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PART I.  FINANCIAL INFORMATION

ltem 1. Financial Statements

CITIZENS, INC. AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(Unaudited)
March 31, December 31,
Assets 2006 2005

Investments:

Fixed maturities held-to-maturity, at amortizedtcos

(fair value $8,698,264 in 2006 and $9,143,12

2005) $ 7,673,094 7,639,505
Fixed maturities available-for-sale, at fair value

(cost $475,484,270 in 2006 and $457,386,343 in

2005) 457,952,826 449,931,167
Equity securities available-for-sale, at fair value
(cost $344,521 in 2006 and $429,176 in 2005) 442,749 609,760
Mortgage loans on real estate, net of allowance for
possible losses ($50,000 in 2006 and 2005) 768,836 833,464
Policy loans 23,793,925 23,918,241
Other long-term investments 1,396,811 1,878,886
Total investments 492,028,241 484,811,023
Cash and cash equivalents 13,512,676 18,311,105
Accrued investment income 5,924,249 6,477,499
Reinsurance recoverable 17,117,339 19,118,009
Deferred Federal income tax asset 2,051,972 --
Deferred policy acquisition costs 74,114,139 10,334
Other intangible assets 1,695,125 2,095,125
Cost of customer relationships acquired 38,901,581 39,259,276
Excess of cost over net assets acquired 12,401,990 12,401,990
Property and equipment 7,486,426 7,736,62
Other assets 5,675,397 1,267,827
Total assets $ 670,909,135 _ 661,888,811

See accompanying notes to consolidated finan@atsients. (Continued)



CITIZENS, INC. AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION, CONT INUED
(Unaudited)
March 31, December 31
Liabilities and Stockholders’ Equity 2006 2005
Liabilities:
Future policy benefit reserves:
Life insurance $ 447,578,039 436,716,912
Annuities 19,908,809 19,440,486
Accident and health 11,440,912 11,579,870
Dividend accumulations 5,048,245 5,066,828
Premium deposits 10,773,632 9,942,096
Policy claims payable 9,420,042 11,226,907
Other policyholders’ funds 5,851,257 5,473,358
Total policy liabilities 510,020,936 499,446,457
Commissions payable 2,108,387 2,666,764
Federal income tax payable 439,975 447,829
Deferred Federal income tax -- 1,620,839
Payable for securities in the process ofesatint 5,700,000 -
Liabilities for options and warrants 1,3992 1,587,151
Other liabilities 7,390,185 7,611,138
Total liabilities 527,056,412 513,380,178
Commitments and contingencies (Note 8)
Cumulative convertible preferred stock — Series A-1
(Series A-1 - $500 stated value per shar®(®b
shares authorized, issued and outstanding in 2005
and 2004; Series A-2 - $935 stated value per share,
5,000 shares authorized, 4,014 issued and
outstanding in 2005) 11,879,789 11,545,543
Stockholders’ equity: Common stock:
Class A, no par value, 100,000,000 shares
authorized, 43,335,526 shares issued
in 2006 and 43,300,934 shares issued
in 2005, including shares in treasury of
3,135,738 in 2006 and 2,930,596 in 2005 214,479,307 214,307,665
Class B, no par value, 2,000,000 shares
authorized, 1,001,714 shares issued and
outstanding in 2006 and 936,181 shares
issued and outstanding in 2005 3,184,350 3,184,350
Retained deficit (63,174,194) (64,718)08
Accumulated other comprehensive loss:
Unrealized losses on securities, net of tax (11,505,928 (4,801,231
142,983,540 147,973,696
Treasury stock, at cost (11,010,506 (11,010,606
Total stockholders’ equity 131,972,934 136,963,090
Total liabilities and stockholders’ equity $ 6709135 661,888,811

See accompanying notes to consolidated finan@tments.
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CITIZENS, INC. AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
Three Months Ended March 31

(Unaudited)

Revenues:
Premiums
Net investment income
Realized gains
Decrease in fair value of options and warrants
Other income
Total revenues

Benefits and expenses:
Insurance benefits paid or provided:
Increase in future policy benefit reserves
Policyholders' dividends
Claims and surrenders
Total insurance benefits paid ovated

Commissions

Other underwriting, acquisition and insurance exgen

Capitalization of deferred policy acquisition costs

Amortization of deferred policy acquisition costs

Amortization of cost of customer relationships acepl
and other intangibles

Total benefits and expenses
Income before Federal income tax
Federal income tax expense
Net income
Net income applicable to common stock
Per Share Amounts:

Basic and diluted income per share of
common stock

Weighted average shares outstanding

2006
$ 30,243,110
6,269,713
1,053,055
190,222
351,949

2005

27,496,908
6,106,012
69,127
434,406
207,761

38,108,049 34,314,214

7,106,110 4,856,277
1,022,280 870,168
13,997,727 12,369,442
22,126,117 18,095,887
8,796,529 7,046,446
7,073,562 7,719,718
(6,325,783)  (5,021,085)
2,621,978 1,971,100

757,695 1,149,926

35,050,098 30,961,992
3,057,951 3,352,222
1,009,169 992,736
$ 2,048,782 2,359,486
$ 1,542,894 1,864,726
$0.04 _0.05
$ 41,168,238 _ 41,055,811

See accompanying notes to consolidated finanagsents.




CITIZENS, INC. AND CONSOLIDATED

SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Three Months Ended March 31

(Unaudited)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Realized gains on sale of investments and
other assets
Net deferred policy acquisition costs
Decrease in fair value of options and warrants
Amortization of cost of customer relationships
acquired and other intangibles
Depreciation
Amortization of premiums and (aisaots) on
fixed maturities
Deferred Federal income tax expgbgnefit)
Change in:
Accrued investment income
Reinsurance recoverable
Future policy benefit reserves
Other policy liabilities
Federal income tax
Commissions payable and other liabilities
Other, net

Net cash provided by operating
activities

Cash flows from investing activities:
Sale of fixed maturities, available-for-sale
Sale of equity securities, available-for-sale
Maturity of fixed maturities, available-for-sale
Purchase of fixed maturities, available-for-sale
Principal payments on mortgage loans
Mortgage loans funded
Decrease (increase) in policy loans, net
Principal payments on note receivable
Purchase of property and equipment
Net cash provided by (used in) instng
activities

See accompanying notes to consolidated financtesents

2006

$ 2,048,782

(1,053,055)
(3,703)8
222)

757,695
280,186

406,629
(218,878)

553,250
2,000,670
10,967,587

(616,013)
(7,854)
(779)330

(4,407,558

6,038,074

1BEB0
176,
638,837
29,145,076)
64,628

124,316
474,054
N i B

(11,059,408

2005

2,359,486

(69,127)
(3,049,985)
(434,406)

1,149,926
363,032

443,808
583,276

1,668,862
(1,050,83:
5,936,149
1,672,515
(849,536)
(2,871,869)
(391,419

5,459,880

9,723,906

56,413,997
(39,806,815)
6,35
(214,841)
(198,738)

(17,420

25,906,448

(Continued)



CITIZENS, INC. AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS, CONTINUED
Three Months Ended March 31

(Unaudited)
2006 2005
Cash flows from financing activities:
Annuity and universal life deposits Fidits) 795,373
Annuity and universal life withdrawals 486,941 (340,248
Net cash provided by financing activities 222,905 455,130
Net increase (decrease) in cash and cash
equivalents (4,798,429) 31,821,458
Cash and cash equivalents at beginning of period 18,311,105 31,720,787
Cash and cash equivalents at end of period $ 13,512,676 63,542,245
Supplemental:
Cash paid during the period for incdires $ 1,235,901 1,258,996

Supplemental Disclosure of Non-Cash Financing Actitres:

Dividends on the Company’s Series A-1 Convertibiefé&red Stock, issued in 2004, and Series
A-2 Convertible Preferred Stock, issued in 2005enmaid by the Company through the issuance
of Class A common stock to the preferred sharemsliethe amounts of $171,642 and $130,860
for the first three months of 2006 and 2005, respely. Accretion of deferred issuance costs
and discounts on the Convertible Preferred Stocknduhe first three months of 2006 and 2005
was $334,246 and $363,900, respectively.

In conjunction with the issuance of the preferrtatls, options and warrants for the purchase of
the Company’'s common stock were granted to thestove. The change in fair value of the
liability for options and warrants is a componehtnet income. Included in net income is a
decrease in fair value of options and warrants 10%22 and $434,406 for the first three
months of 2006 and 2005, respectively.

See accompanying notes to consolidated finan@atsients.
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CITIZENS, INC. AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2006
(Unaudited)

Financial Statements

The interim consolidated financial statements idelthe accounts and operations of
Citizens, Inc. (Citizens), incorporated in the staf Colorado on November 8, 1977,
and its wholly-owned subsidiaries, CICA LIFE Insuta Company of America
(CICA) (fka Citizens Insurance Company of Americ@gmputing Technology, Inc.,
Funeral Homes of America, Inc., Insurance Investdms., Citizens National Life
Insurance Company (CNLIC), KYWIDE Insurance Managein Inc., Security
Alliance Insurance Company, Security Plan Life hasice Company (Security Plan or
SPLIC), Security Plan Fire Insurance Company (SPFlend Mid-American
Associates Agency, Inc. (MAAAI). Citizens and itensolidated subsidiaries are
collectively referred to as “the Company,” “we,” ‘@ur.”

On March 15, 2006, MAAAI. was dissolved. In adadiitj Citizens USA Life
Insurance Company was merged into CICA effectivedd&1, 2006.

The statement of financial position for March 3008, the statements of operations
for the three-month period ended March 31, 2006205, and the statements of cash
flows for the three-month periods then ended hasenbprepared by the Company
without audit. In the opinion of management, ajustments and reclassifications to
present fairly the financial position, results geoations and changes in cash flows at
March 31, 2006, and for comparative periods presthave been made.

Certain 2005 amounts have been reclassified tooconfo current year presentation.
Specifically, $795,373 of annuity and universat lfonsiderations, net of $340,243
annuity and universal life payments, have beenedetigainst an equal amount
included in insurance benefits paid or providedlsoA $287,090 of contra expense
included in the increase in future policy beneétearves has been reclassified to
premium revenue. In addition, effective with theee-month period ended March 31,
2006, the Company began accruing premium revensedban the gross amount due
from policyholders, rather than just a portion béttamount. As a result, premium

revenue for the first quarter of 2006 was increa$684,951. When considered

together with other corrections recorded in thatfiquarter of 2006, which were

individually immaterial, the net effect is also moaterial.

Certain information and footnote disclosures nolynakluded in financial statements
prepared in accordance with United States of Araefid.S.) generally accepted
accounting principles (U.S. GAAP) have been omitteldl is suggested that these
financial statements be read in conjunction with fimancial statements and notes
thereto included in the Company's Annual ReportForm 10-K for the year ended
December 31, 2005 filed with the Securities andharge Commission. The results



(2)

3)

(4)

of operations for the period ended March 31, 2@0é not necessarily indicative of the
operating results for the full year.

Sale of CNLIC

A formal contract was signed with a third partythe first quarter of 2006 to sell our
primary accident and health insurance subsidiaN/i.IC, and is expected to close in
mid-2006. CNLIC represents approximately 70% af accident and health business.
The remaining 30% of the accident and health bgsimall continue to be ceded under
an existing coinsurance agreements with the aagofir€NLIC.

Revolving Line of Credit

The Company has entered into a $75 million linecr@fdit with Regions Bank that
terminates October 2006. The line of credit presiftbr a maximum of $5,000,000 for
general corporate purposes not related to the sitigni of insurance companies.
Although the line of credit was increased from aiginal level of $30 million,
additional borrowing above the $30 million amounil wequire the prior written
approval of the holders of the Company’s prefestedk. No amount was outstanding
on this line at March 31, 2006.

Segment Information

The Company has four reportable segments: Intemalti Life Business, Home
Service Business, Domestic Life Business and Ddmdsealth Business. The
accounting policies of the segments are in accaelavith U.S. GAAP and are the
same as those described in the summary of signifiaacounting policies. The
Company evaluates performance based on U.S. GAAFRnoeme before federal
income taxes for its four reportable segments.

International Life Business, consisting of ordinayole-life policies, is sold primarily
throughout Central and South America. The Comphay no assets, offices or
employees outside of the U.S. and requires thataakactions be in U.S. dollars paid
in the U.S.

The Company’'s Home Service business segment foousesriting final expense
ordinary life insurance utilizing the home servio®rketing distribution method,
whereby employee-agents work on a route systenollect premiums and service
policyholders. The Company also uses the homeacgenaethod to write small fire
policies on Louisiana residents. This marketinghoe dates back to the creation of
the life insurance industry in the U.S. and the @any utilizes approximately 350
field representatives to write and collect premiums

The Domestic Life Business, consisting of tradiibardinary life, credit life and final
expense policies, is marketed through the midwedtsouthern U.S. A majority of
revenue in this segment is also comprised of blooksbusiness acquired in
acquisitions.

Prior to 2004, the Company actively operated thetfosegment, Domestic Health.
The Company transferred a majority of such busitess third party in 2004 with a

8



coinsurance agreement effective January 1, 200w Company continues to have an
insignificant amount of revenue in this area.

Geographic Areas The following summary presents financial datahaf Company’s
continuing operations based on their location.

Three months ended March 31,

2006 2005
Revenues:
u.S. $ 16,310,384 17,274,855
Non-U.S. 21,797,665 17,039,359
Total Revenues $ 38,108,049 34,314,214

The following summary, presenting revenues, amatibn expense and pre-tax
income from continuing operations and identifiakdssets for the Company’'s
reportable segments for the periods indicated felbsvs:

Three months ended March 31,

2006 2005

Revenue:

International Life $ 21,797,665 17,0383

Home Service Business 13,319,796 12,806,610

Domestic Life 2,757,371 4,287,550

Domestic Health 233,217 180,695
Total consolidated revenue $ 38,108,049 34,314,214
Premiums:

International Life $ 18,447,839 14,38806

Home Service Business 9,469,273 9,843,70

Domestic Life 2,092,781 3,084,442

Domestic Health 233,217 180,695
Total premiums $ 30,243,110 27,496,908
Net investment income:

International Life $ 3,044,625 2,380/

Home Service Business 2,841,206 2,990,637

Domestic Life 383,882 728,968

Domestic Health -- --
Total consolidated net investment income $ 69,7213 6,106,012
Amortization expense:

International Life $ 2,543,667 1,464,091

Home Service Business 121,199 812,826

Domestic Life 714,807 844,109

Domestic Health -- --
Total consolidated amortization expense $ RSB 3,121,026




Realized gain on sale of investments and
other assets:

International Life $ 39,371 11,000
Home Service Business ,008,720 54,767
Domestic Life 4,964 3,360

Domestic Health - -
Total consolidated realized gairsate of

investments and other assets $ 1,053,055 69,127
Income (loss) before Federal incaaxe
International Life $ 2,765,595 266059
Home Service Business 722,496 911,948
Domestic Life (583,741) (268,826
Domestic Health 153,601 32,141
Total consolidated income before
Federal income tax $ 3,057,951 3,352,222
March 31, December 31,
2006 2005
Assets:
International Life $ 246,589,572 233,829,
Home Service Business 298,294,270 BI@)232
Domestic Life 115,692,410 115,320,962
Domestic Health 10,332,883 12,091,768
Total $ 670,909,135 661,888,811

Major categories of premiums are summarized asvili

Three months ended Three months ended

March 31, 2006 March 31, 2005

Ordinary life $ 28,853,451 25,9333

Group life 141,866 10590
Accident and health 425,287 347,654
Casualty 822,506 1,056,991
Total premiums $ 30,243,110 27,496,908

(5)  Accumulated Other Comprehensive Loss

The other comprehensive loss amounts includedt@h ¢omprehensive loss consisted
of unrealized losses on investments in fixed maésriand equity securities available-
for-sale of $6,704,692 and $2,720,687, net, offtaxhe three months ended March
31, 2006 and 2005, respectively. Total comprehensiss for the three months ended
March 31, 2006 and 2005 was $4,655,910 and $36,1;@6fectively.

(6) Earnings Per Share

Basic and diluted earnings per share have beenwechpising the weighted average
number of shares of common stock outstanding dugich period. For the three

10



(7)

months ended March 31, 2006, the weighted averhgees outstanding, were

41,168,238. For the three months ended March@®15,2he weighted average shares
outstanding were 41,055,811. The per share ambants been adjusted retroactively
for all periods presented to reflect the changeaipital structure resulting from a 7%

stock dividend paid in 2005. The 2005 stock diadieesulted in the issuance of

2,840,821 Class A shares (including 205,142 sharé®asury) and 65,533 Class B

shares.

The following table sets forth the computation afsic and dilutive earnings per
share:

Three months ended

March 31,
2006 2005
Basic and diluted income per share:
Numerator:
Net income $ 2,048,782 2,359,486
Less: Preferred stock dividend (171,642) (130,860)

Accretion of deferred
issuance costs and discounts
on preferred stock (334,246) (363,900)
Net income to common stockholders $ 1,542,894 1,864,726
Denominator:
Weighted average shares outstanding  41,188,2341,055,811
Basic and diluted income per share $0.04 0.05

The effects of Series A-1 and A-2 Convertible Pref@ Stock and warrants are
antidilutive; therefore, diluted income per shazedaported the same as basic income
per share. The Series A-1 and A-2 Convertibled?refl Stock is antidilutive because
the amount of the dividend and accretion of deterssuance costs and discounts for
the three months ended March 31, 2006 per Classnron stock share obtainable
on conversion exceeds basic income per share.w@h@ants are antidilutive because
the exercise price is in excess of the averages@asommon stock market price for
the three months ended March 31, 2006.

Accounting Pronouncements

In September 2005, the American Institute of CedifPublic Accountants (AICPA)
issued Statement of Position (SOP) 05AEcounting by Insurance Enterprises for
Deferred Acquisition Costs in Connection with Mumdifions or Exchanges of
Insurance Contract{SOP 05-1). SOP 05-1 provides guidance on accayriyn
insurance enterprises for deferred acquisition scast internal replacements of
insurance and investment contracts other than tregseifically described in
Statement of Financial Accounting Standard (SFAS). 197, Accounting and
Reporting by Insurance Enterprises for Certain Ldhgration Contracts and For
Realized Gains and Losses from the Sale of Invastn®OP 05-1 defines an internal
replacement as a modification in product beneféatures, rights, or coverages that
occurs by the exchange of a contract for a new raont or by amendment,
endorsement, or rider to a contract, or by thetiele®f a feature or coverage within a
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contract. Under SOP 05-1, modifications that resulta substantially unchanged
contract will be accounted for as a continuation tbé replaced contract. A

replacement contract that is substantially changdd be accounted for as an

extinguishment of the replaced contract resultmg release of unamortized deferred
acquisition costs and unearned inducements assdcwith the replaced contract.
The guidance in SOP 05-1 will be applied prospetyiand is effective for internal

replacements occurring in fiscal years beginninggraDecember 15, 2006. The
Company is currently evaluating the impact of SGPLGand does not expect that the
pronouncement will have a material impact on thenGany's consolidated financial

statements.

In June 2005, the Financial Accounting Standardar@dFASB) completed its
review of EITF Issue No. 03-T,he Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investmen{EITF 03-1). EITF 03-1 provides
accounting guidance regarding the determinatiowlwn an impairment of debt and
marketable equity securities and investments adedufor under the cost method
should be considered other-than-temporary and rezed in income. EITF 03-1 also
requires certain quantitative and qualitative disales for debt and marketable equity
securities classified as available-for-sale or Heldhaturity under SFAS No. 115,
Accounting for Certain Investments in Debt and Bg&ecurities (SFAS 115), that
are impaired at the balance sheet date but for hwiac other-than-temporary
impairment has not been recognized. The FASB ddciag to provide additional
guidance on the meaning of other-than-temporaryaimgent but has issued FASB
Staff Position (FSP) 115-T,he Meaning of Other-Than-Temporary Impairment and
its Application to Certain Investmen(6SP 115-1), which nullifies the accounting
guidance on the determination of whether an investnis other-than-temporarily
impaired as set forth in EITF 03-1. FSP 115-1 feative on a prospective basis for
other-than-temporary impairments on certain investi® in periods beginning after
December 15, 2005. The Company adopted FSP 116Jamuary 1, 2006 and it did
not have a material impact on the Company’s codatdd financial statements.

In May 2005, the FASB issued SFAS No. 1%%counting Changes and Error
Corrections and FASB Statement No. 3 (SFAS 154). The statemequires
retrospective application to prior period finan@ttements for a voluntary change in
accounting principle unless it is deemed imprabliealt also requires that a change
in the method of depreciation, amortization, orldipn for long-lived, non-financial
assets be accounted for as a change in accourgiimgage rather than a change in
accounting principle. SFAS 154 is effective for@meting changes and corrections of
errors made in fiscal years beginning after Decendl®e 2005. SFAS 154 did not
have any material impact on the Company's condelidfnancial statements.

Legal Proceedings

Cause Number 03-0505; Citizens Insurance Compangnoérica, Citizens, Inc.,
Harold E. Riley and Mark A. Oliver, Petitioners #ernando Hakim Daccach,
Respondent, in the Supreme Court of Texas.

This lawsuit has been certified as a class actiothb Texas District Court, Austin,
Texas, and affirmed by the Court of Appeals for Terd District of Texas. The
Company appealed the grant of class status to ¢éxasTSupreme Court, with oral
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arguments occurring on October 21, 2004. The Compeas not yet received a
decision from the Texas Supreme Court.

The suit names as a class all non-U.S. residentspuichased insurance policies or
made premium payments since August 1996 and assigokcy dividends to two
non-U.S. trusts for the purchase of the CompangsscA common stock. It alleges
that the life insurance policies the Company madailable to these non-U.S.
residents, when combined with a policy feature Whatdlows policy dividends to be
assigned to the trusts for the purpose of accumglatwnership of the Company’s
Class A common stock, along with allowing the pghiclders to make additional
contributions to the trusts, were actually offemnsl @ales of securities that occurred in
Texas by unregistered dealers in violation of Tegasurities laws. The remedy
sought is rescission and return of the insuranesmjum payments.

The Company asserts that, among other things, lBv&.including Texas law, does

not apply to the operations of the trusts, andetfioee, no securities registration

provisions apply, nor do laws relating to brokealée registration apply. Further, it

is the Company’'s position that the Plaintiff's settes claims, based on Texas
securities laws, are not valid, that no brokerstgtion is required by the Company
or its marketing consultants, and the class aséefis not appropriate for class
certification because it does not meet the leggliirements for class treatment under
Texas law. To date, no hearing on the case megdeen held.

The Company intends to vigorously defend againstcdss certification, as well as
against the other securities related claims in taise. However, it is unable to
determine the potential financial magnitude of ¢tke@ms in the event of a final class
certification and the Plaintiff’'s prevailing on theubstantive action, although the
Company would expect a significant adverse findrniai@act from an adverse class
action judgment

The Company is a party to various legal proceedingsiental to its business. The
Company has been named as a defendant in varigakdetions seeking payments
for claims denied by the Company and other monedampages. In the opinion of
management, the ultimate liability, if any, resuitifrom any contingent liabilities that
might arise from litigation are not considered miatein relation to the financial
position or results of operations of the Compameserves for claims payable are
based on the expected claim amount to be paidaftase-by-case review of the facts
and circumstances relating to each claim. A cgeticy exists with regard to these
reserves until the claims are adjudicated and paid.
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ITEM 2 . MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTSOF OPERATIONS

Overview

We conduct operations as an insurance holding coynpenphasizing ordinary life insurance
products in niche markets where we believe we cdeae competitive advantages. Our core
operations include:

* the issuance of ordinary life insurance in U.S.l&etlenominated amounts to foreign
nationals with significant net worth; and

» offering final expense ordinary life insurance tigh the home service distribution
channel in the State of Louisiana.

We also offer ordinary life insurance, credit ifssurance and final expense policies to middle to
low income individuals in the Midwest and southdésrS. We operate through three active
segments and a fourth insignificant segment (Doiméialth) as follows:

International Life. For the past 30 years, CICA and its predecessors participated in the
foreign marketplace through the issuance of U.Sllabdenominated ordinary whole life
insurance to foreign nationals. Traditionally,stmarket has focused on the top 3-5% of the
population of a country in terms of income and wetth. In recent years, however, there has
been a shift to encompass a broader spectrum gbdpelation, as middle classes develop in
South America. We make our insurance productslablai using independent marketing
organizations and independent marketing consultafii® number of our producing independent
consultants has expanded over the years in thimesg@gto approximately 3,100, and we
presently receive applications from more than 3Bntaes outside of the U.S. Historically, the
majority of our international business has comenfrbatin America. However, in 2004 the
Pacific Rim began to represent a meaningful anaviqm@ source of new business, and in 2005
was the leading source of new premium income. frhisd continued through the first quarter of
2006.

In the first three months of 2006, the Internatloh#fe segment generated revenue of
approximately $21.8 million, which accounted for.B% of total revenue, compared to revenue
of $17.0 million, or 49.7% of total revenue for tsame period in 2005. Our strategy in
operating our International Life segment is to @ase new business written through our existing
marketers as well as expand the number of courftoes which we receive policy applications.
New annualized issued and paid premiums from ttegniational market increased by more than
22.6% during the first quarter of 2006, compareth® same period in 2005. The development
of new markets in the Pacific Rim, particularly wan, and the expansion of existing markets in
Latin America were the primary contributors to grewth in this segment.

Since the majority of the Company’s revenues aregged from policies issued in Central and
South America, Citizens has historically experiehaeskewing of premium revenues to the third
and fourth quarters of each year. This seasonalitipie to the seasonal differences between the
U.S. and the Latin American countries. January kelruary are typical vacation months in
Latin America; therefore, new applications tend&olow during that period. The emergence of
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the Taiwanese market will, over time, minimize thedfects, since the vacation periods in the
Pacific Rim more closely parallel those in the U.S.

Home Service LifeThrough a subsidiary, Security Plan, we providalfiexpense ordinary life
insurance to middle to lower income individualsthie State of Louisiana. Our policies in this
segment are sold and serviced through the homésenarketing distribution system utilizing
employee-agents who work on a route system toatghiemiums and service policyholders.

During the first quarter of 2006, revenue from thégment was $13.3 million, which accounted
for 35.0% of our total revenue. For the same kw2005, revenue from this segment was
$12.8 million or 37.3% of our total revenue. Ousimess strategy in this segment is to continue
to serve existing customers in the State of Lon&ias well as expand the business through new
marketing management, which we put in place inyg2®D5. The increase in revenue represents
the overcoming of the effects of Hurricanes Katiana Rita.

In August and September 2005, Hurricanes KatrirthRita struck the Louisiana coast, causing
significant damage and disruption to the New Ordearea. Management estimates one third of
Security Plan’s premium income was located in tffecteed area. Security Plan was not
significantly impacted by death claims relatedhe storms (approximately $100,000); however,
because of uncertainty regarding the collectabibfyfuture premiums from the area, we
amortized approximately $2.3 million of cost of treer relationships acquired in the Security
Plan acquisition during the third quarter of 20@eduse of the decrease in collected premiums
during the quarter. Ultimately, Security Plan €lds2005 with a 4.5% decline in premium
income compared to 2004.

Security Plan’s casualty subsidiary, SPFIC, hafigent catastrophe reinsurance agreements in
place that out of approximately $13.8 million itiested hurricane-related claims and expenses,
the financial impact on SPFIC was approximately0$2,000 ($1,250,000 in claims and
$750,000 in second event premiums) during the thind fourth quarters of 2005, and an
additional $1 million in the first quarter of 2008és claims previously considered closed were
resolved through mediation. The reinsurance agee&nspecify a maximum coverage per
event. SPFIC has reached the maximum retentioifricane Katrina under the catastrophe
reinsurance agreements. Hurricane Rita was thendetatastrophe. SPFIC had secured a new
catastrophe reinsurance contract for any additioatstrophes that might have occurred by year
end 2005. For storms that may occur in 2006, SRTés increased its catastrophe reinsurance
to cover up to $10 million in claims per event amcreased its deductible to $500,000 per event
from $250,000.

Domestic Life. Through our Domestic Life segment, we provide caidinwhole life, credit life
insurance, and final expense policies to middléww income individuals in certain markets in
the midwest and southern U.S. The majority of mwenues in this segment are the result of
acquisitions of domestic life insurance companiaeses1987. We conduct our Domestic Life
business through our two operating life insurandesgliaries.

During the first quarter of 2006, revenue from thégment was $2.8 million, which represented
7.2% of total revenue. For the same period in 288&nue from this segment was $4.3 million,
which was 12.5% of our total revenue. Our busirsésgegy in this segment is to seek to expand
the agency force through second career indeperatgants while also reviewing additional
opportunities to add to the agency force throughuesitions of domestic life insurance
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companies. However, the domestic marketing prodnasexperienced higher than anticipated
lapsation on the acquired books of business.

We also realize earnings from our investment pbetfeife insurance companies earn profits on
the investment float, which reflects the investmiecome earned on the premiums paid to the
insurer between the time of receipt and the timeebts are paid out under policies. Changes in
interest rates, changes in economic conditionsvalatility in the capital markets can all impact
the amount of earnings that we will realize fronn mvestment portfolio.

Marketplace Conditions and Trends

Described below are some of the significant reesents and trends affecting the life insurance
industry and the possible effects they may havewroperations in the future.

As an increasing percentage of the world populateacthes retirement age, we believe
we will benefit from increased demand for livingpgducts rather than death products, as
aging baby boomers will require cash accumulatmrprovide expenses to meet their
lifetime needs. Our ordinary life products are deed for our policyowners to
accumulate cash values to provide for living expsria the insured’s later years while
continuously providing a death benefit.

The volatility in the equity markets over the p&stv years has posed a number of
problems for some companies in the life insuramzhustry. Even though the capital
markets have recovered, not all companies havécipated evenly in the recovery. We
historically have had minimal equity exposure, utithg less than 1% of total invested
assets as of March 31, 2006 and December 31, 20@bwe plan to continue to have
minimal assets in equity investments in the future.

Corporate bond defaults and credit downgrades, lwihiave resulted in other-than-
temporary impairment in the value of many secugjtleave had a material impact on life
insurers in the past few years. We have not iecusignificant losses from bond defaults
for many years. The majority of our investmenttfwdio is held in debt instruments

carrying the full faith and credit of the U.S. Gawmment, or U.S. Government-sponsored
enterprises. As interest rates rise, we may etediversify beyond such instruments;
however, we do not expect to make radical chargésetrisk profile of the portfolio.

Some life insurance companies have recently suffsrgnificant reductions in capital

due to losses, and will have to improve their @péidequacy ratios to support their
business or divest a portion of their business. Waee not experienced any capital
reductions and do not anticipate this trend wifeeff us. We did reduce capital on a
regulatory basis by approximately $20 million wivea acquired Security Plan; however,
we maintain more than adequate levels of capital,vaith the earnings of Security Plan
on a regulatory basis, expect to earn back thisuamwithin two to three years.

Because of the trends described above coupled mwifreasing costs of regulatory
compliance such as the Sarbanes-Oxley Act of 2@@2elieve there is a trend towards
consolidation of domestic life insurance compani@ge believe this should be a benefit
to our acquisition strategy because there shouldnbes complementary acquisition
candidates available for us to consider acquiring.
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* Many of the events and trends affecting the lifunance industry have had an impact on
the life reinsurance industry. These events ledatalecline in the availability of
reinsurance. While we currently cede a limited ant@f our primary insurance business
to reinsurers, we may find it difficult to obtairinsurance in the future, forcing us to
seek reinsurers who are more expensive to use famnot obtain affordable reinsurance
coverage, either our net exposures will increasewer would have to reduce our
underwriting commitments.

Significant Recent Transactions
Cession of Accident and Health Business

A formal contract was signed with a third partytie first quarter of 2006 to sell our primary
accident and health insurance subsidiary, CNLI@, iarexpected to close in mid-2006. CNLIC
represents approximately 70% of our accident aradtthdusiness. The remaining 30% of the
accident and health business will continue to b#edeunder existing coinsurance agreements
with the acquirer of CNLIC.

Management continues to seek acquisitions thatddnvalue to our Company, although at this
time, we have no agreements or understandingsregect to any acquisition. Because of the
growth in our asset base and level of capital, mament expects to seek opportunities for larger
acquisition transactions (those in the $50 milior$100 million purchase price range).

Consolidated Results

The following table sets forth our net income feripds indicated:

Three Months Net Income Per Change from
Ended Net Income ClassA&B Previous Year
March 31 Share
2006 $ 2,049,000 $ 0.04 Y40
2005 2,359,000 0.05 4.3%

Net income for the three months ended March 316208s negatively impacted by a $1.2
million loss incurred by Security Plan Fire, printaas a result of Hurricanes Katrina and Rita.

Total revenues for the first quarter of 2006 we38.% million, an 11.1% increase over the same
period in 2005 when revenues were $34.3 milliorhe Tontinued growth in international life
business and new writing of premium in the homeisersegment is the reason for the increase.

Premium Income Premium income during the first quarter of 200é&eased to $30.2 million
from $27.5 million in 2005, or 10.0%. The 2006 remse is due to increased new business
issued in the international life segment. Addiéityy premium losses in Security Plan as the
result of Hurricanes Katrina and Rita were miniraal have been made up through increased
new business during the first quarter of 2006.

Net Investment IncomeNet investment income increased 2.7% durindfitsequarter of 2006

to $6,270,000 compared to $6,106,000 during theesaeniod in 2005. Available returns were

higher during 2006 compared to 2005. We contimu@vest in bonds of U.S. Government-
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sponsored enterprises, such as FNMA and FHLMC. o,Alate in 2005, approximately $20
million of AAA-rated, tax-exempt municipal bonds mgepurchased, which generated tax-
equivalent yields of 30-40 basis points higher tlmanagency instruments. Management is
currently reviewing its investment guidelines, givine recent increases in interest rates. It is
possible that the Company will diversify its futurvestments in bonds, although management
does not foresee significant changes in the risklpr

Reserves The change in future policy benefit reservesaased from $4,856,000 in the first
quarter of 2005 to $7,106,000 in 2006, predomiyadtle to the significant volume of new
business written over the past two years and agehanproduct mix in 2005 and 2006, which
resulted in larger first year reserves.

Policyholder Dividends Policyholder dividends increased 17.5% durirgfttst quarter of 2006
to $1,022,000 from $870,000 in 2005, due to thetinoed issuance of large volumes of
participating ordinary whole life products. Virtlyaall of our policies on foreign nationals are
participating. The dividends are factored into ptemium pricing to minimize the impact on
profitability.

Claims and SurrendersAs noted in the table below, claims and surrendecreased 13.2%
from $12,369,000 in the first quarter of 2005 to3®P8,000 in 2006. The 2006 increase
primarily relates to casualty claims from Hurricari€atrina and Rita that continued to develop
adversely in 2006.

Quarter Ended March 31,

2006 2005
Death claims $ 5,827,000 6,305,000
Surrender expenses 3,831,000 3,373,000
Endowments 2,424,000 1,909,000
Casualty claims 1,496,000 453,000
Other policy benefits 225,000 208,000
Accident and health benefits 195,000 121,000

Total claims and surrendel $ 13,998,000 12,369,000

Death benefits decreased 7.6% from $6,305,000eifitst quarter of 2005 to $5,827,000 in the
first quarter of 2006. Claims on our internatiobasiness were down slightly during 2006.

Policy surrenders increased 13.6% in the first tgmaof 2006 to $3,831,000 from $3,373,000 in
the same period of 2005. The small face amouetaipur Home Service policies, coupled with
the nature of the policies, is such that surrendershat book of business are relatively low.
Internationally, we experienced a significant imgment in persistency in 2006, as countries in
South America rebounded from economic downturnschviowered surrender benefits.

Endowment benefits increased 27.0% from $1,909)0@0e first quarter of 2005 to $2,424,000
in 2006. We have a series of international pdi¢ieat carry an immediate endowment benefit of
an amount elected by the policy owner. This endemimis paid annually. Like policy
dividends, endowments are factored into the premanady as such, the increase should have no
adverse impact on profitability.
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Casualty claims and other policy benefits amounte®1,721,000 in the first quarter of 2006,
compared to $661,000 in 2005. These other benaféscomprised of supplemental contract
benefits, interest on policy funds and assortearothiscellaneous policy benefits. In 2006,
Home Service casualty claims totaled $1,496,006hpeoed to $453,000 in 2005. The large
increase was due to Hurricanes Rita and Katrinan uAexpected surge in hurricane-related
claims cost occurred in 2006 as a result of regnfanandated mediation, which impacted
numerous claims that were previously closed. Therall net impact on claims from the

hurricanes in 2005 and 2006 was approximately $Romi

Accident and health benefits of $195,000 have lmeeninal since the cession of the majority of
our accident and health business in force accordingcoinsurance agreements effective
January 1, 2004

Commissions Commissions increased 24.9% during the firstrtgnaof 2006 to $8,797,000
from $7,046,000 in 2005. Commissions paid by oomld Service segment in 2006 totaled
$3,200,000, compared to $2,480,000 in 2005, assaltref increased new business, and
International Life segment commissions were higtsewell.

Underwriting, Acquisition and Insurance Expens&nderwriting, acquisition and insurance
expenses decreased 8.4% to $7,074,000 in theqgfiistter of 2006 compared to $7,720,000
during the same period in 2005. The decrease wgslyaattributable to the economies of scale
achieved since the acquisition of Security Plan.

Deferred Policy Acquisition Costs Capitalized deferred policy acquisition costsré@ased
26.0% from $5,021,000 in the first quarter of 2005$6,326,000 during the same period in
2006. This increase was primarily related to tiegease in new life production discussed above.
Amortization of these costs was $2,622,000 and710®0, respectively, in the first quarter of
2006 and 2005.

Cost of Customer Relationships AcquiredAmortization of cost of customer relationships
acquired and other intangibles decreased from $1008 in the first quarter of 2005 to $758,000
during the same period in 2006. No costs of custamlationships related to Security Plan were
amortized in 2006, based on the amount amortiz&d@b anticipating the loss of business due
to the hurricanes.

Liquidity and Capital Resources

Liquidity refers to a company’s ability to generaigficient cash flows to meet the needs of its
operations. Liquidity is managed on insurance aip@ns to ensure stable and reliable sources of
cash flows to meet obligations and is provided bgréety of sources.

Liquidity requirements of Citizens are met primyariby funds provided from operations.
Premium deposits and revenues, investment incordaraestment maturities are the primary
sources of funds while investment purchases, pdiieyefits, and operating expenses are the
primary uses of funds. We historically have nat & liquidate invested assets to provide cash
flow. During the fourth quarter of 2005 and thestfiquarter of 2006, however, SPFIC was
forced to sell approximately $1.5 million of bontts meet the cash outflow related to claims
from Hurricanes Katrina and Rita. Our investmeotssist primarily of marketable debt
securities that could be readily converted to dashquidity needs.
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A primary liquidity concern is the risk of an extrdinary level of early policyholder
withdrawals. We include provisions within our ingoce policies, such as surrender charges,
that help limit and discourage early withdrawa&nce these contractual withdrawals, as well as
the level of surrenders experienced, were largehgistent with our assumptions in asset liability
management, our associated cash outflows haveéadahad an adverse impact on our overall
liquidity. Individual life insurance policies aress susceptible to withdrawal than annuity
reserves and deposit liabilities because policydrsldnay incur surrender charges and undergo a
new underwriting process in order to obtain a nesuiance policy. Cash flow projections and
cash flow tests under various market interest sagmarios are also performed annually to assist
in evaluating liquidity needs and adequacy. Waeranily anticipate that available liquidity
sources and future cash flows will be adequatedetraur needs for funds.

In the past, cash flows from our insurance opematitave been sufficient to meet current needs.
Cash flows from operating activities were $6.0 ioill and $5.5 million for the three months
ended March 31, 2006 and 2005, respectively. We laditionally also had significant cash
flows from both scheduled and unscheduled investrseaurity maturities, redemptions, and
prepayments. Net cash outflows from investmeniviagttotaled $11.1 million for the three
months ended March 31, 2006 and net cash inflotedeb $25.9 million for the three months
ended March 31, 2005. The outflows from investgyvity for the three months ended March
31, 2006, primarily related to the investment ofess cash and cash equivalents generated from
operations. In 2005, the inflow resulted from ¢igant call activity in our fixed income
portfolio.

Stockholders’ equity at March 31, 2006 was $131,803 compared to $136,963,000 at
December 31, 2005. The 2006 decrease was dueadalized losses on our bond portfolio net
of tax of $11,506,000. The unrealized losses teddtom increases in interest rates in 2005 and
2006, which had the effect of decreasing the falu@ of our fixed income investment portfolio.

Invested assets increased 1.5% to $492,028,000 amthM31, 2006 from $484,811,000 at
December 31, 2005. Fixed maturities are categrigtd two classifications: fixed maturities
held-to-maturity, which are reported at amortizedtc and fixed maturities available-for-sale
which are reported at fair value.

Fixed maturities available-for-sale and fixed maies held-to-maturity were 93.1% and 1.6%,
respectively, of invested assets at March 31, 20®ged maturities held to maturity, amounting
to $7,673,000 at March 31, 2006, consist of U.Sea$ury and U.S. Government agency
securities. Management has the intent and alditithold the securities in unrealized loss
position to maturity or full recovery in value.

Policy loans comprised 4.8% of invested assets atcM 31, 2006, compared to 4.9% at
December 31, 2005. These loans, which are setyrdte underlying policy values, have yields
ranging from 5% to 10% and maturities that areteelao the maturity or termination of the
applicable policies. Management believes that wantain adequate liquidity despite the
uncertain maturities of these loans.

Our cash balances at our primary depositories wign@ificantly in excess of Federal Deposit
Insurance Corporation coverage at March 31, 2006 Bacember 31, 2005. Management
monitors the solvency of all financial institutioms which we have funds to minimize the
exposure for loss. Management does not believeangeat significant risk for such a loss.
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During 2006, we intend to continue to utilize higiltade commercial paper as a cash
management tool to minimize excess cash balancksrdrance returns.

In the wake of bankruptcy filings by large corpaat in recent years, concern was raised
regarding the use of certain off-balance sheetiapparpose entities such as partnerships to
hedge or conceal losses related to investmentitgctiwe do not utilize special purpose entities
as investment vehicles, nor are there any suchiesnin which we have an investment that
engage in speculative activities of any descripteord we do not use such investments to hedge
our investment positions.

The National Association of Insurance Commissionbes established minimum capital
requirements in the form of Risk-Based Capital (RBRBC factors the type of business written
by an insurance company, the quality of its assats, various other factors into account to
develop a minimum level of capital called “authedzcontrol level RBC” and compares this
level to an adjusted statutory capital that inctudapital and surplus as reported under statutory
accounting principles, plus certain investment mese Should the ratio of adjusted statutory
capital to control level risk-based capital fallldve 200%, a series of actions by the affected
company would begin. At March 31, 2006 and Decenffe 2005, all of our insurance
subsidiaries were above required minimum levels.

We signed a revolving line of credit agreement frR®gions Bank for a $30 million credit
facility for use in acquisitions in March 2004. @rctober 1, 2004, we entered into a Second
Amendment to the Loan Agreement that converted atterm loan a $30 million advance
against the line of credit made in connection wlith acquisition of Security Plan. The loan was
repaid in April 2005. In November 2005, we exeduticuments to renew the line of credit
through October 2006, and to increase the borrowamacity to $75 million. No amounts were
outstanding at March 31, 2006. Provisions of théstanding preferred stock issue limit the
amount we can borrow without the Company’s pretesteckholders’ consent to $30 million.
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We have committed to the following contractual ghations as of March 31, 2006 with the
payments due by the period indicated below:

Contractual Less than 1t03 3to5 More than
Obligation Total 1 year years years 5 years

(In Thousands)

Operating leases $ 931 323 406 202 -
Other 201 115 86 - -
Total operating
leases and other $ 1,132 438 492 202 -

Future policy benefit reserves:

Life insurance $ 447,578 3,918 926 8,691 434,043
Annuities 19,909 4,922 3,002 5,473 6,512
Accident and health 11,441 11,441 -- - --

Total future policy
benefit reserves $ 478,928 20,281 3,928 14,164 440,555

Policy claims payable:

Life insurance $ 5,982 5,982 - - -
Accident and health 1,791 1,791 - - -
Casualty 1,647 1,647 - - -
Total policy
claims payable $ 9,420 9,420 -- - -
Convertible preferred stock $ 16,251 -- -- 16,251 --
Total contractual obligations $ 505,731 30,139 4,420 30,617 440,555

The payments related to the future policy benefitg policy claims payable reflected in the table
above have been projected utilizing assumptiongedagoon our historical experience and
anticipated future experience.

Parent Company Liquidity and Capital Resources

We are a holding company and have had minimal ¢dipesaof our own. Our assets consist of
the capital stock of our subsidiaries. Accordinglyr cash flows depend upon the availability of
statutorily permissible payments, primarily paynsenohder management agreements from our
two primary life insurance subsidiaries, CICA aret&ity Plan. The ability to make payments
is limited by applicable laws and regulations ofidzado, the state in which CICA is domiciled,
and Louisiana, the state in which Security Pladasiiciled, which subject insurance operations
to significant regulatory restrictions. These |laamsl regulations require, among other things, that
these insurance subsidiaries maintain minimum salyeequirements and limit the amount of
dividends these subsidiaries can pay to the holdompany. We historically have not relied
upon dividends from subsidiaries for our cash floeeds and we do not intend to do so in the
future.
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We are not currently planning to make any significaapital expenditures. We may make
acquisitions in 2006 or subsequent years, and wikld¢ocur debt as we did in the Security Plan
acquisition. In April 2005, we repaid the $30 il we borrowed on October 1, 2004 for the
acquisition.

Critical Accounting Policies
Our critical accounting policies are as follows:
Policy Liabilities

Future policy benefit reserves have been compuiedhbé net level premium method with

assumptions as to investment vyields, dividends antigipating business, mortality and

withdrawals based upon our industry experience.prbparation of financial statements requires
management to make estimates and assumptions ffeat the reported amount of policy

liabilities and the increase in future policy behektserves. Management's judgments and
estimates for future policy benefit reserves previmt possible unfavorable deviation.

We continue to use the original assumptions (inolgida provision for the risk of adverse
deviation) in subsequent periods to determine th@nges in the liability for future policy
benefits (the “lock-in concept”) unless a premiueficiency exists. Management monitors these
assumptions and has determined that a premiumieteficdoes not exist. Management believes
that our policy liabilities and increase in futyselicy benefit reserves as of and for the three
months ended March 31, 2006 are based upon assuspincluding a provision for the risk of
adverse deviation, that do not warrant revisione Télative stability of these assumptions and
management’s analysis is discussed below.

Deferred Policy Acquisition Costs

Acquisition costs, consisting of commissions andicgoissuance, underwriting and agency
expenses that relate to and vary with the prodoaifmew business, are deferred. These deferred
policy acquisition costs are amortized primarilyeothe estimated premium paying period of the
related policies in proportion to the ratio of #r@nual premium recognized to the total premium
revenue anticipated, using the same assumption®i@sused in computing liabilities for future
policy benefits.

We utilize the factor method to determine the amaircosts to be capitalized and the ending
asset balance. The factor method is based on tizeafapremium revenue recognized for the

policies in force at the end of each reportinggegompared to the premium revenue recognized
for policies in force at the beginning of the repag period. The factor method ensures that
policies that lapsed or surrendered during the rteqgp period are no longer included in the

deferred policy acquisition costs calculation. Thetor method limits the amount of deferred

costs to its estimated realizable value, providetla experience is comparable to that

contemplated in the factors.

Inherent in the capitalization and amortizationdeferred policy acquisition costs are certain
management judgments about what acquisition costsleferred, the ending asset balance and
the annual amortization. Over 85% of our capitalideferred acquisition costs are attributed to
first year excess commissions. The remaining 158a#tributed to costs that vary with and are
directly related to the acquisition of new and meakinsurance business. Those costs generally
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include costs related to the production, undergitand issuance of new business. Use of the
factor method, as discussed above, limits the atmoumnamortized deferred policy acquisition
costs to its estimated realizable value providetlacexperience is comparable to that
contemplated in the factors and results in amditimaamounts such that policies that lapse or
surrender during the period are no longer includeitie ending deferred policy acquisition cost
balance.

A recoverability test that considers among othéng, actual experience and projected future
experience, is performed at least annually by tipiagty actuarial consultants. These annual
recoverability tests initially calculate the avai premium (gross premium less benefit net
premium less percent of premium expense) for theé 86 years. The available premium per
policy and the deferred policy acquisition costs pelicy are then calculated. The deferred
policy acquisition costs are then evaluated over methods utilizing reasonable assumptions
and two other methods using pessimistic assumptidhe two methods using reasonable
assumptions illustrate an early-deferred policy ugition recoverability period. The two

methods utilizing pessimistic assumptions still mup early recoverability of our aggregate
deferred policy acquisition costs. Based upon ti@yais performed to only capitalize expenses
that vary with and are directly related to the asijon of new and renewal insurance business,
utilization of the factor method and annual recabdity testing, management believes that our
deferred policy acquisition costs and related airatibn as of and for the three months ended
March 31, 2006 and 2005 limits the amount of defitcosts to its estimated realizable value.

Valuation of Investments in Fixed Maturity and BEg8ecurities

At March 31, 2006, investments in fixed maturitydagquity securities were 94.6% and 0.1%,
respectively, of total investments. Approximat®B.4% of our fixed maturities were classified
as available-for-sale securities at March 31, 2008 the remaining 1.6% classified as held-to-
maturity securities based upon our intent and tgbib hold these securities to maturity. All
equity securities at March 31, 2006 are classiisdavailable-for-sale securities. We have no
fixed maturity or equity securities that are cléisdias trading securities at March 31, 2006.

Additionally, at March 31, 2006, 64.7% of our fixedaturity securities were invested in
securities backed by the full faith and credit bé tU.S. Government or U.S. Government-
sponsored entities. We evaluate the carrying vafugur fixed maturity and equity securities at
least quarterly. A decline in the fair value of dixgd maturity or equity security below cost that
is deemed other than temporary is charged to eggmesulting in the establishment of a new
cost basis for the security. The new cost basieichanged for subsequent recoveries in the fair
value of the fixed maturity or equity security. Withe exception of Security Plan, virtually all
investments of our subsidiaries are in bonds tlaatycthe full faith and credit of the U.S.
Government or U.S. Government-sponsored enterpriseSecurity Plan has significant
investments in corporate and municipal bonds.

Gross unrealized losses on fixed maturities avisitdr-sale amounted to $17,651,000 as of
March 31, 2006. These securities are primarilyestinents in callable instruments issued by
U.S. Government-sponsored enterprises and U.S. rGmest agencies. It is remote that
unrealized losses on these securities will resutealized losses, since we have the intent and
believe we have the ability to hold these secwitethe call date or maturity date. Based upon
our emphasis on investing in fixed maturity seesiprimarily composed of obligations of U.S.
Government sponsored corporation, U.S. Treasuryrges and obligations of the U.S.
Government and agencies and our analysis whethdmee in fair value below cost are
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temporary or other-than-temporary, management\edi¢hat our investments in fixed maturity
and equity securities at March 31, 2006 are notained, and no other-than-temporary losses
need to be recorded. The losses are due to tlpooaonterest rate being less than the prevailing
market interest rates at March 31, 2006.

These securities are being monitored by us to ohater if the unrealized loss as of March 31,
2006 indicates there is a loss that is other-teampbrary. As of March 31, 2006, we have
determined that there are no other-than-temponapairments on these securities.

Premium Revenue and Related Expenses

Premiums on life and accident and health poliaiesreported as earned when due or, for short
duration contracts, over the contract period onr@ nata basis. Benefits and expenses are
associated with earned premiums so as to restdtgnition of profits over the estimated life of
the contracts. This matching is accomplished bsuimeeof provisions for future benefits and the
capitalization and amortization of deferred pok@guisition costs.

Annuities are accounted for in a manner consisiétfit accounting for interest bearing financial
instruments. The annuity products issued do ndtdecfees or other such charges.

Accounting Pronouncements

In September 2005, the American Institute of CiedifPublic Accountants (AICPA) issued
Statement of Position (SOP) 05Accounting by Insurance Enterprises for Deferreduisition
Costs in Connection with Modifications or Exchangésnsurance Contract§SOP 05-1). SOP
05-1 provides guidance on accounting by insuramtergrises for deferred acquisition costs on
internal replacements of insurance and investmaemitracts other than those specifically
described in Statement of Financial Accounting &ad (SFAS) No. 97Accounting and
Reporting by Insurance Enterprises for Certain Ldgyation Contracts and For Realized
Gains and Losses from the Sale of Investm&® 05-1 defines an internal replacement as a
modification in product benefits, features, righis,coverages that occurs by the exchange of a
contract for a new contract, or by amendment, esefoent, or rider to a contract, or by the
election of a feature or coverage within a contrdctder SOP 05-1, modifications that result in a
substantially unchanged contract will be accoufdeds a continuation of the replaced contract.
A replacement contract that is substantially chdng# be accounted for as an extinguishment
of the replaced contract resulting in a releasaurmdmortized deferred acquisition costs and
unearned inducements associated with the replamattlact. The guidance in SOP 05-1 will be
applied prospectively and is effective for intermaplacements occurring in fiscal years
beginning after December 15, 2006. The Companurigently evaluating the impact of SOP 05-

1 and does not expect that the pronouncement wailea material impact on the Company's
consolidated financial statements.

In June 2005, the Financial Accounting Standardar@¢FASB) completed its review of EITF
Issue No. 03-1The Meaning of Other-Than-Temporary Impairment disd Application to
Certain InvestmentgEITF 03-1). EITF 03-1 provides accounting guidanegarding the
determination of when an impairment of debt andkeiable equity securities and investments
accounted for under the cost method should be deresi other-than-temporary and recognized
in income. EITF 03-1 also requires certain quatitiéaand qualitative disclosures for debt and
marketable equity securities classified as avalditi-sale or held-to-maturity under SFAS No.
115, Accounting for Certain Investments in Debt and Bqdecurities (SFAS 115), that are
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impaired at the balance sheet date but for whiclother-than-temporary impairment has not
been recognized. The FASB decided not to providitiadal guidance on the meaning of other-
than-temporary impairment but has issued FASB SRafition (FSP) 115-IThe Meaning of
Other-Than-Temporary Impairment and its Applicatitn Certain Investment§~SP 115-1),
which nullifies the accounting guidance on the dateation of whether an investment is other-
than-temporarily impaired as set forth in EITF QF8P 115-1 is effective on a prospective basis
for other-than-temporary impairments on certain estitnents in periods beginning after
December 15, 2005. The Company adopted FSP 1tbJdamuary 1, 2006 and it did not have a
material impact on the Company’s consolidated fomrstatements.

In May 2005, the FASB issued SFAS No. 1Bd4counting Changes and Error Correctiorasd
FASB Statement No. 3 (SFAS 154). The statementires| retrospective application to prior
periods’ financial statements for a voluntary chang accounting principle unless it is deemed
impracticable. It also requires that a change m itethod of depreciation, amortization, or
depletion for long-lived, non-financial assets beanted for as a change in accounting estimate
rather than a change in accounting principle. SEA% is effective for accounting changes and
corrections of errors made in fiscal years begigrafier December 15, 2005. SFAS 154 did not
have any material impact on the Company's congdelidfnancial statements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

General

The nature of our business exposes us to marlkket Market risk is the risk of loss that may
occur when changes in interest rates and publidyeptices adversely affect the value of our
invested assets. Interest rate risk is our primaayket risk exposure. Substantial and sustained
increases and decreases in market interest ratesffezt the market value of our investments.
The market value of our fixed maturity, mortgagarioportfolio and policy loans generally
increases when interest rates decrease, and deswghsn interest rates increase.

Market Risk Related to Interest Rates

Our exposure to interest rate changes results fsamsignificant holdings of fixed maturity
investments, policy loans and mortgage loans ohestate, all of which comprised more than
99% of our investment portfolio as of March 31, @00These investments are mainly exposed
to changes in U.S. Treasury rates. Our fixed nitasrinvestments include U.S. Government
bonds, securities issued by government agencids;@porate bonds. Approximately 64.7% of
the fixed maturities we owned at March 31, 2006 ms&ruments of U.S. Government-
sponsored enterprises, or are backed by U.S. Giongrinagencies.

To manage interest rate risk, we perform periptagections of asset and liability cash flows to

evaluate the potential sensitivity of our investitseand liabilities. We assess interest rate
sensitivity with respect to our available-for-séileed maturities investments using hypothetical
test scenarios that assume either upward or doveh®@® basis point shifts in the prevailing

interest rates. The following tables set forth plmeential amount of unrealized gains (losses)
that could be caused by 100 basis point upwarddamechward shifts on our available-for-sale

fixed maturities investments as of the dates irtdita

March 31, 2006

Decreases in Interest Rates Increases in Interest Rates
300 Basis 200 Basis 100 Basis 100 Basis 200 Basis 300 Basis
Points Points Points Points Points Points

$49,125,000 $31,283,000 $16,202,000 $(47,195,000) $(78,422,000) $(106,014,000)

December 31, 2005

Decreases in Interest Rates Increases in Interest Rates
300 Basis 200 Basis 100 Basis 100 Basis 200 Basis 300 Basis
Points Points Points Points Points Points

$65,930,000 $42,730,000 $23,279,000 $(42,198,000) $(73,921,000) $(102,269,000)

While the test scenario is for illustrative purp@smnly and does not reflect our expectations
regarding future interest rates or the performanicéixed-income markets, it is a near-term
change that illustrates the potential impact ohsements. Due to the composition of our book of
insurance business, we believe it is unlikely thatwould encounter large surrender activity due
an interest rate increase that would force usgpatie of our fixed maturities at a loss.
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There are no fixed maturities or other investmeéhid we classify as trading instruments. At
March 31, 2006 and December 31, 2005, we had restments in derivative instruments.

Market Risk Related to Equity Prices

Changes in the level or volatility of equity pricaiect the value of equity securities we hold as
investments. However, our equity investments pbdfwas less than 1% of our total
investments at March 31, 2006. Thus, we beliegéghgnificant decreases in the equity markets
would have an immaterial impact on our total inwestt portfolio.
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ITEM 4. CONTROLS AND PROCEDURES

(a) Disclosure Controls and Procedures

We have established disclosure controls and praoesdip ensure, among other things, that
material information relating to the Company, intthg its consolidated subsidiaries, is made
known to the officers who certify our financial meps and to the other members of senior
management and the Board of Directors.

Our President and Chief Executive Officer (CEO) and Chief Financial Officer (CFO) are
responsible for establishing and maintaining disate controls and procedures for the Company
(as defined in Rules 13a-15(e) and 15d-15(e) utiterSecurities Exchange Act of 1934, as
amended (“Exchange Act”)). Based upon our evabnasit the end of the period, the President
and Chief Executive Officer and Chief Financial iG#f concluded that the Company’s
disclosure controls and procedures were effectsr@fathe end of the period covered by this
quarterly report.

(b) Management Report on Internal Control over Fioial Reporting

Management of the Company is responsible for @stabh and maintaining adequate internal
control over financial reporting. Management assdsthe Company’s internal control over
financial reporting based on criteria establishedniernal Control — Integrated Framework
issued by the Committee of Sponsoring Organizatminthe Treadway Commission (COSO).
Based on this assessment, management has condlueledompany did maintain effective
internal control over financial reporting as of Mar31, 2006.

(c) Change in Internal Control over Financial Repog
In 2006, the Company continues to monitor and ealits internal controls. Management is

focused on improving and refining those controleeady in place, as well as evaluating
procedures that may have changed since the er@Déf 2
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Iltem 1.

PART Il. OTHER INFORMATION

Legal Proceedings

Cause Number 03-0505; Citizens Insurance Compangnoérica, Citizens, Inc.,
Harold E. Riley and Mark A. Oliver, Petitioners F#ernando Hakim Daccach,
Respondent, in the Supreme Court of Texas.

This lawsuit has been certified as a class actiothb Texas District Court, Austin,
Texas, and affirmed by the Court of Appeals for Terd District of Texas. We

appealed the grant of class status to the Texasee®epCourt, with oral arguments
occurring on October 21, 2004. We have not yetived a decision from the Texas
Supreme Court.

The suit names as a class all non-U.S. residentspuichased insurance policies or
made premium payments since August 1996 and assigokcy dividends to two
non-U.S. trusts for the purchase of our class Arnomstock. It alleges that our life
insurance policies made available to these non-+tgéssdents, when combined with a
policy feature that allows policy dividends to Issigned to the trusts for the purpose
of accumulating ownership of the our Class A comrsimtk, along with allowing the
policyholders to make additional contributions e trusts, were actually offers and
sales of securities that occurred in Texas by ustegd dealers in violation of Texas
securities laws. The remedy sought is rescissiahreturn of the insurance premium
payments.

We assert that, among other things, U.S. law, tholy Texas law, does not apply to

the operations of the trusts, and therefore, nargexs registration provisions apply,

nor do laws relating to broker-dealer registratipply. Further, it is our position that

the Plaintiff's securities claims, based on Texasusties laws, are not valid, that no
broker registration is required by us or our mangftonsultants, and the class as
defined is not appropriate for class certificatioecause it does not meet the legal
requirements for class treatment under Texas law.

We intend to vigorously defend against the classfication, as well as against the

other securities related claims in this case. H@wmewe are unable to determine the
potential financial magnitude of the claims in #anent of a final class certification

and the Plaintiff's prevailing on the substantivai@, although we would expect a
significant adverse financial impact from an adeeasiass action judgment.

We are a party to various legal proceedings indaldo its business. We have been
named as a defendant in various legal actions rsggddyments for claims denied by
us and other monetary damages. In the opinionasfagement, the ultimate liability,
if any, resulting from any contingent liabilitidlsat might arise from litigation are not
considered material in relation to our financialsgion or results of operations.
Reserves for claims payable are based on the edgeleim amount to be paid after a
case-by-case review of the facts and circumstamekging to each claim. A
contingency exists with regard to these reservéi tine claims are adjudicated and
paid.
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ltem 1.A Risk Factors

No change.

ltem 2. Unreqistered Sales of Equity Securities andse of Proceeds

None.

ltem 3. Defaults upon Senior Securities

None.

ltem 4. Submission of Matters to a Vote of Securitydolders

No matters were submitted to our shareholdersg the first calendar quarter of 2006.

ltem 5. Other Information

None.

ltem 6. Exhibits

31.1 Certification of Chief Executive Officer Pursuatiat Section 302 of the
Sarbanes-Oxley Act*

31.2 Certification of Chief Financial Officer Pursuattt Section 302 of the
Sarbanes-Oxley Act*

32.1 Certification of Chief Executive Officer Pursuatat Section 906 of the
Sarbanes-Oxley Act*

32.2 Certification of Chief Financial Officer Pursuattt Section 906 of the

Sarbanes-Oxley Act*

* Filed herewith.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly
caused this report to be signed on its behalf bytidersigned thereunto duly authorized.

CITIZENS, INC.

By: /s/ Mark A. Oliver
Mark A. Oliver
President and Chief Executive Officer

By: /s/ Larry E. Carson
Larry E. Carson
Vice President, Chief Financial Officer
and Treasurer

Date: May 10, 2006
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EXHIBIT 31.1

Certification of Chief Executive Officer Under
Section 302 of the Sarbanes-Oxley Act of 2002

[, Mark A. Oliver, President and Chief Executiv#fiCer of Citizens, Inc., certify that:

1. | have reviewed this Quarterly Report on For@-QQ of Citizens, Inc.
(“registrant”);

2. Based on my knowledge, this report does notatorany untrue statement of a
material fact or omit to state a material fact sseey to make the statements made, in light of
the circumstances under which such statements made, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statemeamis other financial information
included in this report, fairly present in all maaé respects the financial condition, results of
operations and cash flows of the registrant aardd,for, the periods presented in this report;

4, The registrant’s other certifying officer andre responsible for establishing and
maintaining disclosure controls and proceduredéimed in Exchange Act Rule 13a-15(e) and
15d-15(e)) and internal control over financial reépg (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and praesduwr caused such disclosure
controls and procedures to be designed under opergsion, to ensure that material
information relating to the registrant, including consolidated subsidiaries, is made known
to us by others within those entities, particuladlyring the period in which this report is
being prepared;

(b) Designed such internal control over finaheeporting, or caused such internal
control over financial reporting to be designed emolur supervision, to provide reasonable
assurance regarding the reliability of financighading and the preparation of financial
statements for external purposes in accordance weéherally accepted accounting
principles;

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures
and presented in this report our conclusions atbaet effectiveness of the disclosure
controls and procedures, as of the end of the gparawered by this report based on such
evaluation; and

(d) Disclosed in this report any change in thgisteant's internal control over
financial reporting that occurred during the regist's most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case mfamnual report) that has materially affected,
or is reasonably likely to materially affect, thegistrant’s internal control over financial
reporting; and
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5. The registrant’s other certifying officer andhdve disclosed, based on our most
recent evaluation of internal control over finahegporting, to the registrant’s auditors and the
audit committee of the registrant’s board of dioest(or persons performing the equivalent

functions):

€)) All significant deficiencies and material easses in the design of operation of
internal control over financial reporting which aeasonably likely to adversely effect the
registrant’s ability to record, process, summaad report financial information; and

(b) Any fraud, whether or not material, that itwes management or other employees
who have a significant role in the registrant’smial control over financial reporting.

Date: May 10, 2006

Signature: /sl _Mark A. Oliver
Mark A. Oliver
Title: President and Chief Executive Officer
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EXHIBIT 31.2

Certification of Chief Financial Officer Under
Section 302 of the Sarbanes-Oxley Act of 2002

[, Larry E. Carson, Vice President, Chief FinahQ#icer and Treasurer of Citizens, Inc.,
certify that:

1. | have reviewed this Quarterly Report on Forf-QQ of Citizens, Inc.
(“registrant”);

2. Based on my knowledge, this report does notatorany untrue statement of a
material fact or omit to state a material fact sseey to make the statements made, in light of
the circumstances under which such statements made, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statemeamis other financial information
included in this report, fairly present in all maaé respects the financial condition, results of
operations and cash flows of the registrant aardd,for, the periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and
maintaining disclosure controls and proceduredéimed in Exchange Act Rule 13a-15(e) and
15d-15(e)) and internal control over financial rgpg (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and praesdwr caused such disclosure
controls and procedures to be designed under opergsion, to ensure that material
information relating to the registrant, includinig consolidated subsidiaries, is made known
to us by others within those entities, particuladlyring the period in which this report is
being prepared;

(b) Designed such internal control overmfioial reporting, or caused such internal
control over financial reporting to be designed emolur supervision, to provide reasonable
assurance regarding the reliability of financighading and the preparation of financial
statements for external purposes in accordance weéherally accepted accounting
principles;

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures
and presented in this report our conclusions ahbet effectiveness of the disclosure
controls and procedures, as of the end of the gparawered by this report based on such
evaluation; and

(d) Disclosed in this report any change in thgisteant’s internal control over
financial reporting that occurred during the regist's most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case mfamnual report) that has materially affected,
or is reasonably likely to materially affect, thegistrant’s internal control over financial
reporting; and
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5. The registrant’s other certifying officer andhdve disclosed, based on our most
recent evaluation of internal control over finahegporting, to the registrant’s auditors and the
audit committee of the registrant’s board of dioest(or persons performing the equivalent

functions):

(@) All significant deficiencies and material easses in the design of operation of
internal control over financial reporting which aeasonably likely to adversely effect the
registrant’s ability to record, process, summaaad report financial information; and

(b) Any fraud, whether or not material, that itwes management or other employees
who have a significant role in the registrant’smial control over financial reporting.

Date: May 10, 2006

Signature: /sl Larry E. Carson
Larry E. Carson
Title: Vice President, Chief Financial Officercamreasurer
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EXHIBIT 32.1

Certification of Chief Executive Officer
of Citizens, Inc. Pursuant to 18 U.S.C. §1350

[, Mark A. Oliver, certify that:

In connection with the Quarterly Report on FormQof Citizens, Inc (theCompany)
for the period ended March 31, 2006, as filed il Securities and Exchange Commission on
the date hereof (theReport), I, Mark A. Oliver, President and Chief Execuwifficer of the
Company, certify, pursuant to 18 U.S.C. 81350, @spted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

1. the Report fully complies with the requiremeatsSection 13(a) or 15(d) of the

Securities Exchange Act of 1934, as amended; and

2. the information contained in the Report fairfggents, in all material respects, the

financial condition and results of operations & @ompany.

/s/ Mark A. Oliver
Name: Mark A. Oliver
Title: President and Chief Executive Officer
Date: May 10, 2006
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EXHIBIT 32.2

Certification of Chief Financial Officer
of Citizens, Inc. Pursuant to 18 U.S.C. §1350

[, Larry E. Carson, certify that:

In connection with the Quarterly Report on FormQof Citizens, Inc. (theCompany))
for the period ended March 31, 2006 as filed with Securities and Exchange Commission on
the date hereof (theReport), I, Larry E. Carson, Vice President, Chief Fioai Officer and
Treasurer of the Company, certify, pursuant to 18.0. 81350, as adopted pursuant to Section

906 of the Sarbanes-Oxley Act of 2002, that:

1. the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the

Securities Exchange Act of 1934, as amended; and

2. the information contained in the Report fairfggents, in all material respects, the

financial condition and results of operations & @ompany.

/s/ Larry E. Carson

Name: Larry E. Carson

Title: Vice President, Chief Financial Oic
and Treasurer

Date: May 10, 2006
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