . . . . . . . . . . . . . . . 19,951 19,720
 Due after ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,377 32,064

  Total $ 67,388 $ 66,777

held-to-maturity securities:
 Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 325 $ 324
 Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . . . 2,778 2,782
 Due after five years through ten years . . . . . . . . . . . . . . . . . . . . . . . 7,303 7,331
 Due after ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,904 6,718

  Total $ 17,310 $ 17,155

For 2007, gross gains of $1,466,000 ($2,637,000 for 2006 and $3,793,000 for 2005) and gross 
losses of $207,000 ($86,000 for 2006 and $66,000 for 2005) were realized on sales of available-
for-sale-securities.
a summary of securities available-for-sale with unrealized losses as of December 31, 2007 and 2006 
along with the related fair value, aggregated by the length of time that investments have been in a 
continuous unrealized loss position, is as follows:

Dollars in thousands December 31, 2007

   less than 12 months 12 months or longer Total

   Gross  Gross  Gross Total
  Fair unrealized Fair unrealized Fair unrealized Securities in a
  Value losses Value losses Value losses loss position

Fixed maturities
 corporate .................................. $ 2,873 $ 130 $ 5,751 $ 424 $ 8,624 $ 554 27
 Mortgage backed securities...... 6,953 232 6,824 133 13,777 365 36
 obligations of state and
 political subdivisions ............... 2,750 88 3,643 56 6,393 144 21
 u.S. Treasury securities and
 obligations of u.S. Goverment
 corporations and agencies ....... – – 5,137 27 5,137 27 12
equity securities .......................... 802 176 1,173 566 1,975 742 9

   $13,378 $ 626 $22,528 $ 1,206 $35,906 $ 1,832 105

Dollars in thousands December 31, 2006

   less than 12 months 12 months or longer Total

   Gross  Gross  Gross Total
  Fair unrealized Fair unrealized Fair unrealized Securities in a
  Value losses Value losses Value losses loss position

Fixed maturities
 corporate .................................. $ – $ – $ 7,780 $ 133 $ 7,780 $ 133 22
 Mortgage backed securities...... – – 14,610 373 14,610 373 36
 obligations of state and
 political subdivisions ............... – – 4,817 92 4,817 92 19
 u.S. Treasury securities and
 obligations of u.S. Goverment
 corporations and agencies ....... – – 25,446 569 25,446 569 61
equity securities .......................... – – 1,571 366 1,571 366 9

   $  – $ – $54,224 $ 1,533 $54,224 $ 1,533 147

a summary of securities held-to-maturity with unrealized losses as of December 31, 2007 and 2006 
along with the related fair value, aggregated by the length of time that investments have been in a 
continuous unrealized loss position, is as follows:

Dollars in thousands December 31, 2007

   less than 12 months 12 months or longer Total

   Gross  Gross  Gross Total
  Fair unrealized Fair unrealized Fair unrealized Securities in a
  Value losses Value losses Value losses loss position

Fixed maturities
 corporate .................................. $ – $ – $ – $ – $ – $ – –
 Mortgage backed securities...... – – 4,733 187 4,733 187 17
 obligations of state and
 political subdivisions ............... 290 9 906 25 1,196 34 5
 u.S. Treasury securities and
 obligations of u.S. Goverment
 corporations and agencies ....... – – 4,579 26 4,579 26 12

   $  290 $ 9 $10,218 $ 238 $10,508 $ 247 34

NOTE 4 - INVESTMENT SECURITIES CONTINUED

Dollars in thousands December 31, 2006

   less than 12 months 12 months or longer Total

   Gross  Gross  Gross Total
  Fair unrealized Fair unrealized Fair unrealized Securities in a
  Value losses Value losses Value losses loss position

Fixed maturities
 corporate .................................. $ – $ – $ – $ – $ – $ – –
 Mortgage backed securities...... – – 6,075 239 6,075 239 19
 obligations of state and
 political subdivisions ............... – – 2,222 54 2,222 54 8
 u.S. Treasury securities and
 obligations of u.S. Goverment
 corporations and agencies ....... – – 8,415 338 8,415 338 24

   $ – $ – $16,712 $ 631 $16,712 $ 631 51

all unrealized losses are reviewed to determine whether the losses are other than temporary. Factors 
considered include whether the securities are backed by the u.S. Government or its agencies and 
concerns surrounding the recovery of full principal. Management has evaluated each security in a 
significant unrealized loss position. Most unrealized losses in the fixed income portfolio are interest 
rate driven as opposed to credit quality driven and management believes no ultimate loss will be 
realized. The company has no material exposure to sub-prime mortgage loans and less than 1% of 
the fixed income investment portfolio is rated below investment grade.

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

Dollars in thousands year ended December 31,

   2007 2006 2005

Fixed maturities ................................................................  $ 4,182 $ 3,706 $ 3,505
equity securities ...............................................................  335 333 408
Mortgage loans on real estate ..........................................  39 28 22
investment real estate ......................................................  132 60 23
policy loans .......................................................................  63 58 56
other, principally short-term investments ........................  409 399 95

   5,160 4,584 4,109

less: investment expenses ................................................  411 121 145

Net investment income .....................................................  $ 4,749 $ 4,463 $ 3,964

an analysis of investment (losses) gains follows:

Dollars in thousands year ended December 31,

   2007 2006 2005

Net realized investment gains:
 Fixed maturities ............................................................ $( 85) $ 99 $ 132
 other, principally equity securities ............................... 1,578 2,466 3,361

   $ 1,493 $ 2,565 $ 3,493

an analysis of the net change in unrealized appreciation on available-for-sale securities follows:

Dollars in thousands year ended December 31,

   2007 2006 2005

Net change in unrealized appreciation
 on available-for-sale securities before
 deferred income tax ...................................................... $( 1,103) $( 366) $( 3,689)
Deferred income tax ........................................................... 439 122 1,145

Net change in unrealized appreciation
 on available-for-sale securities .................................... $( 664) $( 244) $( 2,544)

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

Dollars in thousands  2007 2006

Building and improvements ...................................................................  $ 2,994 $ 1,957
electronic data processing equipment ...................................................  2,333 2,093
Furniture and fixtures ............................................................................  1,044 1,021

   6,371 5,071
less accumulated depreciation .............................................................  3,441 2,834

   2,930 2,237

property and equipment of discontinued operations ..............................  – 9,932
less accumulated depreciation of discontinued operations ..................  – 927

   $ 2,930 $11,242
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NOTE 6 - PROPERTY AND EQUIPMENT CONTINUED
Depreciation expense for the year ended December 31, 2007 was $538,000 ($486,000 for the year 
ended December 31, 2006 and $551,000 for the year ended December 31, 2005).

NOTE 7 - INCOME TAXES
The company adopted the provisions of FaSB interpretation (FiN) No. 48 effective January 1, 2007. 
as of the date of adoption, the company did not have any gross unrecognized tax benefits that would 
exceed a materiality threshold and therefore, there was no reduction to retained earnings in the 
company’s consolidated Balance Sheet at January 1, 2007. The company recognizes tax-related 
interest and penalties as a component of tax expense. The company does not have any interest or 
penalties accrued for unrecognized tax benefits at December 31, 2007. The company files income 
tax returns in the u.S. federal jurisdiction and various states. The company is not subject to 
examinations by authorities related to its u.S. federal or state income tax filings for years prior to 
2003. No income tax returns are currently under examination by the internal revenue Service or any 
state or local taxing authority.
Net deferred tax liabilities are determined based on the estimated future tax effects of differences 
between the financial statement and tax basis of assets and liabilities given the provisions of the 
enacted tax laws.
The tax effect of significant differences representing deferred tax assets and liabilities are as follows:

Dollars in thousands December 31,

    2007 2006

General insurance expenses ..................................................................  $ 838  $ 707
unearned premiums ..............................................................................  1,523 1,212
claim liabilities ....................................................................................  258 243

 Deferred tax assets ..........................................................................  $ 2,619 $ 2,162

Depreciation ..........................................................................................  $( 158) $( 216)
Deferred policy acquisition costs ..........................................................  (1,899) (1,745)
unrealized gains on securities available-for-sale .................................  (1,793) (2,232)

 Deferred tax liabilities .....................................................................  $( 3,850) $( 4,193)

Net deferred tax liability .......................................................................  $( 1,231) $( 2,031)

Total income tax expense varies from amounts computed by applying current federal income tax 
rates to income before income taxes. The reason for these differences and the approximate tax 
effects are as follows:

Dollars in thousands year ended December 31,

   2007 2006 2005

Federal income tax rate applied to pre-tax income .............. $ 2,342 $ 2,126 $ 681
Dividends received deduction and tax-exempt interest ....... ( 196) ( 149) ( 183)
other, net ............................................................................. 22 ( 162) 83

Federal income tax expense ................................................. $ 2,168 $ 1,815 $ 581

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

Dollars in thousands year ended December 31,

   2007 2006 2005

Deferred policy acquisition costs .......................................  $( 154) $( 488) $ 117
policy liabilities ..................................................................  – 70 70
unearned premiums ...........................................................  311 ( 151) ( 88)
General insurance expenses ...............................................  131 526 ( 55)
Depreciation .......................................................................  53 ( 61) ( 38)
claim liabilities .................................................................  16 12 44

   $ 357 $( 92) $ 50

under pre-1984 life insurance company tax laws, a portion of NSic’s gain from operations was 
not subject to current income taxation, but was accumulated for tax purposes in a memorandum 
account designated “policyholders’ surplus”. The aggregate balance in this account, $3,720,000 
at December 31, 2007, would be taxed at current rates only if distributed to shareholders or if the 
account exceeded a prescribed minimum. The Deficit reduction act of 1984 eliminated additions 
to policyholders’ surplus for 1984 and thereafter. Deferred taxes have not been provided on 
amounts designated as policyholders’ surplus. The deferred income tax liability not recognized is 
approximately $1,270,000 at December 31, 2007.

NOTE 8 - NOTES PAYABLE AND LONG-TERM DEBT
Short-term debt consisted of the following as of December 31, 2007 and December 31, 2006:

Dollars in thousands  2007 2006

revolving credit facility of subsidiary National Security insurance
company in the amount of $900.  Facility used to finance office
expansion project.  interest rate of prime minus 50 basis points
(6.75% at December 31, 2007) and maturing april, 2008. unsecured ...............  $ 900 $ –

NOTE 8 - NOTES PAYABLE AND LONG-TERM DEBT

Dollars in thousands  2007 2006

Note payable to bank with an interest rate based on liBor (8.10% at
December 31, 2006) dated March, 2002; maturity March, 2007. payments
of $113 due quarterly with balloon payment at maturity. unsecured... ...............  – 2,171

Note payable to bank with an interest rate based on prime minus 25 basis
points (8.00% at December 31, 2006) dated June, 2004; maturity June, 2007.
interest payments due quarterly.  Secured by $9,005 of leasing equipment.... ....  – 9,409

   $ 900  $ 11,580

long-term debt consisted of the following as of December 31, 2007 and December 31, 2006:

Dollars in thousands  2007 2006

Subordinated debentures issued on December 15, 2005 with fixed interest rate of
8.83% each distribution period thereafter until December 15, 2015 when the
coupon rate shall equal the 3-month liBor plus 3.75% applied to the outstanding
principal; maturity December, 2035. interest payments due quarterly. all may
be redeemed at any time following the tenth anniversary of issuance. unsecured .....  $ 9,279 $ 9,279

Subordinated debentures issued on June 21, 2007 with a floating interest rate
equal to the 3 Month liBor plus 3.40% applied to the outstanding principal;
maturity June 15, 2037. interest payments due quarterly.  all may be redeemed
at any time following the fifth anniversary of issuance.  unsecured. .......................  3,093 –

   $ 12,372  $ 9,279

The $9,279,000 of subordinated debentures is due in 2035 and $3,093,000 of subordinated 
debentures is due in 2037.
The subordinated debentures (debentures) have the same maturities and other applicable terms and 
features as the associated trust preferred securities (TpS). payment of interest may be deferred for 
up to 20 consecutive quarters; however, stockholder dividends cannot be paid during any extended 
interest payment period or any time the debentures are in default. all have stated maturities of thirty 
years. None of the securities require the company to maintain minimum financial covenants. The 
company has guaranteed that amounts paid to the Trusts (discussed in Note 2) will be remitted to 
the holders of the associated TpS. This guarantee, when taken together with the obligations of the 
company under the debentures, the indentures pursuant to which the debentures were issued, and 
the related trust agreement (including obligations to pay related trust fees, expenses, debt and other 
obligations with respect to the TpS), provides a full and unconditional guarantee of amounts due the 
Trusts. The amount guaranteed is not expected to at any time exceed the obligations of the TpS, and 
no additional liability has been recorded related to the guarantee.
on September 13, 2007, The company entered into a 5 year swap effective September 17, 2007 with 
a notional amount of $3 million and designated the swap as a hedge against changes in cash flows 
attributable to changes in the benchmark interest rate (liBor) associated with the subordinated 
debentures issued on June 21, 2007. commencing December 17, 2007, under the terms of the swap, 
the company will pay interest at the three-month liBor rate plus 3.4% and receive interest at the 
fixed rate of 8.34%. a loss of $88,000 is included in other comprehensive income related to the 
swap agreement.

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

Dollars in thousands  2007 2006 2005

claims and claim adjustment expense
 reserves at beginning of year .......................................  $ 12,498 $ 19,511 $ 13,094
less reinsurance recoverables on unpaid losses ...............  1,783 8,560 2,611

Net balances at beginning of year .....................................  10,715 10,951 10,483

provision for claims and claim adjustment
 expenses for claims arising in current year ..................  31,831 32,311 36,660
estimated claims and claim adjustment
 expenses for claims arising in prior years ....................  1,096 1,092 ( 1,599)

Total increases ...................................................................  32,927 33,403 35,061

claims and claim adjustment expense
 payments for claims arising in:
 current year ..................................................................  25,792 26,056 29,168
 prior years.....................................................................  6,432 7,583 5,425

Total payments ...................................................................  32,224 33,639 34,593

Net balance at end of year .................................................  11,418 10,715 10,951
plus reinsurance recoverables on unpaid losses................  555 1,783 8,560

claims and claim adjustment expense
 reserves at end of year .................................................  $ 11,973 $ 12,498 $ 19,511

The increase in provision for claims and claim adjustment expenses for prior years (net of 
reinsurance recoveries) for 2007 is primarily related to losses from hurricane Katrina exceeding 
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NOTE 9 - POLICY AND CLAIM RESERVES CONTINUED
catastrophe reinsurance coverage. The 2006 increase in provision for claims and claim adjustment 
expenses for prior years (net of reinsurance recoveries) was caused by adverse development related 
to significant storm related losses in a concentrated coverage area in December of 2005 with the 
ultimate settlement of these claims exceeding preliminary estimates and due to adverse development 
of a single commercial auto policy with a loss occurring in 2004. increases in reserves on these 
claims were made in late 2006. 
The company has a geographic exposure to catastrophe losses in certain areas of the country. 
catastrophes can be caused by various events including hurricanes, windstorms, earthquakes, 
hail, severe winter weather, explosions and fires, and the incidence and severity of catastrophes 
are inherently unpredictable. The extent of losses from a catastrophe is a function of both the total 
amount of insured exposure in the area affected by the event and the severity of the event. Most 
catastrophe losses are restricted to small geographic areas; however, hurricanes and earthquakes 
may produce significant damage in large, heavily populated areas. The company generally seeks to 
reduce its exposure to catastrophes through individual risk selection and the purchase of catastrophe 
reinsurance. at December 31, 2007, the company’s estimate of unpaid losses and adjustment 
expenses for hurricane related claims incurred in prior years totaled $690,000 before reinsurance. 
Because the company has exhausted its catastrophe coverage for hurricane Katrina any additional 
development will not be covered by reinsurance. The company maintains case reserves of $300,000 
for losses in excess of catastrophe reinsurance.

NOTE 10 - REINSURANCE 
The company’s insurance operations participate in reinsurance in order to limit losses, minimize 
exposure to large risks, provide additional capacity for future growth and effect business-sharing 
arrangements. life reinsurance is accomplished through yearly renewable term. property and 
casualty reinsurance is placed on both a quota-share and excess of loss basis. reinsurance 
ceded arrangements do not discharge the insurance subsidiaries as the primary insurer, except 
for cases involving a novation. Failure of reinsurers to honor their obligations could result in losses 
to the insurance subsidiaries. The insurance subsidiaries evaluate the financial conditions of 
their reinsurers and monitor concentrations of credit risk arising from similar geographic regions, 
activities, or economic characteristics of the reinsurers to minimize their exposure to significant 
losses from reinsurance insolvencies. at December 31, 2007, reinsurance receivables with a carrying 
value of $14,000 ($175,000 at December 31, 2006) and prepaid reinsurance premiums of $3,000 
($16,000 at December 31, 2006) were associated with a single reinsurer. The amounts of recoveries 
pertaining to reinsurance contracts that were deducted from losses incurred during 2007, 2006 and 
2005 were approximately $383,000, $7,525,000, and $32,613,000, respectively. The company did 
not incur any losses from an event occurring in 2007. amounts reported as ceded incurred losses in 
2007 were due to development of losses from prior year catastrophic losses primarily associated with 
prior year catastrophes.
The effect of reinsurance on premiums written and earned was as follows:

Dollars in thousands 2007

  life property & casualty

 Written earned Written earned

Direct ............................................................  $ 6,893 $ 7,081 $ 65,004 $ 60,442 
assumed .......................................................  – – – – 
ceded ............................................................  ( 50) ( 50) ( 5,211) ( 5,223)

Net ................................................................  $ 6,843 $ 7,031 $ 59,793 $ 55,219 

    2006

  life property & casualty

 Written earned Written earned

Direct ............................................................  $ 6,476 $ 6,592 $ 58,712 $ 56,669 
assumed .......................................................  – – – – 
ceded ............................................................  ( 42) ( 42) ( 4,165) ( 4,345)

Net ................................................................  $ 6,434 $ 6,550 $ 54,547 $ 52,324 

    2005

  life property & casualty

 Written earned Written earned

Direct ............................................................  $ 6,148 $ 6,280 $ 54,692 $ 53,718 
assumed .......................................................  – – – – 
ceded ............................................................  ( 46) ( 46) ( 6,117) ( 6,389)

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

NOTE 11 - EMPLOYEE BENEFIT PLAN
in 1989, the company and its subsidiaries established a retirement savings plan (401K plan) and 
transferred the assets from the defined contribution profit sharing plan into the new plan. all full-
time employees who have completed six months of service the beginning of any calendar quarter 
are eligible to participate and all employee contributions are fully vested for employees who have 
completed 1,000 hours of service in the year of contribution. company matching contributions for 
2007, 2006, and 2005 amounted to $229,000, $207,000, and $217,000, respectively. The company 
contributes matching contributions up to 5% of compensation subject to government limitations.
in 1987, the company established a non-qualified deferred compensation plan for its Board of 
Directors. The Board members had an option of deferring their fees to a cash account or to a stock 
account and all share deferrals are recorded at the fair market value on the date of the award. The 
directors’ non-qualified deferred compensation plan was frozen on December 31, 2004, and deferrals 
are no longer allowed. a new non-qualified plan became effective January 1, 2006 under which 
directors are allowed to defer all or a portion of directors’ fees into various investment options. costs 
of the deferred compensation plan for 2007, 2006, and 2005 amounted to approximately ($23,000), 
$147,000, and ($259,000), respectively.

NOTE 12 - REGULATORY REQUIREMENTS AND DIVIDEND RESTRICTIONS
The amount of dividends paid from NSic to the company in any year may not exceed, without prior 
approval of regulatory authorities, the greater of 10% of statutory surplus as of the end of the preceding 
year, or the statutory net gain from operations for the preceding year. at December 31, 2007, NSic’s 
retained earnings unrestricted for the payment of dividends in 2008 amounted to $889,000. 
NSFc is similarly restricted in the amount of dividends payable to the company; dividends may not 
exceed the greater of 10% of statutory surplus as of the end of the preceding year, or net income for 
the preceding year. at December 31, 2007, NSFc’s retained earnings unrestricted for the payment of 
dividends in 2008 amounted to $4,609,000.
at December 31, 2007, securities with market values of $3,357,000 ($3,827,000 at December 31, 2006) 
were deposited with various states pursuant to statutory requirements.
under applicable alabama insurance laws and regulations, NSFc is required to maintain a minimum 
total surplus (to include both paid-in and contributed and unassigned surplus) of $100,000.
under applicable alabama insurance laws and regulations, NSic is required to maintain a minimum 
total surplus (to include both paid-in and contributed and unassigned surplus) of $200,000.
under applicable alabama insurance laws and regulations, omega is required to maintain a minimum 
total surplus (to include both paid-in and contributed and unassigned surplus) of $500,000.

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

NOTE 14 - INDUSTRY SEGMENTS
The company and its subsidiaries operate primarily in the insurance industry. Selected balance sheet 
information by industry segment as of December 31, 2007 and 2006 is summarized below: 

Dollars in thousands  p&c life Non-
   insurance insurance insurance
  Total operations operations operations

December 31, 2007
Selected Assets
investments ..................................................  $108,206 $ 67,322 $ 38,859 $ 2,025

reinsurance recoverable ...............................  $ 917 $ 917 $ – $ –  

Deferred policy acquisition costs ..................  $ 8,993 $ 3,312 $ 5,681 $ –  

Total assets ...................................................  $135,585 $ 81,354 $ 48,182 $ 6,049

Total liabilities ..............................................  $ 87,138 $ 40,259 $ 32,801 $ 14,078

December 31, 2006
Selected Assets
investments ..................................................  $105,175 $ 66,800 $ 38,375 $ –

reinsurance recoverable ...............................  $ 2,242 $ 2,242 $ – $ –  

Deferred policy acquisition costs ..................  $ 7,922 $ 3,273 $ 4,649 $ –  

Total assets ...................................................  $134,911 $ 75,893 $ 45,247 $ 13,771

Total liabilities ..............................................  $ 88,832 $ 37,530 $ 29,882 $ 21,420

premium revenues and operating income by industry segment for the years ended December 31, 2007, 
2006 and 2005 are summarized below:

Dollars in thousands  p&c life Non-
   insurance insurance insurance
  Total operations operations operations

year ended December 31, 2007
revenue
 Net premiums earned .................................  $ 62,250 $ 55,219 $ 7,031 $ –
 Net investment income ...............................  4,749 2,823 1,796 $130
 Net realized investment gains ....................  1,493 1,350 143 –
 other income ..............................................  1,071 1,065 6 –

   69,563 60,457 8,976 130

Benefits and expenses
 policyholder benefits paid or provided ........  37,678 32,189 5,489 –
 amortization of deferred policy acquisition costs ...  2,559 3,274 ( 715) –
 commissions ..............................................  9,353 7,788 1,565 –
 General and administrative expenses .........  9,679 6,580 2,168 931
 insurance taxes, licenses and fees .............  2,325 2,032 293 –  
 interest expense..........................................  1,080 – 68 1,012

   62,674 51,863 8,868 1,943
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NOTE 14 - INDUSTRY SEGMENTS CONTINUED

Dollars in thousands  p&c life Non-
   insurance insurance insurance
  Total operations operations operations

year ended December 31, 2007 continued
income Before income Taxes and Minority interest ....  6,889 8,594 108 ( 1,813)

income Tax expense (Benefit)
current ..........................................................  1,811 1,718 734 ( 641)
Deferred ........................................................  357 869 ( 603) 91

   2,168 2,587 131 ( 550)

income From continuing operations .............  4,721 6,007 ( 23) ( 1,263)
Net income From Discontinued operations ...  1,319 – – 1,319

Net income ....................................................  $ 6,040 $ 6,007 $( 23) $ 56

Dollars in thousands  p&c life Non-
   insurance insurance insurance
  Total operations operations operations

year ended December 31, 2006
revenue
 Net premiums earned .................................  $ 58,874 $ 52,324 $ 6,550 $ –
 Net investment income ...............................  4,463 2,591 1,785 $87
 Net realized investment gains ....................  2,565 1,983 582 –
 other income ..............................................  1,211 1,208 2 1

   67,113 58,106 8,919 88

Benefits and expenses
 policyholder benefits paid or provided ........  37,996 32,461 5,535 –
 amortization of deferred policy acquisition costs ...  1,978 2,478 ( 500) –
 commissions ..............................................  8,921 7,503 1,418 –
 General and administrative expenses .........  9,141 5,625 3,217 299
 insurance taxes, licenses and fees .............  1,729 1,441 288 –  
 interest expense..........................................  1,094 – 83 1,011

   60,859 49,508 10,041 1,310

income Before income Taxes and Minority interest ....  6,254 8,598 ( 1,122) ( 1,222)

income Tax expense (Benefit)
current ..........................................................  1,907 2,623 ( 332) ( 384)
Deferred ........................................................  ( 92) 130 ( 132) ( 90)

   1,815 2,753 ( 464) ( 474)

income From continuing operations .............  4,439 5,845 ( 658) ( 748)
Net income From Discontinued operations ...  ( 189) – – ( 189)

Net income ....................................................  $ 4,250 $ 5,845 $( 658) $( 937)

Dollars in thousands  p&c life Non-
   insurance insurance insurance
  Total operations operations operations

year ended December 31, 2005
revenue
 Net premiums earned .................................  $ 53,563 $ 47,329 $ 6,234 $ –
 Net investment income ...............................  3,964 2,323 1,619 $22
 Net realized investment gains ....................  3,493 3,278 215 –
 other income ..............................................  1,416 1,364 52 –

   62,436 54,294 8,120 22

Benefits and expenses
 policyholder benefits paid or provided ........  38,241 34,337 3,904 –
 amortization of deferred policy acquisition costs ...  2,704 2,256 448 –
 commissions ..............................................  8,987 7,603 1,384 –
 General and administrative expenses .........  7,911 5,525 2,283 103
 insurance taxes, licenses and fees .............  2,243 1,871 372 –  
 interest expense..........................................  348 15 114 219

   60,434 51,607 8,505 322

income Before income Taxes and Minority interest ....  2,002 2,687 ( 385) ( 300)

income Tax expense (Benefit)
current ..........................................................  531 571 ( 228) 188
Deferred ........................................................  50 ( 6) 140 ( 84)

   581 565 ( 88) 104

NOTE 14 - INDUSTRY SEGMENTS CONTINUED

Dollars in thousands  p&c life Non-
   insurance insurance insurance
  Total operations operations operations

year ended December 31, 2005 continued
income From continuing operations .............  1,421 2,122 ( 297) ( 404)
Net income From Discontinued operations ...  137 – – 137

Net income ....................................................  $ 1,558 $ 2,122 $( 297) $( 267)

NOTE 15 - CONTINGENCIES
Litigation
The company and its subsidiaries continue to be named as parties to litigation related to the conduct 
of their insurance operations. These suits involve alleged breaches of contracts, torts, including bad 
faith and fraud claims based on alleged wrongful or fraudulent acts of agents of the company’s 
subsidiaries, and miscellaneous other causes of action. Most of these lawsuits include claims for 
punitive damages in addition to other specified relief. 
on December 12, 2005, the united States District court for the Middle District of alabama (the 
“court”) entered an order preliminarily approving a proposed settlement of a case pending against 
a subsidiary of the company styled Mary W. Williams, et al v. National Security insurance company 
(“Williams litigation”) and preliminarily certifying such case as a class action. The Williams litigation 
related primarily to claims that a subsidiary of the company sold industrial burial insurance policies 
to racial minorities on which it charged higher premiums or provided inferior benefits than premiums 
charged to or policy benefits provided to similarly situated non-minority policyholders. The company’s 
subsidiary has not sold industrial burial insurance for more than 20 years. Following a fairness 
hearing held on august 22, 2006, the court, in an order dated august 30, 2006, granted final approval 
to the proposed settlement. The effective date of the settlement was September 30, 2006, with an 
implementation date of December 29, 2006. The settlement provided for the company’s subsidiary 
to, among other matters, provide additional policyholder benefits, including premium adjustments 
and benefit enhancements on existing policies and additional benefits on matured policies and 
pay attorneys fees. The company had previously established litigation reserves with respect to this 
matter and had taken a policy reserve charge with respect to adjustments to the subject policies that 
were voluntarily made in 2000. The remaining costs associated with this settlement, including costs 
associated with prospective enhancements, are fully reflected in the attached financial statements 
for the period ending December 31, 2006. The class, as certified, did not permit any class members to 
opt out of the settlement and enjoined all similar litigation against the company’s subsidiary. in the 
settlement, the company’s subsidiary denied all claims and allegations made in the lawsuit. 
The company’s property & casualty subsidiaries are defending a number of matters filed in the 
aftermath of hurricanes Katrina and rita in Mississippi, louisiana and alabama. These actions 
include individual lawsuits and purported statewide class action lawsuits, although to date no 
class has been certified in any action. These actions make a number of allegations of underpayment 
of hurricane-related claims, including allegations that the flood exclusion found in the company’s 
subsidiaries’ policies, and in certain actions other insurance companies’ policies, is either 
ambiguous, unenforceable as unconscionable or contrary to public policy, or inapplicable to the 
damage sustained. The various suits seek a variety of remedies, including actual and/or punitive 
damages in unspecified amounts and/or declaratory relief. all of these matters are in various stages 
of development and the company’s subsidiaries intend to vigorously defend them. The outcome of 
these disputes is currently uncertain. 
The company establishes and maintains reserves on contingent liabilities. in many instances, 
however, it is not feasible to predict the ultimate outcome with any degree of accuracy. While a 
resolution of these matters may significantly impact consolidated earnings and the company’s 
consolidated financial position, it remains management’s opinion, based on information presently 
available, that the ultimate resolution of these matters will not have a material impact on the 
company’s consolidated financial position. 

NOTE 16 - DISCONTINUED OPERATIONS
in the first quarter of 2007, the company classified its investment in consolidated subsidiary Mobile 
attic as available for sale as it became apparent that a transfer would occur within one year and 
consequently reclassified the results of the operations of Mobile attic to discontinued operations 
in accordance with the provisions of SFaS No. 144, Accounting for the Impairment or Disposal of 
Long-Lived Assets. in april of 2007, the company entered into an agreement to sell the majority of 
its interest in Mobile attic. under the terms of the agreement, the company will retain a minority 
ownership interest in Mobile attic, not to exceed 5%. The company will no longer be involved in the 
operations of Mobile attic. under the terms of the agreement, assets outlined below along with other 
immaterial amounts were transferred to the acquirer. also, the acquirer refinanced all outstanding 
debt, also disclosed below, of Mobile attic releasing the company from all debt guarantees. Total net 
cash proceeds received by the company in conjunction with the sale totaled $2,700,000. 
assets and liabilities available for sale at December 31, 2006 related to Mobile attic are as follows:

Dollars in thousands December 31,
    2006

 assets available for sale............................  $ 11,688
 liabilities available for sale ......................  $ 10,251 

The assets of Mobile attic available for sale consist primarily of portable storage leasing equipment. 
The liabilities of Mobile attic available for sale consist primarily of short term debt. The transaction 
to dispose of Mobile attic was completed in april 2007, consequently, no material assets or liabilities 
associated with Mobile attic remained on the Balance Sheet at December 31, 2007.

NOTE 17 - SUPPLEMENTAL CASH FLOW INFORMATION
cash paid for interest during 2007 was $1,072,000 ($1,846,000 in 2006 and $1,139,000 in 
2005). cash paid for income taxes in 2007 was $2,330,000 ($300,000 in 2006 and $400,000 in 
2005). Significant noncash transactions included $1,781,000 reduction in accounts receivable of 
discontinued operations; $428,000 reduction of inventory of discontinued operations; $8,844,000 
reduction in property and equipment of discontinued operations; and $9,409,000 reduction of notes 
payable of discontinued operations.
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The National Security Group, Inc.

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
The National Security Group, inc.
elba, alabama

We have audited the accompanying consolidated balance sheets of The National Security Group, inc. and subsidiaries as of December 
31, 2007 and 2006 and the related consolidated statements of income, shareholders’ equity, and cash flows for each of the years in the 
three-year period ended December 31, 2007. These consolidated financial statements are the responsibility of the company’s manage-
ment. our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the public company accounting oversight Board (united States). Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial state-
ments are free of material misstatement. The company is not required to have, nor were we engaged to perform, an audit of its internal 
control over financial reporting. our audit included consideration of internal control over financial reporting as a basis for designing 
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
company’s internal control over financial reporting. accordingly, we express no such opinion. an audit also includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the consolidated financial statements, assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe 
that our audits provide a reasonable basis for our opinion.

in our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position 
of The National Security Group, inc. and subsidiaries as of December 31, 2007 and 2006, and the results of their operations and their 
cash flows for each of the years in the three-year period ended December 31, 2007 in conformity with accounting principles generally 
accepted in the united States of america.

Birmingham, alabama
March 17, 2008
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(in thousands except per share figures)

  investment realized  Net Net income
 premium & other investment  income (loss)
 revenues income Gains (losses) Benefits (loss) per Share

2007

1st QTr $15,557 $ 1,514 $ 206 $ 9,208 $ 1,183 $ 0.48

2nd QTr 14,892 1,458 327 10,124 1,800 0.73

3rd QTr 15,913 1,477 ( 4) 8,927 1,505 0.61

4th QTr 15,888 1,371 964 9,419 1,552 0.63

Total $62,250 $ 5,820 $ 1,493 $37,678 $ 6,040 $ 2.45

2006

1st QTr $14,491 $ 1,492 $ 560 $10,680 $( 141) $( 0.06)

2nd QTr 14,755 1,347 540 9,566 970 0.39

3rd QTr 15,297 1,452 770 9,026 1,836 0.74

4th QTr 14,331 1,383 695 8,724 1,585 0.65

Total $58,874 $ 5,674 $ 2,565 $37,996 $ 4,250 $ 1.72

 (Dollars in thousands-except per share figures)

 per share figures for 2000 and prior years are restated for a 20% stock dividend issued in 2001.

   2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997 

earnings per Share.......................................... 2.45 1.72 0.63 1.26 1.66 0.37 1.67 1.53 1.52 0.35 1.07

Book Value per Share ...................................... 19.64 18.39 17.66 18.92 18.60 17.09 18.18 17.74 16.98 17.05 16.70

Total Shareholders’ equity ............................... 48,447 45,379 43,556 46,676 45,872 42,159 44,884 43,780 41,888  41,968 46,352

assets ............................................................. 135,585 134,911 139,226 128,631 127,236 101,602 99,484 97,563 98,105 103,973 106,958

earnings.......................................................... 6,040 4,250 1,558 3,113 4,090 908 4,130 3,776 3,756 930 2,998

investment income .......................................... 4,749 4,463 3,964 4,230 4,023 4,235 4,506 4,434 4,354 4,351 4,204

return on average equity (percent) ................. 12.87 9.6 3.5 6.7 9.3 2.1 9.3 8.8 8.9 2.1 6.9

premium revenues.......................................... 62,250 58,874 53,563 52,985 47,536 32,631 25,357 22,921 25,936 28,451 31,156

Shares outstanding (year-end) ....................... 2,467 2,467 2,467 2,467 2,467 2,467 2,467 2,056 2,056 2,051 2,313

Combined Ratio-Property & Casualty Companies 

loss.................................................................  53.28 63.46 74.41 68.24 60.0 75.5 54.3 61.7 70.9 87.0 79.3

expense ...........................................................  40.89 32.21 32.21 31.36 30.8 31.9 36.1 34.8 35.8 40.3 31.0

combined ........................................................  94.17 95.67 106.62 99.60 90.8 107.4 90.4 96.5 106.7 127.3 110.3

Common Stock Data

  Dividends paid per Share ..............................  0.90 0.885 0.865 .845 .825 0.805 0.76 0.71 0.68 0.64 0.58

  price at year end ...........................................  17.74 17.25 16.23 21.26 19.26 13.5 14.49 15.63 9.17 11.56 15.10

  price range ...................................................  15.76-19.87 18.25-15.40 24.29-15.05 26.00-19.03 20.50-11.95 16.00-13.00 15.63-10.21 16.04-9.17 12.50-7.71 17.71-8.75 20.00-10.63

p&c co. premiums/Surplus ratio....................  1.5 1.5 1.4 1.5 1.5 1.2 0.7 0.6 0.8 0.9 0.9

life co. insurance in Force (Millions) ..............  230 217 203 178 179 176 176 151 141 132 132

BEST’s Rating

  p&c company ...............................................  B++ B++ B++ B++ B++ B++ B++ B++ B++ B++ a-

  life company ................................................  B B B B B B B B B B B

Debt (Thousands) ............................................  13,272 20,859 22,906 15,836 10,921 3,380 2,108 2,401 2,672 3,004 133

Sources of Revenue
Property & Casualty Company Premium ... $55,219,000 ... 79.4%
Net Realized Investment Gains .................. $1,493,000 ..... 2.1%
Investment and Other Income .................... $5,820,000 ..... 8.4%
Life Company Premium .............................. $7,031,000 ... 10.1%

Financial Results on a Quarterly Basis

The National Security Group, Inc.

Eleven Year Financial Review

nsg 2007 annual report final.indd   22 3/12/08   2:17:02 PM



Winfield Baird
chairman of the Board
The National Security Group, inc.
chartered Financial analyst
Baird Financial Management
Birmingham, alabama

William L. Brunson, Jr.
president & chief executive officer
The National Security Group, inc.
elba, alabama

Jack E. Brunson
president
National Security Fire and
casualty company
elba, alabama

Mickey Murdock, CPA
Senior Vice president
National Security insurance company
elba, alabama

Carolyn E. Brunson
Managing partner
Brunson properties
elba, alabama

Walter P. Wilkerson, CPA
partner
Brunson, Wilkerson & Bowden cpas
enterprise, alabama

Fred Clark, Jr.
president & chief executive officer
alabama Municipal electric authority
Montgomery, alabama

Paul C. Wesch
executive Vice president
 & General counsel
The Mitchell company
Mobile, alabama

L. Brunson White
Vice president & chief
 information officer
energen corporation
Birmingham, alabama

Donald S. Pittman
attorney at law
enterprise, alabama

Fleming Brooks
president
Brooks peanut company, inc.
Samson, alabama

Frank B. O’Neil
Senior Vice president
corp. communications
and investor relations
and asst. corp. Secretary 
pro assurance
Birmingham, alabama

James B. Saxon
Director emeritus
retired executive
anderson products
Square D company
Birmingham, alabama

For Copy of Annual Report,
Proxy or 10K, or For More Information Contact:
Brian Mcleod
chief Financial officer
The National Security Group, inc.
661 east Davis Street
elba, alabama 36323
334-897-2273

Annual Shareholders Meeting:
May 1, 2008
executive offices
elba, alabama

Auditors:
Barfield, Murphy, Shank & Smith, pc
1121 riverchase office road
Birmingham, alabama 35244

Life Company Actuaries:
Wakely actuarial Services, inc.
34125 uS highway 19 North
Suite 310
palm harbor, Florida 34684

The common Stock of the company trades on the NaSDaQ Global Market under the symbol NSec. 
Quotations are furnished by the National association of Security Dealers automated Quotations System 
(NaSDaQ) and appear in the Wall Street Journal and other financial publications.

Trade Symbol: NSec

Transfer agent: registrar and Transfer company
 10 commerce Drive
 cranford, New Jersey 07016

Corporate Information

The National Security Group, Inc.

Board of Directors

nsg 2007 annual report final.indd   23 3/12/08   2:17:02 PM



661 east Davis Street
elba, alabama 36323

www.nationalsecuritygroup.com

60
nsg 2007 annual report final.indd   24 3/12/08   2:17:02 PM


