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tewart serves up community involvemen

all over the country. In July 2003, Stewart

sponsored the Players That Care® event in Las

Vegas, raising more than $100,000 for research to

cure ovarian cancer. Donors paid $125 each in an

attempt to return a serve from tennis great Serena

Williams, a supporter of the fight against

the disease. Stewart also sponsored local under-
ith the Andre Agassi

Williams. In the pages ahead, we show how
Stewart served up far-reaching company goals to

. Game, set and match.




About the Company

Stewart is a technology driven, strategically competitive, real estate information and
transaction management company providing title insurance and related services through
more than 7,200 issuing locations in the United States and several international markets.
Stewart delivers via e-commerce the services required for settlement by the real estate and
mortgage industries — including title reports, flood determinations, credit reports,
appraisals and AVMs, document preparation, property reports and background checks.
Stewart also provides post-closing services to lenders, automated county clerk land records,
property ownership mapping, geographic information services for governmental entities
and expertise in tax-deferred exchanges. More information can be found at

www.stewart.com.

Table of Contents Financial Highlights
) 2003 2002

Letter to Shareholders, Associates and Customers 3

Associate Effectiveness ................ ... 6 Per share amounts:

Customer Satisfaction .................... 8 Net earnings - diluted...... $ 6.88 b 5.30

Internal Operations Improvement .......... 12 f/looi \t’alu.e """"""""" 34.47 27.84
Market price as

Revenue and Market Share Growth ......... 14 of De?:ember 31 40.55 9139

Profit/Performance . ...................... 16 Price range

Financials .. ... ... .. ... . . 17 High ...........o. ... 41.45 99 50

Corporate Information ................ ... IBC Low............. SR 20.76 15.05

Amounts in millions:

Revenues................... $ 2,243.3 $ 1,779.7
Net earnings ............... 123.8 94.5
Total assets................. 1,031.9 844.0
Stockholders’ equity........ 621.4 493.6

2003 Annual Report

—_







Fellow Shareholders, Associates and Customers

tewart served it up this year with an all-time record financial performance to sharehold-
ers. We achieved this performance with a disciplined focus on our customer segments of real estate
professionals, lenders, builders, commercial brokers and lawyers. For the third year in a row, Stewart
is included in the prestigious forbes Platinum 400 list of America’s best performing big companies
and remains on the Standard & Poor’s SmallCap 600 Index and the FORTUNE 1000 list of
companies. We welcomed Robert L. Clarke as a stellar addition to our already highly talented board
of directors. This past year began the offering by Stewart to lenders and title agencies of a bundled
package of services facilitating real estate transactions. International expansion included office
openings in South Korea and Australia.

Financial Summary — A Value-Creating Entity

Stewart served some “aces” in 2003, with the year featuring all-time records in revenues, profits,
earnings per share, orders and book value per share. Revenues slammed above the $2 billion mark
for the first time in our history, essentially doubling the $1.1 billion we earned in 1999.

Book value surged from $27.84 per share at the end of 2002 to $34.47 at December 31, 2003 -
an increase of 24 percent. In the past 10 years, book value has grown from $12.69 to $34.47, an
average increase of more than 17 percent per year. The resumption of an annual cash dividend in
the fourth quarter of 2003 of $0.46 per share further served to show our focus on enhancing share-
holder value.

Strategy
As we go forward into 2004, our strategic goals of associate effectiveness, customer service,
enhanced internal operations, revenue and market share growth and greater profits are the focuses
of our managerial process. This includes right-sizing the company in an ever-changing economic
landscape.

We build on the foundations of a 111-year old company invigorated by technology. From a
technology perspective, we are focusing on five areas by:

* Providing technology tools to our associates

* Improving service to our business partners’ customers

* Providing greater productivity throughout the real estate transaction process for each

customer and transaction participant
"+ Growing the company through counter-cyclical and international businesses

* Increasing our profit margins
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Stewart served some “aces” 1n 2003, with all-time records in
revenues, profits, earnings per share, orders and book value

per share. Revenues slammed above the $2 billion mark.

Our transaction management solution, SureClose®, is profoundly changing our business,
facilitating a movement for both our internal operations and our customers from paper-based
transactions to complete electronic processing. The long-term impacts are reduced photocopy, doc-
ument delivery and storage expenses, as well as improved productivity for our associates. In addi-
tion, SureClose enhances communication and product delivery on each file, which benefits all par-
ties to the real estate transaction.

Going forward into 2004, we will complete testing and begin the roll out of an automated examina-
tion and underwriting of the title commitment. We believe that our title professionals can use this tech-

nological advance to successfully meet productivity levels and deliver high-quality customer service.

Outlook

Expectations by industry experts for 2004 are for the second-best year in sales of existing and new
homes, and continued growing volume in the higher-margin commercial lines. Refinance activity
will return to normal levels of approximately 20 percent of all loan applications, compared to times
in 2003 when this segment represented 70 percent or more of all loan applications. Fannie Mae 1s
forecasting a 50 percent or more reduction in one-to-four family lending in 2004 — nearly all in
refinancing. The reduction in these lower revenue refinance transactions will likely reduce industry-
wide top-line title insurance revenues by 20 to 25 percent in 2004, We realize the challenge of
declining revenues in 2004 and are carefully managing our costs.

Winning requires follow-through from game to set to match. To our customers we reiterate the
promise of magnificent service delivered by outstanding Stewart associates and industry-leading tech-
nology. We will continue to serve it up to our shareholders in 2004. We thank our exceptional
associates for their outstanding performance in 2003.

i S o )

Malcolm S. Morris Stewart Morris, Jr.
Chairman of the Board and President and
Co-Chief Executive Officer Co-Chief Executive Officer
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Stewart Serves Up

Associate

Effectiveness

Seminole/Largo (Florida) Office Manager Beth
Hernandez won the Magnificent Service Award
for a “fantastic job” on a Bank of America loan
N package. Her boss is Stewart Title of Pinellas
/oA President Kevin Hussey.
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L/’/ \_\ssociate effectiveness ranks first in the strategic execution of Stewart’s goals because the
source of business value has shifted from tangible to intangible assets. In 2002, Harvard Business School
authors Robert S. Kaplan and David P. Norton estimated that the average market value of intangible
assets — such as intellectual capital, goodwill and especially human capital - in many companies is as
high as 85 percent. This was a significant increase from 1982 Brookings Institution data placing
intangible assets on average as 38 percent of a company’s market value.

Stewart’s goal focuses on recruiting, training and retaining associates to achieve higher levels of job
satistaction. “We rely on periodic associate surveys to tell us if we are heading in the right direction and
where we may need a course correction,” said Nita Hanks, senior vice president, Employee Services.
Coming off a demanding year where title order counts in the first and second quarters were 54
percent and 81 percent higher, respectively, than the same periods a year ago, retaining motivated




associates is a key to the company’s success in 2004. “In summer 2003, we did an employee benefits
study on the title insurance industry and also compared Stewart with oil and gas, technology and finan-

cial services companies,” said Hanks. “All in all, we made some very positive changes in benefits for the
2004 calendar year.” Training requirements also have increased. Associates receive standard training on
products, processes and services — a crucial element in the successful implementation of Stewart’s tech-
nology tools.

The effectiveness aspect of this number one goal is even more important. When associates have the
proper tools, training and resources, they may be satisfied — but effectiveness looks to improving pro-
ductivity. In measures including cost per closed file, files closed per associate on a monthly basis, and
turn-time (the number of days between taking the order and issuing the title commitment), Stewart title

and escrow associates have scored impressive gains from 2001 to 2003,
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Stewart Serves Up

Customer

Satistaction

“Utilizing flood, e-mortgage documents
and post-closing services from SMI
enables ABN AMRO Mortgage Group
to save time and money and to create
an excellent customer experience,” sald
Rich Geary, group sentor vice president
of ABN AMRO Mortgage Group, Inc.,
the sixth largest U.S. mortgage lender.

SIS
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__Ihe national economy had a profound impact on Stewart’s customer segments in 2003.
Historically low mortgage interest rates drove an estimated $2.2 trillion in refinance activity and lenders
flooded title offices to handle huge volumes of closings. Renters moved into the homebuying market.
Developers, brokers, REITs and other investors found new life as commercial properties became havens
from low returns on other investments.

Customer satisfaction was often tied to just getting the closing done. At the same time, Stewart
worked on every level to implement tools and measures to assure customer satisfaction - no matter what
the real estate market may hold in the years to come. SureClose transaction management, AIM® for
Windows® title production and TitleSearch® are integrated and accessible on the Internet via
Titlelogix®, improving accuracy, productivity and turn-time and offering greater transparency of the
real estate transaction to real estate agents, sellers and buyers.

To improve lender satisfaction, Stewart Mortgage Information’s (SMI) new Region Order Centers
provide one point of contact for regional and national lenders to order title, escrow and closing servic-

es, flood certificates, credit reports, automated valuation models (AVMs) and document preparation.
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Stewart’s premier business

development opportunity is the
National Association of
Realtors™ Conference & Expo,
attended in 20032 by nearly
24,000 real estate professionals.
Every Stewart company and
division participated in staffing
75 Technology Learning Center
classes and in presenting
SureClose, ImageAtlas from
GlobeXplorer™, international
services and other Stewart prod-
ucts and services at the event.
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Stewart Serves Up

Internal Operations

Improvement

\\t,// {JYCCIOSG - Stewart’s pivotal customer service tool — is also a powerful internal operations
improvement tool. SureClose transaction management allows 24x7 access to a real estate transaction via a
secure, password-protected Web site by all of the parties — sellers, buyers, refinance customers, real estate
agents and brokers, builders, lenders, title agents and other settlement service providers. When used in
conjunction with other Stewart software such as AIM title production, FileStor® document imaging and
management, TitleSearch with Advanced Search Analysis and Policy Register electronic reporting,
SureClose is a key component enabling Stewart offices to streamline their process flow — and even to go
paperless.

With SureClose, parties are automatically notified by e-mail when critical documents are posted
(such as an inspection report) and milestone events occur (such as receiving loan documents). And, as a
file is passed through processing to title search and examination, escrow and title personnel work from
the SureClose file online, eliminating much of the need for photocopies and the possibility of misplaced
paper files. Incoming faxes route directly into the proper SureClose online file. Using e-mail for incom-
ing and outgoing messages and documents reduces time and courier costs and office expenses for
paper, toner and equipment service calls. The new Region Order Centers (ROCs) also improve internal
operations — establishing a national routing and referral system for processing orders companywide. Set
up to organize and maintain consistent distribution and fulfillment of Stewart services, the ROCs deliv-

er bundled information services electronically to lenders on a national basis.




Stewart Title of Kansas City uses the SureClose
transaction management system as an electronic
file storage tool, a marketing tool, an online
business conductor and an interoffice information
conduit. “The SureClose-related cost savings are
dramatic — even though order counts are up, our
office expenses are down,” said Bud Whisler,
office president and Stewart Title Company
Region G South group president. “Because we
scan all our flles, we don't have the paper, toner
and service costs we normally would. Everything
is online and the documents are all forwarded
and scanned through SureClose,” he said.

The office is running a paperless production and a
reduced-paper escrow office.

Cate Behrenbruch Is chief technology officer for
Stewart Title Guaranty Company’s Region F based
in Denver. She helps title agents in many of the
Mountain States move their office technology
toward SureClose and other integrated production
solutions.

Whisler added, “The biggest advantage of
SureClose is that when customers see it, they
want it. The demand is there because it absolutely
markets itself.”
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Stewart Title North Texas President John McCain
knew that low mortgage interest rates would spur
title orders as homeowners refinanced their loans.
This made it a challenge to maintain a competitive
turn-time on title commitments for residential and
commercial real estate agents and builders - core
customers who remain after the refinance market
subsides. McCain rallied managers to contact
lenders as interest rates dropped and to keep
turn-time down. He also moved marketing repre-
sentative Breece McCray to new construction
business development, targeting volume accounts
for affiliated business arrangements. Taking an
aggressive approach boosted the affiliate’s
revenue and market share and strengthened its
position for 2004 in the dynamic Dallas-

Fort Worth area market.

Stewart Serves Up

Revenue

and

Market Share Growth

Stewart Title Guaranty has reaped rewards

from six years of hard work by Montana/ldaho
Divisicn Manager Lee Ann Fenske (right). Building
direct operations through acguisitions and
startups - and increasing the independent agent
base — has grown Stewart's markst share from 4
percent to 15 percent in Montana. Fenske credits
this success to a combination of great local
relationships and Stewart’s title automation tools.
In Idaho, State Manager Dana Divin (left) concen-
trates on the Boise and Nampa direct operations,
which she also manages. Together with a
powerful team of managers and staff, many of
whom have worked with her for years, Divin has
grown the Boise market share from 3 percent

to 12 percent.




Stewart Title of California’s impressive revenue growth
is attributed to aggressive sales efforts and escrow
branch network expansion, as well as cutting-edge

¢ technology empowering multi-county title services.

- Also, a first-rate team of experienced and dedicated

managers and associates performed superbly in a
torrid real estate market. Left to right: Riverside/San
ino C ivist esident and South Metro
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Stewart Serves Up

"ol Performance

tewart’s goal number five — greater after-tax profits — should follow after goals one
through four are implemented. John B. Keefe, senior vice president with Ferris, Baker Watts
Inc., has tracked the insurance industry since the early 1990s. He noted the difference between
property and casualty insurance and title insurance, where P&C loss ratios run as high as 70
cents out of every premium dollar. “Title insurance covers events that happened in the past ver-
sus what happens in the future,” said Keefe, citing title insurance loss ratios of 5 percent. “But
while the risk profiles are different, the low loss ratio doesn’t come for free. Investigative work
must be done before a title commitment is issued - the cost of doing business is as much as 90
cents out of every premium dollar of title insurance.

“We have seen good performance over the short and intermediate term,” said Keefe.
“Stewart has built its book value per share at an average rate of 17 percent per year over the
past decade. And while we know that title insurance is a cyclical business — depending on the
real estate and interest rate cycle — Stewart has built its financial base and its reputation as a
technology leader, which contributes to the company’s real success.”
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Ferris, Baker Watts Inc.
Senior Vice President John
B. Keefe (left) and Stewart
Chairman and Co-CEO
Malcolm S. Morris




2003 FINANCIALS

Selected Financial Data
Management Discussion and Analysis
Independent Auditors’ Report
Financial Statements

ForwaARD-LOOKING STATEMENTS

All staterments included in this report, other than statements of historical facts, addressing activities, events or developments that we expect or anticipate will or may occur in
the future, are forwardlooking statements. Such forwarddooking staternents are subject to risks and uncertainties including, among other things, changes in mortgage interest
rates, employment levels, actions of competitors, changes in real estate markets, general economic conditions, legislation (primarily legislation related to title insurance) and
other risks and uncertainties discussed in our filings with the Securities and Exchange Commission.
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24
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SELECTED FinanciaL Data
(Ten year summary)

2003 2002 2001 2000 1999 1998 1997 1996 1995 1994
In millions of dollars

Total revenues........vceeemreeereeemrecrereernene 22433 1,797 12716 9355 1,071.3 968.8 7089 656.0 5346 611.1
Title segment:

Operating 1evenues ...........oeceeeereeee 2,1425 1,6849 1,1875 8656 993.7 899.7 6573 6094 4960 5995

Investment 1NCOME ......ccverrerrerrereenee 19.8 20.7 19.9 19.1 182 185 15.9 14.5 136 124

Investment gains (losses).................. 23 3.0 4 0 3 2 4 1 1.0 (.8)

Total revenues......c.oveeeerreeeeeeemaencrnnne 2,164.6 1708.6 12078 8847 1,0122 9184 673.6 6240 5106 611.1

Pretax earnings........ocoovureeereeerrecnecnanes 1874 1451 75.3 58 436 732 292 225 108 138
REI segment:

REVENUES......oorereercemreneenrsernesnennane 787 711 638 508 590 504 353 320 240

Pretax earnings (10SSES).........ooon.. 121 88 53 @7 30 31 (55 4 ()
Title loss provisions ...........ccceecerereenene 948 759 515 390 442 392 298 338 296 402

% of title operating revenues........... 44 4.5 43 45 44 44 4.5 5.6 6.0 6.7
Goodwill €xpense. .......occevveeevrrrsssereen - - 30 18 17 12 10 9 6 3
Net earmnings.....eeeserrevrreesrerassersesermaene 1238 945 487 6 284 470 153 144 70 9.7
Cash flow from operations..........cccoeeee 1939 1626 1082 319 579 8.5 360 383 206 277
Total assets......coreerecrecenremeunreeesensennenn 1,0319 8440 6779 5634 5357 4985 4177 3834 3514 3252
Long-term debt......ccoovcomrirrrrrienreneens 173 74 70 154 6.0 89 11.4 79 73 25
Stockholders’ equity ......ce.ueeeererecennnens 6214 4936 3945 2951 2849 2604 2095 1910 1749 1564

Per share data @

Average shares - diluted (in millions).. 18.0 178 163 150 146 142 138 135 127 125
Net eanings - basic....cc.o.vveeerecuneceennces 6.93 5.33 3.01 04 1.96 3.37 1.12 1.08 .56 18
Net earnings - diluted .........cooveeurncneen. 688 530 298 04 195 332 111 107 55 77
Cash dividends..... 46 - - - .16 14 13 12 A1 10
Stockholders’ equity.......coc.evuenerereeenen. 3447 2784 2216 1961 1939 1843 1517 14.17 1368 12.59
Market price:

High . 4145 2250 2225 2231 31.38 3388 1463 1132 1125 1071

Low 2076 1505 1580 1225 1025 1425 9.38 9.32 757 719

Year end 4055 2139 1975 2219 1331 29.00 1450 1038 1075 769

@ Prior to 1995, segment operations for real estate information services were not reported separately from title operations and were less significant.
@ Restated for a two-for-one stock split in May 1999 and a three-for-two stock split in April 1994, effected as stock dividends.



MANAGEMENT DISCUSSION AND ANALYSIS

EXECUTIVE SUMMARY. We discuss below our most critical
accounting areas that involve significant estimates: (1) accru-
ing title loss reserves, (2) evaluating the possible impairment
of goodwill and other intangibles and (3) accruing unreported
premium revenues from agencies. We also discuss an impor-
tant change that has been proposed to the Real Estate
Settlement Procedures Act (RESPA) and its potential effect
on our industry. We describe what we do - mostly title insur-
ance - and the material effect that changes in mortgage inter-
est rates and other factors can have on our revenues. For the
years 2001 through 2003, we summarize the interest rate
environment prevailing in those years. We also discuss the
reasons for significant increases and decreases in our revenues
and expenses. Our major sources of cash flow and our liquid-
ity and capital resources are discussed. Certain legal restric-
tions that exist on cash transfers from our title insurer sub-
sidiaries to our parent are described.

CRITICAL ACCOUNTING ESTIMATES. Actual results can dif-
fer from the estimates we report. However, we believe there is
no material risk of a change in our accounting estimates that
is likely to have a material impact on our reported financial
condition and operating performance for the three years
ended December 31, 2003.

Our most critical accounting estimate is providing title
loss reserves. Estimating future policy loss payments is diffi-
cult because claims, by their nature, are complex and paid
over long periods of time. We base our estimates on reported
claims, historical loss experience and industry averages.
Independent actuaries have reviewed and found our reserves
adequate at each year end.

Based on events that may indicate impairment of title
plants and other long-lived assets, and our annual evaluation
of goodwill, we estimate and expense any loss in value to our
current operations. Amounts expensed in the three years
ended December 31, 2003 were immaterial. We use inde-
pendent appraisers to assist us in determining the fair value
of goodwill.

We report premium revenues from agencies primarily
when policies are reported to us. We also accrue for unreport-
ed policies where reasonable estimates can be made. We con-
sider historical reporting patterns, current trends in interest
rates and other factors and known information about the
agencies. In this accrual, we are not estimating future transac-
tions. We are estimating policies that have already been
1ssued but not received by us.

RESPA. In late December 2003, the Department of
Housing and Urban Development (HUD) issued its pro-
posed final rule concerning reforms to RESPA. We believe
the rule provides exemptions to current RESPA prohibitions
against kickbacks and rebates. The new rule may result in a
bundling of title and other real estate services and placing
them under the control of a relatively small number of major
lenders. In our view, the new rule will likely increase prices to
the ultimate consumer.

If the new rule becomes final, it is likely that a major
group of parties in the real estate, mortgage and settlement
industries will ask the courts to intervene. We are unable to
predict the outcome of these actions. Nor can we estimate
the amount of the negative effect of the new rule on our
future earnings.

WHAT WE DO. Our primary business is title insurance and
settlement-related services. We close transactions and issue
policies on homes, commercial properties and other real
property located in all 50 states, the District of Columbia and
several foreign countries through more than 7,200 issuing
locations, including both direct operations and agencies. We
also sell electronically delivered real estate services and infor-
mation, as well as mapping products and geographic informa-
tion systems, to domestic and foreign governments and pri-
vate entities. Our current levels of non-USA operations are
immaterial with respect to our consolidated financial results.

Our business has two main segments: title insurance-
related services and real estate information (REI). These seg-
ments are closely related due to the nature of their operations
and common customers.
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FACTORS AFFECTING REVENUES. The principal factors that
contribute to increases in our operating revenues for our title
and REI segments include:
* declining mortgage interest rates, which usually increase
home sales and refinancing transactions;
* rising home prices;
* higher premium rates;
* increased market share;
* opening of new offices, acquisitions; and
* a higher ratio of commercial transactions that,
although relatively few in number, typically yield
higher premiums.
These factors may override the seasonal nature of the title
business.

RESULTS OF OPERATIONS

A comparison of the results of operations of the Company
for 2003 with 2002 and 2002 with 2001 follows.

OPERATING ENVIRONMENT. According to published indus-
try data, interest rates for 30-year fixed-rate mortgages,
excluding points, for the year 2003 averaged 5.8% compared
to 6.5% in 2002. Comparable rates averaged 7.0% in 2001.

In 2001 rates held steady at close to 7% for most of the
year and continued to hold steady at that level until April 2002.
Rates then declined through December 2002, reaching a low of
5.9%. In 2003, rates remained relatively steady, just below 6%
for the first quarter, reaching a low of 5.6% in mid March.
Rates fluctuated in the second quarter but decreased to 5.2% in
June. Rates increased in the third quarter to 6.4% in September
and then decreased to 5.8% in December.

Operating in these interest rate environments, real estate
activity was strong in 2003 and 2002. Nationwide, refinancing
transactions remained strong in 2003. The ratio of refinanc-
ings to total loan applications was 64.8% for 2003, 58.8% for
2002 and 56.8% for 2001. Existing home sales increased 9.0%
in 2003 over 2002 and 5.0% in 2002 from 2001.

Our order levels began to decline in the third quarter of
2003, largely as a result of an increase in interest rates.
Increases in rates tend to reduce real estate activity, particular-
ly refinancings. Rates declined slightly in the fourth quarter.
Most industry experts project interest rates to continue at cur-
rent levels or move slightly higher. Due to the large number
of refinancings completed in 2003, significantly fewer refi-
nancing transactions are being forecast for 2004,

TITLE REVENUES. Our revenues from direct operations
increased 29.5% in 2003 and 31.2% in 2002. The number of
direct closings we handled increased 23.8% in 2003 and
31.8% in 2002. The largest revenue increases in 2003 were in
California, Texas and Washington. The largest increases in
2002 were in California, Texas and Florida. Direct closings
relate only to files closed by our underwriters and subsidiaries
and do not include closings by independent agencies.

The average revenue per closing increased 4.2% in 2003
due to a lower ratio of refinancings closed by our direct oper-
ations compared to the prior year. The average revenue per
closing decreased .8% in 2002. Title insurance premiums on
refinancings are typically less than on property sales.

Premium revenues from agencies increased 25.6% in
2003 and 50.4% in 2002. The increases in 2003 and 2002
were primarily due to the increases in both refinancings and
property sales. The largest revenue increases in 2003 were in
California, New York and Florida. The largest increases in
2002 were in California, Pennsylvania, New York, Virginia
and Texas

TITLE REVENUES BY STATE. The approximate amounts and
percentages of consolidated title operating revenues for the
last three years were:

Amounts ($ millions) Percentages
2003 2002 2001 2003 2002 2001
California......cccoeeereen 416 305 194 19 18 16
TEXaS vevverarrirsrrrierrenens 264 234 190 12 14 16
Florida 159 119 88 7 7 7
New York.....ccoerens 147 109 78 7 6 7
All others.....coumrrrevnens 1,136 918 638 55 55 54

2,142 1,685 1,188 100 100 100




REI REVENUES. Real estate information revenues were $78.7
million in 2003, $71.1 million in 2002 and $63.8 million in
2001. The increases in 2003 and 2002 resulted primarily from
providing a greater number of post-closing services, electronic
mortgage documents and Section 1031 exchange services
resulting from the large volume of real estate transactions.

INVESTMENTS. Investment income decreased 4.3% in 2003
because of lower yields, partially offset by increases in average
balances invested. Investment income increased 3.9% in 2002
primarily because of increases in average balances invested,
partially offset by lower yields. Certain investment gains in
2003, 2002 and 2001 were realized as part of the ongoing
management of the investment portfolio for the purpose of
improving performance.

AGENCY RETENTION. The amounts retained by agencies, as
a percentage of revenues from agency operations, were
82.0%, 81.9% and 81.5% in the years 2003, 2002 and 2001,
respectively. Amounts retained by title agencies are based on
agreements between agencies and our title underwriters. The
percentage that amounts retained by agencies bears to agency
revenues may vary from year to year because of the geographi-
cal mix of agency operations and the volume of title revenues,

SELECTED COST RATIOS (BY SEGMENT). The following table
shows employee costs and other operating expenses as a per-
centage of related title and real estate information operating
revenues for the last three years.

Employee costs (%) Other operating (%)
2003 2002 2001 2003 2002 2001
Title covrioreirerisienrienns 247 245 276 13.7 138 156
|42 S 569 570 596 272 268 261

These two categories of expenses are discussed below in
terms of year-to-year monetary increases.

EMPLOYEE cosTS. Employee costs for the combined busi-
ness segments increased 26.5% in 2003 and 24.0% in 2002.
The number of persons we employed at December 31, 2003,
2002 and 2001 was approximately 8,200, 7,800 and 6,900,
respectively. The increase in staff in 2003 and 2002 was pri-
marily due to increased title and REI volume and acquisi-
tions of new offices.

In our REI segment, employee costs increased in 2003 and
2002 primarily due to our focus to provide more post-closing
services to lenders. These services are considerably more labor
intensive than other REI services.

OTHER OPERATING EXPENSES. Other operating expenses
for the combined business segments increased 24.2% in
2003 and 24.0% in 2002. The increase in other operating
expenses in 2003 was primarily in new offices, search fees,
premium taxes and business promotion. In 2002 the increase
was primarily in search fees, premium taxes, new offices and
business promotion.

Other operating expenses also include rent, supplies,
telephone, title plant expenses, travel and auto. Most of these
operating expenses follow, to varying degrees, the changes in
transaction volume and revenues.

Our employee costs and certain other operating costs are
sensitive to inflation. To the extent inflation causes increases
in the prices of homes and other real estate, premium reven-
ues also increase. Premiums are determined in part by the
insured values of the transactions we handle.

TITLE LOSSES. Provisions for title losses, as a percentage. of
title operating revenues, were 4.4%, 4.5% and 4.3% in 2003,
2002 and 2001, respectively.

INCOME TAXES. The provisions for federal, state and foreign
income taxes represented effective tax rates of 38.0%, 38.6%
and 39.6% in 2003, 2002 and 2001, respectively.
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CONTRACTUAL OBLIGATIONS. The table below describes
our contractual obligations existing at December 31, 2003.

Payments due by period (3 millions)

Less than More than
lyear 1-3years 3-5years 5 years Total
Long-term debt ......... 7 6 4 8 25
Operating leases......... 39 54 32 51 176

46 60 36 59 201

Material contractual obligations consist mainly of notes
payable and operating leases. All operating leases are for
office space and expire over the next 13 years.

LIQUIDITY AND CAPITAL RESOURCES. Acquisitions during
2003, 2002 and 2001 resulted in additions to goodwill of
$13.7 million, $11.7 million and $19.3 million, respectively.

Cash provided by operations was $193.9 million, $162.6
million and $108.2 million in 2003, 2002 and 2001, respec-
tively. Cash flow from operations has been the primary
source of financing for additions to property and equipment,
expanding operations, dividends to shareholders and other
requirements. This source may be supplemented by bank
borrowings. We do not have any material source of liquidity
or financing that involves off-balance sheet arrangements.

The most significant non-operating sources of cash were
from proceeds of investments matured and sold in the
amount of $264.3 million, $163.7 million and $70.1 million
in 2003, 2002 and 2001, respectively. We used cash for the
purchases of investments in the amount of $416.3 million,
$197.7 million and $135.6 million in 2003, 2002 and 2001,
respectively.

In August 2001 we issued 2.5 million shares of Common
Stock at $19 per share, resulting in net proceeds of $44.5 million.

A substantial majority of consolidated cash and invest-
ments was held by Stewart Title Guaranty Company
(Guaranty) and its subsidiaries. Cash transfers between
Guaranty and its subsidiaries and the Company are subject to
certain legal restrictions. See Notes 2 and 3 to the consolidat-
ed financial statements.

Our liquidity at December 31, 2003, excluding Guaranty
and its subsidiaries, was comprised of cash and investments
aggregating $25.3 million and short-term liabilities of $4.7
million. We know of no commitments or uncertainties that
are likely to materially affect our ability to fund cash needs.
See Note 17 to the consolidated financial statements.

We consider our capital resources to be adequate. Our
capital resources are represented by a low debt-to-equity ratio,
in which long-term debt is $17.3 muillion and stockholders’
equity is $621.4 million at December 31, 2003. We are not
aware of any trends, either favorable or unfavorable, that
would materally affect notes payable or stockholders’ equity.
We do not expect any material changes in the cost of such
resources. Significant acquisitions in the future could materi-
ally affect the notes payable or stockholders’ equity balances.



INDEPENDENT AUDITORS’ REPORT

To THE STOCKHOLDERS AND BoARD OF DIRECTORS OF
STEwWART INFORMATION SERVICES CORPORATION

We have audited the consolidated balance sheets of Stewart
Information Services Corporation and subsidiaries as of
December 31, 2003 and 2002 and the related consolidated
statements of earnings, retained earnings and comprehensive
earnings and cash flows for each of the years in the three-year
period ended December 31, 2003. These consolidated finan-
cial statements are the responsibility of the Company’s man-
agement. Our responsibility s to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An

Houston, Texas
February 17, 2004

audit also includes assessing the accounting principles used
and significant estimates made by management, as well as eval-
uating 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
consolidated financial position of Stewart Information
Services Corporation and subsidiaries at December 31, 2003
and 2002, and the consolidated results of their operations
and their cash flows for each of the years in the three-year
period ended December 31, 2003 in conformity with
accounting principles generally accepted in the United States
of America.

As discussed in Note 7 to the consolidated financial
statements, the Company changed its method of accounting
for goodwill and intangibles in 2002.

KPMG LLP

2003 Annual Report

N
w




Stewart information Services Corporation

N
1N

CONSOLIDATED STATEMENTS OF EARNINGS, RETAINED EARNINGS AND COMPREHENSIVE EARNINGS

Years ended December 31 2003 2002 2001
(3000 Omitted)
Revenues
Title insurance:
DITECt OPEIALIONS woovrvvrrvenrerrcrrerissseeeeesersseeseanesssesissesssensessessssssssssessssesssesesnsssseassenees 892,686 689,588 525,543
AZENCY OPEIALIONS overevverveariieirereecsseantieeises st assesse s sseesessse st reseasssssesies s sisios 1,249,800 995,283 661,943
Real estate INfOIMAtION SEIVICES urnvmviviesriisssesese et eneesess s ssssssssressss s ssssens 78,666 71,119 63,821
INVESEIMENE IICOMIE wviiiiriiiie e et ster e bbbt s s b erenesstobsbsbesseasesssassensss sensans 19,800 20,694 19,922
INVESLMENT AINS = NEL cevevvrrrriiiiicirsci ettt enssreeresst st ses e 2,310 3,032 356
2,243,262 1,779,716 1,271,585
Expenses
Amounts retained BY QgENCIES ....o.vvivrviterirrissiieriecnscrennsnnsse s esssessesssstens 1,024,282 814,651 539,369
EMPIOYEE COSLS crvrrrrvmrrierermriienirnsisessiesesesses i sssssssseensesssssssssssssesssessssessssessenssssens 573,486 453,304 365,562
Other OPErating EXPENSES ....vwemereemreriereererririeriseserisresmesnesmsssessessessiessssiesseasessisessens 311,741 250,933 202,342
Title losses and related claims ... st 94,827 75,920 51,454
DEPIECIALION cevvriveeriaemrcreeririsrcresnisensessees e ese st b ss st sssisenn 25,240 21,383 19,637
GOOAWLIL oottt se st st st s st esse st sre s s s s aes ot ae s aesesssasrassoeatassans - - 3,011
INEEIESE oottt sttt b e st nt oo a e s sttt ee s b en e tenn s 721 725 2,216
MINOTIEY IIEETESES 1vvvvurererreereersresresosinessensesssssessnsssssassessessssnsssssessssssssessessessessassessessassessenss 13,462 8,940 7414
2,043,759 1,625,856 1,191,005
Earnings DEfOre taXES ....covevrerieriermiiniirissinsiesisensnssissssesssse s sssessssssssesssssssssesssssssnsssessesseons 199,503 153,860 80,580
TNCOIME TAXES .vvveveiriiririrstveses st tsrtessesessesserseeseseesessabessessesstentestassnsssassssassssssasseseshessssssnsione 75,748 59,380 31,894
INEE CAITNGS ...vvveereeeiinieniieiecs e ettt s sn et 123,755 94,480 48,686
Retained earnings at beginning of YEar .......c.cveceuivecronercemerineeseesssiseessereesnesssonsen 353,226 258,746 210,060
Cash dividends on Common Stock ($.46 per share in 2003) ......ccoooevrmrrerneeieeermneireennen, (7,874) - -
Retained earnings at end Of YEar ..........ccovviercnercmeninncrnnneernnrsssees e seseessessenns 469,107 353,226 258,746
Average number of shares outstanding - assuming dilution (000 omitted) .....o..cverenncn. 17,980 17,826 16,348
Earnings per share = Basic ..o ensenses st 6.93 5.33 3.01
Earnings per share — diluted ........cooooociiiiiininnencen s eessscee s 6.88 5.30 2.98
Comprehensive earnings:
NEE CAITNES ovvvviveerererrecreeseessesieesertsntesssessessessssssessessssssessesssessesasssssssesssssastestensssssensasssessss 123,755 94,480 48,686
Changes in other comprehensive earnings, net of taxes
0f $3,056, $2,797 and $1,158 .oommoeeeeeeeree ettt er s e 5,675 5,195 2,151
COMPIEhenSIVe EAIMINGS ....ccvuevvernrvvsreerre e isees e sssssesss s srss s sssssss e 129,430 99,675 50,837

See notes to consolidated financial statements.




CONSOLIDATED BALANCE SHEETS

December 31 2003 2002
($000 Omitted)
Assets
Cash and cash eQUIVAIENES ... s sssssessssssssssasssessssssssessssnssssons 114,202 139,156
SROTt-LEITI IIVESLIMENLS ..vuivevveiveiveesissiesrssesseisereeseseessseseesestentssseasessas e ssassesssssssssaessss easssssssssenssssssssssssseons 153,322 50,673
Investments in debt and equity securities, at market:
SEALULOLY TESEIVE TUNAS ©.vvvvnrvvoivernsiviereeeeiseressearss bbbt s sse s ssss s s sbs s bs st 375,421 306,501
ORET ettt ettt st st r AR et s ettt sos st enas e et a st bttt 59,035 69,260
434,456 375,761
Receivables:
INOLES oottt st e s st s st st s e R s st e bt et es bt s e s e bR Re st R e r b e b e s bt 6,155 5,817
Premiums fTOM GZENCIES .....uuvcimreereesersseresneeseesisesssssssssesssssssssessesssssesssssssssssssssssssssassasersssesssnssssos 36,672 34,311
[NLCOME tAXES TECEIVADLC. vvsvereverereeree sttt saesasesereessraeesss sttt b b e e seeesesesesseemeesstisssaossosine 7,198 -
OHREE ettt ettt e st r et n sttt bttt st b et 35,260 34,221
Less allowance for uncollectible amMOUNLS ...c.evverivenvirinesiessississssesessessissesssssesisssssssssssssssans (6,260) (5,308)
79,025 69,041
Property and equipment, at cost:
LANG ettt e bttt sttt 5,785 5,785
BUILGINES crrervseseseresesessesesesseseset sttt ettt ettt sttt 10,647 9,672
Furniture and €QUIPIMENL ......cvviiuoreoreisireineieeseensisnsssss s seses s sessssss s ssssssssssssssssssessasessseessscsson 192,648 169,483
Less accumulated depreciation and amOIHZAtION ... vcereermeeeerecsnerceriseseisnessesesesesesssessesesseons (134,906) (123,099)
74,174 61,841
Title PLALES, BE COSE wurvrmnrrerrircrirerissereecrrseesi et bbbttt 43,216 40,307
Real estate, at lower of cost or net realizable VAIUE ..o s 2,306 1,349
Investments in INVeStees, ON AN EQUILY DASIS ...c.vveirucrierncenieieieiinesnseriesesteisessseessssssssosessessessens 16,194 10,674
Goodwill, less accumulated amortization 0f $13,479 ..ot ses e 79,084 66,885
OEREE ASSELS 1evvverrirrreriiseiseessesressesebessesessesesststessesbessesebassasatassecstsssssassabassesessssessbstesesstessessassssosssssssssnsesness 35,888 28,299
1,031,867 843,986
Liabilities
Notes payable, including $17,329 and $7,354 long-term POrtON ....cc.veeenmrvceeresmmmrenesssammimeesmessssseenens 24,583 14,195
Accounts payable and accrued HabilIties ... 82,147 83,961
EStIMAted tiHle LOSSES wovvvmiriiiiciieiieeseesiee s st cre st esessens st s ba bt sttt sess bt bt 268,089 230,058
Deferred INCOME tAXES cuvuvrieieiriecrecr sttt st st ettt s s sttt s en st ssns st s assanens 22,440 11,284
MINOTIEY INEEIESES ovvrvvrieciseciecrisceecsresseenisstessesseceresmesntseressess b st b e 13,219 10,896
Contingent liabilities and commitments
Stockholders’ equity
Common - $1 par, authorized 30,000,000, issued and outstanding
16,976,010 and 16,681,212 w.ooeoieeeiseeeie ettt sttt sttt sr bbbt aen 17,302 17,007
Class B Common - $1 par, authorized 1,500,000, issued and outstanding 1,050,012 .....coocerverrnecene. 1,050 1,050
Additional paid-In CAPIEAL ...oouvverreeerereecerercies st 122,816 116,870
Retained EAIMINGS vvuveeiiririieeriisiensse e et ssse st st sttt 469,107 353,226
Accumulated other comprehensive earnings:
Unrealized iNVEStMENE ZAINS ©...vvurvvvureereeirerieerienissessssressessssresssesssessssessssessssessssssssssssssssnessssessssessees 12,086 9,039
Foreign currency translation adjUStMENtS ..........oeecceveemeinnrmerecermmcrrsricnenensississeeseesssssssssseemssecsees 2933 305
Treasury stock - 325,669 Common Shares, at COSt .c.vvvvmieerereimernmrernieroresneseresressssssesecsens (3,905) (3,905)
Total stockhOlErs” EQUILY ovourvverriereicirncniierersent ettt 621,389 493,592
1,031,867 843,986

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CasH Frows

Years ended December 31 2003 2002 2001
($000 Omitted)
Cash provided by operating activities (NOE) ......cc.covvreviirncrrcnerinnereressiecreneons 193,940 162,551 108,186
Investing activities:
Proceeds from investments matured and Sold ..., 264,318 163,737 70,074
Purchases Of INVESHMENLS ..vvuuvvuerceereesceisiicieerisssessesscsssestsessisssesssssssesessesscssenesss s sssnns (416,258) (197,748) (135,579)
Purchases of property and equipment, title plants and real estate - net.....cc.courverennnv. (37,236) (30,165) (23,452)
[ncreases in NOLES FECEIVADIE ......vvvvivererriiriirrie et esse s (1,329) (3,198) (3,208)
Collections on NOES 1ECEIVADIE uvivviiriveieercrcs et se st rs s e 1,352 6,305 11,531
Cash paid for equity investees and related intangibles .......ccooeeerrecrivcriiniernicinnn. (7,000) - -
Cash paid for acquisitions of subsidiaries - net (see below) .....coocveceerecnrenicriinrnncnns (15,952) (12,502) (13,016)
Cash used by InVESHING ACHVILES ....covvvuerrenceriereeriireriiosscniisnnsesinseesessessesseenessssnsesssnne (212,105) (73,571) (93,650)
Financing activities:
DIVIdends Paid c...ovvvevcereveeneiieriseeissne et (7,874) - -
Distributions t0 MINOTILY INEELESES ..uucvurnirmerrerrersmrsseesererssenssanssssnsssessessessesssessessssssssnes (11,433) (7,713) (5,926)
Proceeds from exercise of StOCk OPHIONS ......uuevereemeerccrrcrinrnnrnesie s escnernesesnses 3,878 467 337
Proceeds from Stock Offering = Nt ..uccuueruivereerienrirseriseeresssees e ssnsees - - 44,509
Proceeds from notes payable ... s 15,748 4,259 6,597
Payments 0n NOteS PAYADIE ....uvvvereecerierniiirieiriis ettt rens (7,108) (7,543) (35,852)
Cash (used) provided by financing aCtiVAIES .........cco.oveermecronecrnnneerenienecnrresnsnsesennes (6,789) (10,530) 9,665
(Decrease) increase in cash and cash equivalents ..........ccooiinnrnircnrcnccrecinennnnninnn. (24,954) 78,450 24,201
Note: Reconciliation of net earnings to the above amounts
INEE CAITINEZS «vvrvvrriersntseeeseeeereeneseeees o s bse bbb bbb b sen b 123,755 94,480 48,686
Add (deduct):
Depreciation and aMOTtIZALION ......ccovrervirunivisinrssssssssssssssesssssssssssssssssssssasessseressascssassssnsssses 25,240 21,383 22,648
Provisions for title losses in €XCess Of PAYMENLS wvvuuvvvunrvemrrervcesniisnrisnrssssssssenssssersnssssssenss 36,849 27306 11,483
Increase In reCEIVADIES = ML .iviirierieiiieciries e sttt sttt se e (9,848) (18,785) (1,660)
(Decrease) increase in payables and accrued liabilities = Nt w...coorceinnirircinienecseeseneneeens (3,317) 21,878 18,450
MINOLILY INLEIESE EXPEIISE .uverrirerrevireerecirnireessesisessessesssssssecssesssasssssssessessnssseesseesscensessasssssnssans 13,462 8,940 7414
Net €arnings from eqUILY IMVESIEES ...vcvermuuverrumrssssssssssrssssssssessssesssssasssssssssmsssssssssmmnssssssssness (6,586) (3,420) (1,345)
Dividends received from eqUIty INVESIEES ......oviverrereeceereceessmrssssnessiareessesesssenessneesisnnssnnsssens 6,579 2,892 2,275
Provision for deferred INCOME TAXES ..vvrivervriveeisseesersesseeeesrseeescsceeseceserssassesssssssssassnsssnsesees 9,375 12,775 1,897
OHRET = NEL 1ottt st b bbbt s s bbbt b (1,569) (4,898) (1,662)
Cash provided by Operating aCtivities .........oc.cievmurerermiseccereeseccesesmmemmsmmmssesessesesestonseresnsssssanes 193,940 162,551 108,186
Supplemental information:
Assets acquired (purchase method):
GOOAWHL oottt e e b stk aa s ba st s st s s bbb 13,655 11,739 19,312
THIE PIANLS 1ottt sb bbbt sttt 1,830 537 5,056
L T3 SO O OO OO OO PGSO OPUEOOR RPN 5,400 4,580 4,830
Liabilities aSSUMEd ...vvuivuuiveieeiiisiieiiiesriesieises e ss s ss st ba bbb s bbb (4,933) (6,574) (4,023)
DB ISSUET ..vvvvvvcrerrienersee s iassercanss s sstns bbb asssssss st s est st e re s as s bsss b sr s - - (8,939)
COMMON STOCK ISSUEA .ovvrirveeenriverrreccreriene o sessesessssssscssssssessess s st st rasesenssssssssassess - - (3,220)
Treasury StOCK ACQUITEA ...vuuviiiiirriceeienerice st secsse e ssss st st sst s s s ssss st ssson - 2,220 -
Cash paid for acquisitions of sUDSIAIANIES - NEE cvvvvereevvecrccrinirminnreeesrecs e sesesssssssenenes 15,952 12,502 13,016
IRCOME taXES PALA ..cveerririvernirenirrinriee et bass s st sss s st et ssbs s st rest s bbb 76,720 23,645 14,615
TREELESE PAI 1vvvveerecceeeenecenereismenee e sses e seeres st esees st ssenss et 618 730 1,649

See notes to consclidated financial statements.




NoTEs TO CONSOLIDATED FINANCIAL STATEMENTS

(Three years ended December 31, 2003)

NoTE 1

GENERAL. Stewart Information Services Corporation,
through its subsidiaries (collectively, the Company), is primari-
ly engaged in the title insurance business. The Company also
provides real estate information services. The Company oper-
ates through a network of direct and agency offices throughout
the United States. Approximately 31 percent of consolidated
title revenues are generated in California and Texas. The opera-
tions in the international markets in which the Company does
business are immaterial to consolidated results.

A. MANAGEMENT RESPONSIBILITY. The accompanying
financial statements were prepared by management, which is
responsible for their integrity and objectivity. The statements
have been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP),
including management’s best judgments and estimates.
Actual results could differ from estimates.

B. NEW SIGNIFICANT ACCOUNTING PRONOUNCEMENTS,
The Company adopted SFAS No. 142 “Goodwill and Other
Intangible Assets” effective January 1, 2002, as required, and no
longer amortizes goodwill. Instead, goodwill and other intangi-
bles are reviewed no less than annually and amounts deter-
mined to be impaired are expensed to current operations.

In accordance with SFAS No. 141 “Business
Combinations”, the Company has used the purchase method
of accounting for business combinations occurring after
June 30, 2001.

The Company adopted the stock-based compensation dis-
closure requirements of SFAS No. 148. See Note 1S. The impact
on the Company’s consolidated financial position or results of
operations for the change in the fair value method of account-
ing for stock-based compensation is expected to be immaterial.

The Company adopted the disclosure requirements for
guarantees required by FIN 45 effective December 31, 2002
and expanded its disclosure on guarantees. The Company
adopted the initial recognition and measurement provisions of
the non-contingent aspects of guarantees issued or modified
after December 31, 2002. The effect on the Company’s consoli-
dated financial position or results of operations was immaterial.

The Company adopted the requirements of consolida-
tion of variable interest entities created or obtained after
January 31, 2003 required by FIN 46 and related disclosures
required by FIN 46 and FIN 46R, effective June 15, 2003.
The effect on the Company’s consolidated financial position
or results of operations was immaterial.

C. RECLASSIFICATIONS. Certain prior year amounts in the
consolidated financial statements have been reclassified for
comparative purposes. Net earnings, as previously reported,
were not affected.

D. CoNsOLIDATION. The consolidated financial statements
include all subsidiaries in which the Company owns more
than 50% voting rights in electing directors. In general,
unconsolidated investees, owned 20% through 50% and
where the Company exercises significant influence, are
accounted for by the equity method. All significant intercom-
pany accounts and transactions are eliminated and provisions
are made for minority interests.

E. STATUTORY ACCOUNTING. Stewart Title Guaranty
Company (Guaranty) and other title insurance underwriters
owned by the Company prepare financial statements in
accordance with statutory accounting practices prescribed or
permitted by regulatory authorities.

In restating to GAAD, the statutory premium reserve and
the reserve for reported title losses are eliminated and, in sub-
stitution, amounts are established for estimated title losses (see
Note 1G). The net effect, after providing for deferred income
taxes, 1s included in consolidated retained earnings.

F. REVENUE RECOGNITION. Operating revenues from direct
title operations are considered earned at the time of the closing
of the related real estate transaction. Premium revenues on title
insurance policies written by agencies are recognized primarily
when policies are reported to the Company. The Company
accrues for unreported policies where reasonable estimates can
be made based on historical reporting patterns of agencies, cur-
rent trends and known information about agencies.

Revenues from real estate information services are con-
sidered earned at the time the service is performed or the
work product is delivered to the customer.
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G. TITLE LOSSES AND RELATED CLAIMS. Estimating future

title loss payments is difficult because of the complex nature
of title claims, the length of time over which claims are paid,
the significantly varying dollar amounts of individual claims
and other factors.

The Company’s liability for estimated title losses com-
prises both known claims and other losses expected to be
reported in the future. The amount of the reserves represents
the aggregate future payments, net of recoveries, that the
Company expects to incur on policy and escrow losses and
1n costs to settle claims. Provisions are charged to income in
the same vear the related premium revenues are recognized.
The amounts provided are based on reported claims, histori-
cal loss experience, title industry averages, current legal envi-
ronment and types of policies written.

Amounts shown as the Company’s estimated liability for
future loss payments are continually reviewed for reasonable-
ness and adjusted as appropriate. Independent actuaries also
review the adequacy of the liability amounts on an annual
basis. In accordance with industry practice, the amounts have
not been discounted to their present values.

H. CasH EQUIVALENTS. Cash equivalents are highly liquid
investments that are convertible to cash or mature on a daily
basis as part of the Company’s management of day-to-day
operating cash.

L. SHORT-TERM INVESTMENTS. Short-term investments com-
prise time deposits with banks and savings and loan associa-
tions, federal government obligations, money market accounts
and other investments maturing in less than one year.

J. INVESTMENTS. The Company has classified its investment
porttolio as available-for-sale. Realized gains and losses on
sales of investments are determined using the specific identi-
fication method. Net unrealized gains and losses on securi-
ties, net of applicable deferred taxes, are included in stock-
holders’ equity. Any other than temporary declines in fair

values of securities are charged to earnings.

K. PROPERTY AND EQUIPMENT. Depreciation is computed
principally using the straight-line method at the following
rates: buildings - 30 to 40 years and furniture and equipment
- 3 to 10 years. Maintenance and repairs are expensed as

incurred while improvements are capitalized. Gains and
losses are recognized at disposal.

L. TitLE pLanTs. Title plants include compilations of a
county’s official land records, prior examination files, copies
of prior title policies, maps and related materials that are geo-
graphically indexed to a specific property. The costs of
acquiring existing title plants and creating new ones, prior to
the time such plants are placed in operation, are capitalized.
Such costs are not amortized because there is no indication
of any loss of value. The costs of maintaining and operating
title plants are expensed as incurred. Gains and losses on
sales of coples of title plants or interests in title plants are rec-
ognized at the time of sale.

M. GoopwiLL. Goodwill is the excess of the purchase price
over the fair value of net assets acquired. Prior to January 1,
2002 goodwill was amortized using the straight-line method
by charges to earnings generally over 20 to 40 years. Effective
January 1, 2002, goodwill is not amortized but is reviewed no
less than annually and, if determined to be impaired, is
expensed to current operations.

N. OTHER ACQUIRED INTANGIBLES. The Company does
not have any material acquired intangible assets, other than
title plants and goodwill.

O. OTHER LONG-LIVED ASSETS. The Company reviews the
carrying values of title plants and other long-lived assets if cer-
tain events occur that may indicate impairment. Impairment
of these long-lived assets is indicated when projected undis-
counted cash flows over the estimated lives of the assets are
less than carrying values. If impairment is determined by man-
agement, the book amounts-are written down to fair values by
calculating the discounted values of projected cash flows. See
Note 1B.

P. FAIR VALUES. The fair values of financial instruments,
including cash and cash equivalents, short-term investments,
notes receivable, notes payable and accounts payable, are
determined by references to various market data and other
valuation techniques, as appropriate. The fair values of these
financial instruments approximate their carrying values.
Investments in debt and equity securities are carried at their
fair values. See Note 4.




Q. DERIVATIVES AND HEDGING. The Company does not
invest in hedging or derivative instruments. Accordingly,
SFAS No. 133 “Accounting for Derivative Instruments and
Hedging Activities”, which was effective January 1, 2001 for
the Company, had no impact on the consolidated financial
statements.

R. INCOME TAXES. Deferred tax assets and liabilities are
recognized for future tax consequences attributable to differ-
ences between the tax bases and the book carrying values

for certain assets and liabilities. Valuation allowances are pro-
vided as may be appropriate. Enacted tax rates are used in
calculating amounts,

S. STOCK-BASED COMPENSATION. The Company has two
fixed stock-based employee compensation plans. The
Company accounts for the plans under the intrinsic value
method. Accordingly, no stock-based employee compensa-
tion cost is reflected in net earnings, as all options granted
under the plans had an exercise price equal to the market
value of the underlying Common Stock on the date of grant.
See Note 13.

The Company applies APB No. 25 and related
Interpretations n accounting for its plans. Under SFAS No.
123, compensation cost would be recognized for the fair
value of the employees’ purchase rights, which is estimated

using the Black-Scholes model. The Company assumed a div-

idend yield of 0%, an expected life of ten years for each
option, expected volatility of 33.8% to 41.6% and a risk-free
interest rate of 4.3% to 6.0% for the three years ended
December 31, 2003.

Had compensation cost for the Company’s plans been
determined consistent with SFAS No. 123, the Company’s
net earnings and earnings per share would have been reduced
to the pro forma amounts indicated below:

2003 2002 2001

($000 Omitted)
Net earnings:
AS TEPOTtEd ovvvvrnnvvrvcveissssnsessecsissasnssanne 123,755 94,480 48,686
Stock-based employee '
compensation determined
under fair value method .....v.oveveressennes (718) (616}  (630)
Pro forma .....cecnmcecnsecrossenseresssesssessssesnn. 123,037 93,864 48,056
Earnings per share:
Net earnings — basic .....wvmseeccrnersrornnnn 693 533 301
Pro forma = basic ...covvvucrserssrscnsissnsiinn 689 529 297
Net earnings — diluted .....oovverrersrrrccrrcennn 688 530 298
Pro forma - diluted oo 684 527 2%

NoTe 2

RESTRICTIONS ON CASH AND INVESTMENTS. Statutory
reserve funds are maintained to comply with legal require-
ments for statutory premium reserves and state deposits.
These funds are not available for any other purpose.

A substantial majority of consolidated investments and
cash at each year end was held by the Company’s title insurer
subsidiaries. Generally, the types of investments a title insurer
can make are subject to legal restrictions. Furthermore, the
transfer of funds by a title insurer to its parent or subsidiary
operations, as well as other related party transactions, are
restricted by law and generally require the approval of state
insurance authorities.

NoTE 3

DIVIDEND RESTRICTIONS. Surplus as regards policyholders
for Guaranty was $374,796,000 and $309,342,000 at
December 31, 2003 and 2002, respectively. Statutory net
income for Guaranty was $35,645,000, $21,816,000 and
$11,195,000 in 2003, 2002 and 2001, respectively.

Substantially all of the consolidated retained earnings at
each year end was represented by Guaranty, which owns
directly or indirectly substantially all of the subsidiaries
included in the consolidation.

Guaranty cannot pay a dividend in excess of certain lim-
its without the approval of the Texas Insurance
Commissioner. The maximum dividend which can be paid
without such approval in 2004 is $74,959,000. Guaranty paid
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dividends of $33,790,000, $90,000 and $1,390,000 in 2003,
2002 and 2001, respectively.

Dividends from Guaranty are also voluntarily restricted
primarily to maintain statutory surplus and liquidity at
competitive levels. The ability of a title insurer to pay claims
can significantly affect the decision of lenders and other
customers when buying a policy from a particular insurer.

NoTE 4

INVESTMENTS. The amortized costs and market values of
debt and equity securities at December 31 follow:

2003 2002
Amortized Market Amortized Market
cost value cost value
{8000 Omitted)

Debt securities:
Municipal .c...comeeoneeiriones 180,294 187205 152,808 159,453
Corporate and utilities ..... 137,829 145273 127265 132,502
U.S. Government 28,660 28,795 38,741 39,798

Foreign bonds ........ 54,741 56,125 33,008 34,748
Mortgage-backed 720 723 1,324 1,360
Equity securities ................ 13,619 16,335 8,709 7900

415,863 434,456 361,855 375,761

Gross unrealized gains and losses at December 31 were:

2003 2002
Gains Losses Gains Losses
(8000 Omitted)
Debt securities:
Municipal ....ooeeeemeerronene 7,167 256 6,797 152
Corporate and utilities ..... 7,596 152 6,472 1235
U.S. Government ............. 358 223 1,057 -
Foreign bonds .......c..ecrrrven 1,498 114 1,742 2
Mortgage-backed 17 14 36 -
Equity securities ...e.reeee. 2,759 43 295 1,104

19,395 802 16399 2493

Of the above total unrealized losses of $802,000, the
amount in a loss position in excess of twelve months was
only $113,000, which was comprised of municipal debt, for-
eign bonds and equity securities. The unrealized loss posi-
tions were caused by normal market fluctuations and repre-
sented 47 investments.

Because the Company has the intent and ability to hold
these investments until maturity or a market price recovery,

and no significant credit risk is deemed to exist, the invest-
ments are not considered other-than-temporarily impaired.

Debt securities at December 31, 2003 mature, according
to their contractual terms, as follows (actual maturities may
differ because of call or prepayment rights):

Amortized  Market

cost value
(8000 Omitted)
In one Year O 1ess wooverrccennecererenrrerverisnsssissirisnanns 22375 22,549

After one vear through five years ... 157402 163,691
After five years through ten years ........mrnns 157474 164,266
AR TN YEATS covvvvverervcrmecrmmmenmmrsseessseseesmeessmaessesssins 64,273 66,892
Mortgage-backed securities ..o.....oocovevmmcemmecencvcrnnes 720 723

402,244 418,121

The Company believes its investment portfolio is diversi-
fied and expects no material loss to result from the failure to
perform by issuers of the debt securities it holds. Investments
made by the Company are not collateralized. The mortgage-
backed securities are insured by U.S. Government agencies.

NoTE 5

INVESTMENT INCOME. Income from investments and real-
ized gains and losses for the three years follow:

2003 2002 2001
(000 Omitted)

Income:
Debt SECUIHES ovvvervvevrrerisrreesrenesresssseennse 17,802 17,484 15,614
Short-term investments,
cash equivalents and other ... 1,998 3,210 4,308

19,800 20,694 19,922

Realized gains and losses:
GAINS oo 5239  7,966" 1,308
LOSSES wevvveermnnereerssrnssesmanseseresssnscsereesseeses (2,929) (4,934) (952)

2310 3,032 35

® Includes gains on sales of real estate of $2,376,000.

The sales of securities resulted in proceeds of $131,707,000
in 2003, $118,106,000 in 2002 and $41,694,000 in 2001.

Expenses assignable to investment income were insignifi-
cant. There were no significant investments at December 31,
2003 that did not produce income during the year.




NoTtE 6

INCOME TAXES. Deferred income taxes at December 31,
2003 and 2002 were as follows:

2003 2002
(8000 Omitted)
Deferred tax assets:

Accruals not currently deductible ........ooevvvvvcoovenens 1446 1,313
Net operating loss carryforwards ........ocvecerevenenc 171 213
Allowance for uncollectible amounts ................ 1,251 963
Book over tax depreciation and amortization....... 516 2314
Investments in partnerships ......ccooovumrvverevversveornnns 1,498 1222
Foreign tax credit carryforwards ......covevrevenrvcenien 1,490 1,409
OhEr v esevessecsssssssessesessseesesessasosees 2,545 1711

8917 9,145
(1,292) (1,292)
7625 7853

Less valuation allowance ...........comceerirnsensiens

Deferred tax liabilities:

Tax over book title loss provisions .......c..cccveernee (20,552) (13,051)
Unrealized gains on investments .....co.eerrvernees (6,507) (4,867)
0 R (3,006) (1219)
(30,065) (19,137)

Net deferred INCOME tAXES ..ovvveeenrrvereiremmrinsiversssnnnnes (22,440) (11,284

The following reconciles federal income taxes computed
at the statutory rate with income taxes as reported.

2003 2002 2001

(8000 Omitted)
Expected income taxes at 35% ........oerenene 69,826 53,851 28,203
State INCOME tAXES = NEL ruuvveorcerrenrvcensrensinns 4,073 3,268 1,976
Foreign taxes — net of tax credits ......o.coverr.. 864 1761 528
Tax effect of permanent differences:
TaX-EXEMPL INLEIES . cverveersermrsamrirensrcerereessens (2,052) (2,009) (1,966)
Meals and entertainment .......ccevorveneiens 1,680 1,140 1,07
GOOAWILL .vvoreervcrvernirreriecsessensseresssnsenssens - - 933
Net earnings from equity investees........ (2,305) (1,197) (471
MINOKity IRLErESS w..vvvveersnireemremseserssesnnons 2,003 1,201 997
Non-taxable I0COME vurmnrrnrcrrcrersssrrrcrres (1,609) (1,303) (1,434)
Other = NEt oo 3,268 2,668 2,049
INCOME tAKES oveeeirrerecsceirssress s sesssiorennas 75,748 59,380 31,894
Effective income tax rate (%) .......corveererrere. 38.0 386 396

The Company has $1,042,000 and $448,000 foreign tax
credit carryforwards that expire in 2006 and 2008, respectively.
The valuation allowance relates to certain foreign tax credit
carryforwards and other deferred tax assets.

Deferred tax expense was $9,375,000, $12,775,000 and
$1,897,000 in 2003, 2002 and 2001, respectively.

NoTE 7

GOODWILL. The carrying amount of goodwill for the title
reporting unit was $69,167,000 (of $79,084,000) and
$56,916,000 (of $66,885,000) at December 31, 2003 and
2002, respectively. The remaining goodwill was attributable to
the REI segment’s two reporting units.

During the three years ended December 31, 2003, good-
will was increased by acquisitions. Goodwill was decreased by
amortization in 2001. Net earnings, excluding goodwill amorti-
zation, was $51,697,000 compared with $48,686,000 as report-
ed for the year 2001. Basic earnings per share in 2001 would
have been $3.19 compared with $3.01 as reported and diluted
earnings per share would have been $3.16 compared with
$2.98 as reported. In accordance with SFAS No. 142, amortiza-
tion of goodwill was stopped effective January 1, 2002.

During 2003, $1,955,000 of goodwill attributable to a sub-
sidiary held for sale was written off and is included in other
operating expenses in the consolidated financial statements.
There were no impairment write-offs of goodwill during the
year ended December 31, 2002. Goodwill impairment write-
offs in 2001 were $675,000 in the REI segment and $28,000 in
the title segment.

NoTE 8

EQuiry INVESTEES. Certain summarized aggregate financial
information for equity investees follows:

2003 2002 2001

($000 Omitted)
For the year:
REVENUES ..o 72,997 47723 51,318
INEt €ATTNES worveernmcrrerenmeenmcmsacanecesrecermisnns 13,443 7635 3,617
At December 31:
Total aSSELS .ounrrrvrrnreirriesesecsrieresnssierees 18,422 18,255
Notes payable ......oevmmnsmensinsssnnns 2,597 3,566
Stockholders’ eqUIty ..o..eermmermerermeconiinnns 12,429 12423
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Net premium revenues earned from policies issued by
equity investees were $10,424,000, $9,092,000 and $7,705,000
in 2003, 2002 and 2001, respectively.

The amount of earnings from equity investees was
$6,586,000, $3,420,000 and $1,345,000 in 2003, 2002 and 2001,
respectively. These amounts are included in title insurance ~
direct operations in the consolidated financial statements.

Goodwill relating to equity investees was $12,258,000
and $5,480,000 at December 31, 2003 and 2002, repectively,
and was not amortized in accordance with SFAS No. 142.
Goodwill relating to equity investees was amortized for the
year ended December 31, 2001 on a basis similar to other
goodwill. Equity investments will continue to be reviewed for

impairment. See Note 1B.

NoTE 9

INOTES PAYABLE.

2003 2002
{8000 Omitted)
Banks
Primarily unsecured and at LIBOR?
plus .75%, varying payments .....ecereceren 21479 9,759
Other than Banks ......o..eevieerinessessssesssrssens 3,104 4,436

24,583 14,195

® 1,129% and 1.38% at December 31, 2003 and 2002, respectively.

The notes are due $7,254,000 in 2004, $3,370,000 in
2005, $2,104,000 in 2006, $2,012,000 in 2007, $2,029,000 in
2008 and $7,814,000 subsequent to 2008.

NoTE 10

ESTIMATED TITLE LOSSES. Provisions accrued, payments
made and liability balances for the three years follow:

2003 2002 2001

($000 Omitted)
Balances at January 1 ......ccormeemmmecrrrivinnonnns 230,058 202,544 190,298
PrOVISIONS wcvveeerecoreeinecesmesseesissenssersens 94,827 75,920 51454
PAYIMIENLS rrrrrsrresrsessrss (57.978) (48,441) (39,721)
Reserve balances acquired ........covecernee 1,182 35 763
Decreases 1n salvage .......vvccemeenmecrenccnes - - (250)
Balances at December 31 wovvveoreervenenne 268,089 230,058 202,544

Provisions include amounts related to the current year of
approximately $94,578,000, $75,626,000 and $51,085,000 for
2003, 2002 and 2001, respectively. Payments related to the
current year, including escrow and other loss payments, were
approximately $16,484,000, $10,688,000 and $11,817,000 in
2003, 2002 and 2001, respectively.

NorTe 11

CoMMON STOCK AND CLASS B COMMON STOCK.
Holders of Common and Class B Common Stock have the
same rights, except no cash dividends may be paid on Class
B Common Stock. The two classes of stock vote separately
when electing directors and on any amendment to the
Company’s certificate of incorporation that affects the two
classes unequally.

A provision of the by-laws requires an affirmative vote of
at least two-thirds of the directors to elect officers or to
approve any proposal that may come before the directors.
This provision cannot be changed without a majority vote of
each class of stock.

Holders of Class B Common Stock may, with no cumu-
lative voting rights, elect four directors if 1,050,000 or more
shares of Class B Common Stock are outstanding; three
directors if between 600,000 and 1,050,000 shares are out-
standing; and none if less than 600,000 shares of Class B
Common Stock are outstanding. Holders of Common Stock,
with cumulative voting rights, elect the balance of the nine
directors.

Class B Common Stock may, at any time, be converted
by its shareholders into Common Stock on a share-for-share
basis, but all of the holders of Class B Common Stock have
agreed among themselves not to convert their stock. The
agreement may be extended or terminated by them at any
time. Such conversion is mandatory on any transfer to a per-
son not a lineal descendant (or spouse, trustee, etc. of such
descendant) of William H. Stewart.

At December 31, 2003 and 2002, there were 145,820
shares of Common Stock held by a subsidiary of the
Company. These shares are considered retired but may be
issued from time to time in lieu of new shares.
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NortEe 13

CHANGES IN STOCKHOLDERS’ EQUITY.

Common

and Other

Class B Additional comp-
Common paidin rehensive Treasury
Stock  capital earnings  stock

($000 Omitted)

Balances at December 31,2000 .. 15,168 69,375 1,998 (1,512)
Stock offering ........ccevereeerrenern. 2,500 42,009 - -
ACUISIHONS wvvvocveverrsesessrenseen 198 3,022 - -
Stock bonuses and other ........ 25 474 - -
Exercise of stock options ........ 27 310 - -
Tax benefit of stock

opttons exercised ... - 49 - -
Unrealized investment gains ... - - 2,135 -
Realized gain reclassification .. - - {180) -
Foreign currency translation ... - - 19 -

Balances at December 31,2001 .. 17918 115239 4,149 (1,512)
Stock bonuses and other ......... 44 747 - -
Exercise of stock options ......... 95 n - -
Tax benefit of stock

options exercised ...........w... - 512 - -
Unrealized investment gains ... - - 7205 -
Realized gain reclassification .. - - (2,009) -
Foreign currency translation ... - - )] -
Common stock repurchased ... - - - (2,220
Common stock forfeited ........ - - - (17

Balances at December 31,2002 .. 18,057 116,870 9,344 (3,905)
Stock bonuses and other ......... 43 1053 - -
Exercise of stock options ......... 252 3,626 - -
Tax benefit of stock

options exercised ................. - 1267 - -
Unrealized investment gains ... - ~ 3446 -
Realized gain reclassification .. - - (399 -
Foreign currency translation ... - - 2,628 -

Balances at December 31, 2003 18,352 122,816 15,019 (3,905)

In August 2001 the Company issued 2,500,000 shares of
Common Stock in an offering at a price of $19 per share.

STOCK OPTIONS. A summary of the status of the Company’s
fixed stock option plans for the three years follows:

Exercise
Shares  prices @
)]
December 31, 2000 ..v.voinirceinmicercennerererersseneseenns 470,200 12.83
Granted 84,100 1937
Exercised (27100) 12.43
Forfeited (11,000) 18.81
December 31, 2001 .ooveeevcerevernremssnscsenicnnsisnssennesinns 516,200 13.79
€211l 86,100 19.02
EXEICHSEd oovrercesrimrrsrrnrerssssrsssssnssssssse s ssssessssennns (94,800) 498
FOMEIted .coovvrvvssscemsssssireesrisenessenssensssssscsssssissanens (2,800) 2022
December 31, 2002 wovvvvveronnsicsreennsiessecoreseeresennnns 504,700 1631
Granted ... crisnsen 89,700 23.16
3 (T« OO OO (251,422) 1542
FOHEItEd .vervvercerrcrnrmvessrsssssessssessesssssessesssmsesseseenenes - -
December 31, 2003 342978 1875
U Weighted average

At December 31, 2003, 2002 and 2001 there were
342,978, 504,700 and 516,200 options, respectively, exercis-
able. The weighted average fair values of options granted dur-
ing the years 2003, 2002 and 2001 were $12.31, $11.01 and
$11.53, respectively.

The following summarizes information about fixed stock
options outstanding and exercisable at December 31, 2003:

Range of exercise prices ($)
9.75t0 1910t
1894  26.87 Total

SRALES .eormeeermriencccrnnemrreens s scsmessassssssnes 119,978 223,000 342,978
Remaining contractual life - years @ ............ 5.1 79 6.9
Exercise price (§) ¥ ...ocoomrvvcmeennrcesenneconecn 1475 2090 1875

) Weighted average
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NoTE 14

NorTE 17

EARNINGS PER SHARE. The Company’s basic earnings per
share was calculated by dividing net earnings by the weighted
average number of shares of Common Stock and Class B
Common Stock outstanding during the reporting period.

To calculate diluted earnings per share, the number of
shares determined above was increased by assuming the
issuance of all dilutive shares during the same reporting peri-
od. The treasury stock method was used in calculating the
additional number of shares. The only potentially dilutive
effect on earnings per share for the Company is related to its
stock option plans.

In calculating the effect of the options and determining
diluted earnings per share, the average number of shares
used in calculating basic earnings per share was increased by
118,000 in 2003, 90,000 in 2002 and 153,000 in 2001.

NorTE 15

REINSURANCE. As is the industry practice, the Company
cedes risks to other title insurance underwriters and reinsur-
ers. However, the Company remains liable if the reinsurer
should fail to meet its obligations. The Company also
assumes risks from other underwriters. Payments and recover-
ies on reinsured losses were insignificant during the three
years ended December 31, 2003. The total amount of premi-
ums for assumed and ceded risks was less than one percent of
title revenues in each of the last three years.

NoOTE 16

LeaSES. The Company’s expense for leased office space was
$46,511,000 in 2003, $40,663,000 in 2002 and $37,181,000 in
2001. These are noncancelable, operating leases expiring over
the next 13 years. The future minimum lease payments are
summarized as follows (stated in thousands of dollars):

175,690

CONTINGENT LIABILITIES AND COMMITMENTS. The
Company is contingently liable for disbursements of escrow
funds held by agencies in certain cases where specific insured
closing guarantees have been issued.

The Company routinely holds funds in segregated escrow
accounts pending the closing of real estate transactions. These
accounts are not included in the consolidated balance sheets.
This resulted in a contingent liability to the Company of
approximately $929,983,000 at December 31, 2003.

The Company is a qualified intermediary in tax-deferred
property exchanges for customers pursuant to Section 1031
of the Internal Revenue Code. The Company holds the pro-
ceeds from transactions until a qualifying exchange can
occur. This resulted in a contingent liability to the Company
of approximately $497,722,000 at December 31, 2003.

At December 31, 2003 the Company was contingently
liable for guarantees of indebtedness owed primarily to banks
and others by unconsolidated equity investees and other
third parties. The guarantees relate primarily to business
expansion and generally expire no later than 2010. The maxi-
mum potential future payments on the guarantees amount
to $1,691,000 for equity investees and $9,585,000 for other
third parties. Management believes that the related underly-
ing assets and the collateral available, primarily title plants
and corporate stock, would enable the Company to recover
the amounts paid under the guarantees. The Company
believes no provision for losses is needed because no loss is
expected on these guarantees.

In the ordinary course of business the Company guaran-
tees the third party indebtedness of its consolidated sub-
sidiaries. At December 31, 2003 the maximum potential
future payments on the guarantees is not more than the
notes payable recorded on the consolidated balance sheets.

In the normal conduct of its business, the Company is
subject to lawsuits, regulatory investigations and other legal
proceedings that may involve substantial amounts. Such
matters are not predictable with complete assurance. The
Company believes the probable resolution of such contingen-
cies will not materially affect the consolidated financial
condition of the Company.
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Norte 19

SEGMENT INFORMATION, The Company’s two reportable
segments are title and real estate information (REI). Both seg-
ments serve each other and the real estate and mortgage industries.

The title segment provides services needed in transferring
the title in a real estate transaction. These services include
searching, examining and closing the title to real property
and insuring the condition of the title.

The REI segment primanly provides services related to
real estate transactions using electronic delivery. These servic-
es include title reports, flood determinations, credit reports,
property appraisals, document preperation, property reports
and background checks. This segment also provides post-clos-
ing services to lenders. In addition, the REI segment provides
services related to Section 1031 tax-deferred exchanges, map-
ping, and construction and maintenance of title plants for
county clerks, tax assessors and title agencies.

Under the Company’s internal reporting system, most
general corporate expenses are incurred by and charged to the
title segment. Technology operating costs are also charged to
the title segment, except for direct expenditures related to the
REI segment. All investment income is included in the title
segment as it is generated primarily from the investments of
the title underwriting operations.

Title REI Total
($000 Omitted)
2003:
Revenues 2,164,596 78,666 2243262

Intersegment FEVENINES cevvvermecreumenne 1,843 3752 5,595

Depreciation and amortization .. 21,535 3705 25240
Pretax earnings coommecsesscenss .. 187377 12,126 199503
Identifiable assets .o, 988,384 43,483 1,031,867
2002:
Revenues 1,708,597 71,119 1,779,716
Intersegment revenues ... 2,063 1,398 3,461
Depreciation and amortization ..... 18545 2,838 21,383
Pretax armings ....ucremeresesseresens 145,059 8801 153,860
Identifiable assets ..cvervevmrrrerenncenes 799,567 44419 843,986
2001:
Revenues 1207764 63,821 1.271,585
Intersegment revenues .........eeer 2,023 3,787 5,810
Depreciation and amortization ..... 18389 4259 22,648
Pretax eamings .......o.eeeceerercreesereee 75294 5286 80,580

QUARTERLY FINANCIAL INFORMATION (UNAUDITED).

Mar3l June30  Sept30 Dec3l
(8000 Omitted, except per share)

Revenues

2003 440,924 558,075 629,388 614,875

2002 et 347974 407128 473,345 551,269
Net earnings

2003 19875 41,030 42,068 20,782

2002 11,344 17711 21,597 43828
Barnings per share - diluted:

2003 .11 228 234 1.15

2002 cooreeeerremnemrcnneresessenens 63 99 122 246

Computations of per share amounts for quarters are
made independently. Therefore, the sum of per share
amounts above may not agree with per share amounts for the

year as a whole.
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STEWART TITLE GUARANTY COMPANY
STEWART TiTLE INSURANCE COMPANY
Princpal Underwiters of Stewart Information Services Corporation

UNCONSOLIDATED STATUTORY BALANCE SHEETS (UNAUDITED)

From statutory Annual Statements as filed
Stewart Title Stewart Title
December 31, 2003 Guaranty Company Insurance Company
($000 Omitted)
Admitted assets
Bonds ..o 342,129 40,317
Stocks - investments in affiliates .................... 313,100 -
Stocks - other eeteeemeseetaessas st eraene 16,274 -
Cash and short-term INVEStNENLS .......u.eeonveerrierersrcersinemesscseenssssssesns 64,819 5,948
Title Plants ....c.cemmcreemccerecemenccmsneensesensenee 3,734 67
Title insurance premiums and fees receivable ... 27,670 1,627
Other ....... 24,178 1,682
791,904 49,641
Liabilities, surplus and other funds
Reserve for title losses . 41,541 9.490
Statutory premium reserve ..o 333,098 15,957
OHhET oot eseessssese et svensesass s ssrasesresasssessos 42,469 8,201
417,108 33,648
Surplus as regards policyholders (Note) 374,796 15,993
791,904 49,641
Consolidated stockholder’s equity (unaudited), based on accounting
prnciples generally accepted in the United States of America (GAAP),
for Stewart Title Guaranty Company at December 31, 2003
(000 omitted) e $542,541

Note: The amount shown above for stockholder’s equity exceeds policyholders surplus primarily because under GAAP the statutory premium reserve and reserve for
reported title losses are eliminated and estimated title loss reserves are substituted, net of applicable income taxes.

STEwWARTY TiTLE GUuaRANTY COMPANY
STATUTORY POLICYHOLDERS SURPLUS GROWTH

(o $ miltions) 375 378

29 consecutive

years of statutory 300
policyholders

surplus growth - 5
unmatched in

the title industry.
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1980 Post Oak Boulevard
Houston, Texas 77056
www.stewart.com

MISSION

Enhance the Real Estate Transaction Process

VISION

Magnificent Service by Inspired Professionals

END RESULTS

Magnificent Customer Experience

Increased Shareholder Value




