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Rbout e Compeny

Stewart Information Services Corporation (NYSE-STC} is a customer-driven, technology-enabled, strate-

gically competitive, real estate information, title insurance and transaction management company.

Stewart provides title insurance and related information services required for seitlement by the real
estate and mortgage industries through more than 9,500 policy-issuing offices and agencies in the

United States and international markets. Stewart also provides post-closing lender services, automated

county clerk land records, property ownership mapping, geographic information systems, property
information reports, document preparation, background checks and expertise in tax-deferred

exchanges. More information can be found at www.stewart.com.

Finenciel Highligihts

2007 2006
Per share amounts:
Net {loss) earnings - diluted ... $ {2.21) $ 2.3p
BOOK ValUE s 41.82 44.00
Market price at December 31 ... 26.09 4336
Price range for the year
LOW e 24,61 32.87
Amounts in miflions:
Revenues ...... $2,106.7 $2.471.5
Net {1055) €arnings .o (40.2) 43.3
Total @SSeLS e 1,442.0 1,458.2
Stockholders’ eqUIty o 754, 802.3

Tells ef Conierts

Letter to Shareholders, Associates and Customers
Establishing property ownership for our customers worldwide
Managing and reducing costs of development of new capabilities
Targeting efficiencies and increased service levels

Growing Stewart's share of the national title insurance market
Continuing to focus on office profitability

Providing best-in-class enterprise services

Board of Directors

Statutory balance sheets

Form 10-K

Corporate information
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As Stewart works in a challenging envirenment,
we have refined and continue to implement
strategies to enhance the real estate transaction
process and increase shareholder value, We tell
that story in this 2007 Annual Report, with our
theme placed on the cover photo of the impres-
sive Stewart building in Houston, Texas.




Letter to Shareholders, Associates and Customers

he real estate industry had become accustomed to growth for a number of years but 2007
was an abrupt downturn. As the housing-finance system unraveled in late summer, the number
of new orders for title policies dropped quickly. A large number of existing transactions and
escrows where expenses had been incurred failed to fund, thus leading to unrecoverable operat-
ing losses. Existing home sales fell 13 percent nationwide from the prior year. New single-family
housing sales were down 26 percent. Existing home prices fell 6 percent.

Our international and commercial businesses grew in revenues and profits in 2007 Our pri-
mary affiliated underwriter for European and Australian transactions, Stewart Title Ltd., expand-
ed title insurance coverage available across all European Union countries.

We have made key personnel changes
for structural realignments to

drive efficiency. better margins snc
enhanced customer service.

Stewart's international and commercial businesses
grew in revenues and profits in 2007.

Key personnel changes include Stewart's former general counsel and manager of interna-
tional operations, Michael B. Skalka, being named president of Stewart Title Guaranty Company.
Skalka is the first individua! outside the Morris family to assume the helm of the company’s flag-
ship underwriter since it was chartered cne hundred years ago. Matthew W. Marris, formerly
senior vice president for planning and development, became president of Stewart Professional
Solutions and now oversees corporate and back-office functions. Murshid S. Khan is our new
chief information officer. His experience includes managing complex IT operations at Disney, and
he is leading our [T efforts, targeting efficiencies and increased service levels. Thirty-year title
technology veteran Pat Vaden was named chief executive officer of the merged Stewart
Transaction Solutions and PropertyInfo® Corporation. This unit develops, markets and distributes
technology to enhance the real estate transaction process for all parties. Longtime senior under-
writing counsel Harold C. {Harry) Hayes joined the select 10-member team of region managers.
He oversees affiliate and agency operations in 12 Northeastern states and Washington, D.C.

For the second year in a row, FORTUNE magazine named us one of "America’s Most Admired
Companies,” maintaining fourth place on the mortgage services industry list.

Financial Summary

In 2007 we incurred our first full-year loss since 1974. The U.S. subprime imploston spread
beyond residential purchase and refinance markets, impacting availability of financing, residen-
tial foreclosures and claims, Provisions for policy losses increased significantly in 2007 due to
waorse-than-expected claims experience on policies issued in recent years. Issues that at other
times would not result in claims become claims when property values decline, loans go into

N /

2007 ANNUAL REPQRT

STEWARTY INFORMATION SERVICES CORPODRRARTION




peny

Stewart Marris, Jr,

Malcolm S. Morris
/ 7

e are converting from legacy systems to new

Ueb-based production
and continuing market penetraticn of cur transaction
management platform SUfEClUSE

Rt ; s, K




default or housing sales plunge. These factors were intensified by rising new and existing home
inventories. Claims management is a high priority for our underwriting, claims and field person-
nel as we maonitor and work to minimize our losses from claims.

Stewart Title Company, which makes up our direct or affiliate closing operations, reduced
staff by approximately 1.500 during the year - a decline of 15 percent. Also closed were approxi-
mately 145 unprofitable branch offices. In most cases, we did not exit the market but rather
consolidated and decreased the number of retail locations.

Outlook

It is difficult to predict when an improvement in the real estate market will begin. A significant
improverment will be difficult for existing and new housing sales nationwide in 2008, with the first
half of the year likely trailing down markedly from the same pericd a year ago. Single-family
residential building permits - which become new home sales six to 12 months out - were down
significantly in the last six months of 2007, On the other hand, federal laws enacted récently have
the potential to offer relief in the areas of refinancings and new limits for Fannie Mae and Freddie

Mac conforming loans.

1 Lower interest rates, normally producing a bump in mortgage lending transactions, were
trumped by tighter lending standards and fewer loan choices. Fannie Mae is farecasting total 2008

one-to-four family residential lending to be 9 percent lower than 2007 levels.

The commercial market, while more buoyant than the residential sector, could also face

reduced transaction volume in 2008. This is due to reduced liquidity in financing and rising cap-
italization rates that result in downward pressure on real estate values. However, we expect our
" commercial business to remain strong in the coming year.
3 Despite the challenging environment and unfavorable predictions, we remain committed to
i’?implementing our long-term strategies and enhancing shareholder value in this extremely diffi-
cult real estate environment. This year we will complete the consolidation of data centers, con-
version from our legacy systems to new Web-based production and continue market penetration
for SureClose®, our custamer-oriented transaction management platform. Expanding and grow-
ing aur higher-margin international business promises bright prospects. As we progress in our
shared-services initiative for back-office functions, we set the stage for reduced operating
expenses in future years.

We are steadfast in our quest to enhance shareholder value. We thank our associates and
customers for their invaluable loyalty and shareholders for their faith in our improving perform-
ance in the coming years.

e S Ao 1)

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

February 29, 2008
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n April 2007, Stewart Title Guaranty Company (Guaranty)} named 30-year titfe and real estate

industry veteran Michael B. Skalka as president. He is the first person outside the Morris family

to serve as Guaranty's president since the first stock certificate was issued one hundred years ago
to W.C. Morris. Skalka's history with Stewart originated in 1988 when he appreciably expanded

the company's New York underwriter, Stewart Title Insurance Company (STIC). He was instrumen-

2007 ANNURL REPORT

tal in starting Stewart’s United Kingdom underwriter in the early 1990s, and in 1993 was named
STIC chairman and Guaranty's general counsel. In 2005, he was elevated to chairman of Stewart
Information International and continues to hold that position.

In a year when the title industry was the subject of a major repart by the U.S. General
Accounting Office (GAO) and investigations in several states, the promaotion was well-timed. With
his broad, deep knowledge and legal experience, Skalka understands the industry must develop
stronger relationships with regulators. “The public is a winner when there is a solvent title insur-
ance underwriter that is there when you need it. Regulators must balance their role in the public
eye with the need for fair rates so insurers can offer quality service and remain financially stable.”
he said. This is especially true in this declining market where title insurance claims have risen dra-
matically in frequency, percentage and dollar amount.

"The GAO report was well-written and clearly noted that the government has recognized the

role of title insurance in assisting to establish property ownership in order for lenders to protect

their liens,” said Skalka. The report noted key services offered by the title industry, including risk

avoidance via a search and examination process, escrow and closing, document recordation and

STEWRART INFORMATION SERVICES CORPAORATION

claims. It also recognized the differences between title insurance and casualty insurance, hoting
cost structure (one-time premium), coverage period (retrospective vs. prospective) and the close
relationship of the title industry's business cycle to real estate markets and interest rates. The
report called for more visibility of the real estate transaction to consumers and the ability to get
pricing infarmation, both of which are offered in SureClose.

In his new role as Guaranty president, Skalka oversees all Stewart underwriting companies,
both domestic and international. "We had a great deal of foresight almost 20 years agoe to take
title insurance outside the U.S." he said. “Here in the U.S. we are a mature industry, but less
known in the rest of the world." The international market offers a countercyclical source of
business when the domestic market is down. It also offers an oppertunity to roll out new title
assurance products - such as single-risk coverage found in the United Kingdom - that may have
applications in the United States. Skalka's global perspective is significant as he launches efforts
to streamline the underwriters’ collective management and build operations into a cohesive team
during 2008.

N /
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n 2006, Stewart combined its e-solutions for the real estate transaction under one umbrella
company, Stewart Transaction Solutions, and its real estate information subsidiaries under the*
new Propertylnfo Corporation. In 2007, those two companies combined as Propertyinfo
Corporation. Led by 30-year industry veteran Pat Vaden, the merged entity placed a range of
products and services under one management team - providing better integration and enabling
cost reductions for technelogy development and deployment.

“Our Propertyinfo Web portal, AIM® for Windows® title production and SureClose onfine
transaction management system were being handled by separate companies. They are now
being supported by one customer care center and one sales department, strengthening our prod-
uct offering and making our value proposition clearer to our customers,” said Vaden. The compa—r;-
ny is also building Web portals targeted to specific customer segments. The first site to be devel \\\
oped is Stewart Agency Gateway, a single sign-on solution for title and escrow offices. It offersi
access to multiple underwriter and agency applications used on a daily basis via a single user-!
name and password,

Many of these agency-facing applications, in addition to other back-office applications, lare

administered by Stewart Title Guaranty product manager Myisha Jenkins. A relatively new posi—!\
tion within the software industry, a product manager melds technical and business-process
expertise, determining overall scope and strategy for a product line while considering customer
requirements and processes. Jenking' team is modernizing systems providing agency-tracking
information and working on a conversion of the financial consolidation system to Hyperion
Financial Management. "These technologies provide better tools for increasing productivity an ‘
efficiency within Stewart. We are making investments to provide the corporate entity and fiel
offices the operational infarmation needed to improve management's decision-making process ¢
said Jenkins. The team also is finishing the Stewart National Automated Pricing Program’
a Web-based rate management system to generate quotes for closing costs that appear o -
Stewart.com, in SureClose and be a part of Stewart’s production systems to provide fo#
constant pricing.

The big story in 2008 is Stewart’s eClosingRoom™ initiative including both electronic clos-
ings and electronic signatures. Fannie Mae reported in March 2007 that neary 44 percent of al
lenders expect to implement e-mortgages. with 72 percent indicating they will implement e-sig-
nature technology. “Lenders, as well as builders and real estate professionals, want to move
toward e-closings for a variety of reasons,” said Vaden, “Some desire to be 'green.’ Some want ..
to take advantage of competitive opportunities not found in a normal business year. In both
cases, the market is ready and open for change in processes and Stewart has developed the nec-
essary components to lead in this space.” This ability to deliver strategic and competitive products

places Stewart in a strong position to grow future revenues.
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leader in title technology, Stewart made a significant hire outside thz title industry for
its new chief information officer. Murshid S. Khan had most recently served as director of informa-
tion technology (IT), telecommunications, global strategy, engineering and advanced services far
one of the world’s largest media and entertainment corparations - The Walt Disney Company.
Taking a cue from his former employer, Khan came to Houston seeing big opportunities to enhance
Stewart's overall customer experience by improving its infrastructure and processes.

“Stewart had always invested significantly in technology to keep up with the tremendous
growth of the real estate market. The downturn in the industry gave us an opportunity to look
back at our technology practices and spending and devise a strategy to implement a long-term,
sustainable and cost-effective IT model” said Khan. He immediately defined a multifaceted
approach to transform Stewart’s IT from a technology organization to business enabler and part-
ner. The goals include aligning the organization and stabilizing the infrastructure, in addition to
aligning IT strategies with business plans and establishing a governance structure. Other goals for
the organization include overall cost reduction, as well as a definition of long-term strategies for
core 1T products and services. With this focus on Stewart's infrastructure stability, the overall
reliability and availability of the technology infrastructures will greatly Improve,

Several broad initiatives were launched in 2007. First, with numerous data centers in North
America, consaolidation offered significant cost reductions as six iarge data centers were com-
bined into two. When this project is completed in fall 2008, Stewart will achieve major IT cost
reductions and best-in-class security. Another project for systems and server consalidation and
virtualization will help reduce the overall number of systems by 30 percent in the first phase
alone, effecting a substantial reduction in IT operational costs.

In addition, Khan implemented project management office (PMO) tools to manage and
monitor IT performance against spending. This solid governance structure will enable more effi-
cient IT budget visibility and management. The IT services group also began a field services
initiative to globally align the IT products and service support structure. “Establishing an enter-
prise call center and support center with standardized processes to improve the overall customer
and end-user experience is a top goal for 2008,” said Khan.

Finally, to overcome the challenge of communicating effectively within the typical arganiza-
tion, Khan implemented the C3 initiative for communication, collaboration and cost reduction.
“We are moving forward in creating a collaborative working environment between IT and other

technology teams as well as Stewart business units and partners,” he said.

o
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tewart has been involved in the national commercial and relocation businesses for

many years. However. the hiring of Paul Sands to lead Stewart's National Title Services {NTS)
division has propelled its growth - more than quadrupling NTS' revenues since 2000.

Where individual Stewart offices may handle land. office, retail, industrial and multifamily proj-

ects of significant sizes, NTS acts as a single point of contact for national commercial projects -
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especially multi-site, multi-state transactions. “The value we bring to national lenders, developers,
law firms, REITs, pension funds and other customers is that we can close commercial real estate
transactions anywhere in the country, while providing a uniform leve! of outstanding service.” said
Bruce Hawley, senior vice president, senior underwriting counsel and manager of NTS-New York
Metro. "For thé past few years, we have seen large property porifolios invalving hundreds of prop-
erties change hands in a single transaction. Qur financial strength and expertise in handling these
types of transactions is now well-known throughout the commercial real estate industry.”

The other primary business handled by NTS is relocation, a highly specialized national resi-
dential segment. "The relocation industry is controlled by a small number of major players with
vital supplier chains. We are one of a very few national groups that can handle title work for this
industry,” said Piper Sheffield, senior vice president and directar of Stewart Relocation Services
(SRS). Worldwide ERC®, the trade organization for the relocation industry, estimates more than
$27 billion is spent annually in the United States on various corparate relocation services, in addi-
tion to approximately $150 billion of real estate (homes) bought and sold. Service standards are

extremely high when the key is satisfying the relocating employee and family, the employer and

STEWART INFORMATION SERVICES CORPODRATION

the relocation company. Stewart’s field offices and title agency network provide the title, escrow
and closing services, while SRS provides coordination and facilitation management under a
national contract.

National business provides Stewart an opportunity for revenue and market-share growth in
an enviranment that responds a bit differently to the national economy. Commercial transactions
keep getting larger and more complicated, and corporations continue to buy, sell. expand and
consolidate facilities and move employees in both good times and bad. Hawley, Sheffield and
their colleagues have the talent to marshal their seasened associates to respond effectively to the
needs of Stewart’s valued customers - placing Stewart not just “in the dance,” but “in the lead”

for this crucial business.
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Il real estate is local. and three top Stewart managers are finding challenges - and
opportunities - in the markets they oversee. From Minnesota south through Texas, 17 states
report to Glenn Clements, Guaranty executive vice president and Central States manager. While
reverues in the region are down, Stewart Title affiliates in Dallas. San Antonio, Houston,
Albuguerque and Oklahoma City are performing well. Detroit and Minneapolis brought in dynam-
ic new leadership and a new Grand Rapids, Michigan, office is a favorable addition. A two-year
project to change all title plants to new technology and utilize Advanced Search Analysis™ was
completed in 2007 in the four southernmost states. “Making these changes helps improve cus-
tomer service and lowers our production cosis. We are getting big paydays from technology.” said
Clements. His focus will now he on the other 13 states to upgrade technology and standardize
processes,

In the 14 states from the Dakotas south and west to California, Guaranty executive vice
president and Western States manager Allan Wasserman works to share resources and propel
back-office consolidation for production, information and technology, human resources,
accounting and more, In California alone, the 25 databases serving separate title operations are
moving toward a single database. “While we are shrinking with the downturn, we are aligning
to benefit from other companies exiting the market - carefully hiring people who can produce
revenue and enhance our order count. Because of the current market, we are also focused on
pracessing REQ/foreclosure escrows and title business as well” said Wasserman, The California
Land Title Association rolled out the TitleWizard™ Web site in October, providing information
directly to consumers on rates and policies for all title insurers,

On the international side, Steve Lessack sees nothing but growth in the areas he manages
as president of Guaranty's Canadian division and chief executive officer of Stewart Title Ltd., the
European. Australian and New Zealand underwriter. Title insurance (or guaranty) is a relatively
new product outside the United States and is performing well in contrast to the struggling U.S.
market. In Canada, Stewart has been active for more than 10 years, working through its
Examining Counsel Program with lawyers throughout the country. An update to the Stewart Title
Electronic Policy System (STEPS) will enhance the production cycle for that market. Within
Europe, Stewart now covers all 27 member countries of the European Union through a number
of country offices. We anticipate expansian to further locations that will open in 2008, "The use
and application of our products and services varies so much from country to country. We now
have the infrastructure and legal expertise in place internationally to handle virtually any of our

clients’ needs,” said Lessack.
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he national housing downturn hit hard in 2007. Across the enterprise, it was apparent the
primarily decentralized structure that has been a key component to our growth, contained ineffi-
ciencies and redundancies that were impeding Stewart's strategic direction. The challenge was to
retain the company’s valuable local-market expertise and customer affiliations, while creating a
reduced back-office cost structure and focusing more resources on customer facing activities. The
company turned to Matthew W. Morris to align and optimize its operations. He had served as sen-
ior vice president for planning and development and was named president of the new Stewart
Professional Solutions. He is instituting initiatives to trim expenses and ratchet up productivity
gains, taking advantage of the company’s strategic assets.

“This separate entity is held accountable for identifying and delivering on the needs of its cus-
tomers, Stewart Title Guaranty Company and Stewart Title Company and their affiliates,” said Morris.
Corporate service centers performing back-office functions now report to him and include finance
and accounting, audit services, employee services, marketing, sales and [T services. "Leveraging the
enterprise allows us to reduce costs, increase efficiencies and enhance expertise in these specialized
functional areas. At the same time, rather than spending a great deal of time on those functions, we
unburden our front-line people to focus on higher value customer facing activities," he said.

One notable tmpact of the realignment s the initiative to provide tactical and strategic sup-
port to sales efforts of local offices as well as our national sales groups. “This new sales leader-
ship is developing coordinated, customer segment-specific, integrated sales strategies and
processes to be implemented throughout the organization. Enabling these linked sales strategies
across business and geographic channels will leverage our customer acquisition costs, enhance
customer service and measure sales productivity,” said Morris,

Another significant benefit of the realignment is the ability to utilize technology and drive
best practices across standardized back-office processes. This has been particularly impressive in
the area of IT services with the appointment of Stewart's new CIQ. "Qur overall goal is to refine
and unify processes, people and technology, and reengineer work paiterns to create a cost-effec-
tive platform for service delivery within world-class standards,” said Morris. “In the end, our field

offices will be better supported and Stewart’s customers will be better served.”
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- We will continue to provide

strategic oversight

Stewart’s Board of Directors
Standing (I-r).

Catherine A. Allen; Dr. E. Douglas Hodo;

Robert L. Clarke; Paul W. Hobby;
Dr. W. Arthur Porter; Thomas G. Apel;
Gov, Frank A. Keating; Nita B. Hanks

Seated (I-r):

Stewart Morris, Jr.; Laurie C. Moore,
Max Crisp; Stewart Morris;

Malcolm S. Morris
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Stewart Title Guaranty Company

Stewart Title Insurance Company
Principal Underwriters of Stewart tnfarmation Services Corporation

Unconsolidated Statutory Balance Sheets (Unaudited)

From statutory Annual Statements as filed

Stewart Title Stewart Title
December 31, 2007 Guaranty Company Insurance Company
($000 omitted)
Admitted assets
BONAS ., 471732 59,875
Stocks - investments in affiliates ..., 441636 114599
SEOCKS = OLRET .o 31625 -
Cash and shorf-1erm iNVESIMENTS .....co.ooviviriiei e, 62568 2479
TIE PIANES ..ot 3481 1414
Title insurance premiums and fees receivable ..., 34,353 1.455
OENBT .ot 36,229 3019
1082,024 79,741
Liabilities, surplus and other funds
Reserve for tile TOSSES .........ocoovviriee e s 91,456 9644
Statutory premiumm MESEIVE ..ottt 428408 27,195
ORET et 46,259 8,386
566,123 45,225
Surplus as regards policyholders (NOte) ..., 515901 34,516
1082.024 79.741
Consalidated stockholder's equity (unaudited), based an U.S. generally '
accepted accounting principles (GAAP), for Stewart Title Guaranty
Company at December 31, 2007 ($000 omitted) ..............coooooiveeiiiiiea, 702,293

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

Stewart Title Guaranty Company
Statutory Policyholders' Surplus Growth

(in $ milions) 550

33 consecutive 500
years of statutory
policyholders’
surplus growth — 400
unmatched in
the title industry.
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As used in this report “we” ‘us’, ‘our” the “Company’, and "Stewart” mean Stewart Information

Services Corporation and our subsidiaries, unfess the context indicates otherwise.




PART I
Item 1. Business

We are a Delaware corporation formed in 1970. We and our predecessors have been engaged in the title
business since 1893.

Stewart is a customer-driven, technology-enabled, strategically competitive, real estate information, title
insurance and transaction management company. We provide title insurance and related information
services required for settlement by the real estate and mortgage industries through more than 9,500
palicy-issuing offices and agencies in the United States and international markets. We also provide post-
closing lender services, automated county clerk land records, property ownership mapping, geographic
information systems, property information reports, document preparation, background checks and
expertise in tax-deferred exchanges.

Our international division delivers products and services protecting and promoting private land ownership
worldwide. Currently, our primary international operations are in Canada, the United Kingdom, Central
Europe, Mexico, Central America and Australia.

Our two main operating segments of business are title insurance-related services and real estate
information (REI). The segments significantly influence business to each other because of the nature of
their operations and their common customers. The financial information related to these segments is
discussed in Item 7 — Management’s Discussion and Analysis of Financial Condition and Results of
Operations and Note 20 to our audited consolidated financial statements.

Title Insurance Services

Title insurance-related services (title segment) include the functions of searching, examining, closing and
insuring the condition of the title to real property.

Examination and closing. The purpose of a title examination is to ascertain the ownership of the property
being transferred, debts that are owed on it and the scope of the title policy coverage. This involves
searching for and examining documents such as deeds, mortgages, wills, divorce decrees, court
judgments, liens, paving assessments and tax records.

At the closing or “settlement” of a sale transaction, the seller executes and delivers a deed to the new
owner. The buyer typically signs new mortgage documents. Closing funds are then disbursed to the
seller, the prior lender, real estate brokers, the title company and others. The documents are then
recorded in the public records. A title insurance policy is generally issued to both the new lender and the
owner,

Title_insurance policies. Lenders in the United States generally require title insurance as a condition to
making a loan on real estate, including securitized lending. This is to assure lenders of the priority of their
lien position. The purchasers of the property want insurance to protect against claims that may arise
against the title to the property. The face amount of the policy is normally the purchase price or the
amount of the related loan.

Title insurance is substantially different from other types of insurance. Fire, auto, health and life
insurance protect against future losses and events. In contrast, title insurance insures against losses
from past events and seeks to protect the public by eliminating covered risks through the examination
and settlement process.




Investments_in_debt and equity securities. Qur title insurance underwriters maintain investments in
accordance with certain statutory requirements for the funding of statutory premium reserves and state
deposits. We have established policies and procedures to minimize our exposure to changes in the fair
values of our investments. These policies include retaining an investment advisory firm, emphasizing
credit quality, managing portfolio duration, maintaining or increasing investment income and actively
managing profile and security mix based upon market conditions. All of our investments are classified as
available-for-sale.

Losses. Losses on policies occur when a title defect is not discovered during the examination and
settlement process. Reasons for losses include forgeries, misrepresentations, unrecorded liens, the
failure to pay off existing liens, mortgage lending fraud, mishandling or defalcation of settlement funds,
issuance by title agencies of unauthorized coverage and defending insureds when covered claims are filed
against their interest in the property.

Some claimants seek damages in excess of policy limits. Those claims are based on various legal theories.
We vigorously defend against spurious claims and provide protection for covered claims up to policy
limits. We have from time to time incurred losses in excess of policy limits.

Experience shows that most policy claims and claim payments are made in the first six years after the
policy has been issued, although claims are also incurred and paid many years later. By their nature,
claims are often complex, vary greatly in dollar amounts and are affected by economic and market
conditions and the legal environment existing at the time claims are processed.

Our liability for estimated title losses comprises both known claims and our estimate of claims that may be
reported in the future. The amount of our loss reserve represents the aggregate future payments (net of
recoveries) that we expect to incur on policy and escrow losses and in costs to settle claims. In accordance
with industry practice, these amounts have not been discounted to their present values.

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. Provisions for policy losses are charged to income in the same year the related premium revenues
are recognized. The amounts provided are based on reported claims, historical loss payment experience, title
industry averages and the current legal and economic environment. Actual loss payment experience relating
to policies issued in the current or previous years, including the impact of large losses, is the primary
reason for increases or decreases in our l0ss provision.

Amounts shown as our estimated liability for future loss payments are continually reviewed by us for
reasonableness and adjusted as appropriate. We have consistently followed the same basic method of
estimating and recording our loss reserves for more than 10 years. As part of our process, we also
obtain input from third-party actuaries regarding our methodology and resulting reserve calculations.
While we are responsible for determining our loss reserves, we utilize this actuarial input to assess the
overall reasonableness of our reserve estimation.

Factors affecting revenues. Title insurance revenues are closely related to the level of activity in the real
estate markets we serve and the prices at which real estate sales are made. Real estate sales are directly
affected by the availability and cost of money to finance purchases. Other factors include consumer
confidence and demand by buyers. These factors may override the seasonal nature of the title business.
Generally, our first quarter is the least active and our fourth quarter is the most active in terms of title
insurance revenues.




Selected information for the U.S. real estate industry follows (2007 figures are preliminary and subject to
revision):

2007 2006 2005
New home sales — in MIllIoNS .....ooovriie i 0.77 1.05 1.28
Existing home sales — in mMillioNs .......c.ccceevvnii s 5.65 6.48 7.08
Existing home sales — median sales price in $ thousands ..............u. 208.4 221.6 219.6

Customers. The primary sources of title insurance business are attorneys, builders, developers, home
buyers and home sellers, lenders and real estate brokers. No one customer was responsible for as much
as 10% of our title operating revenues in any of the last three years. Titles insured include residential
and commercial properties, undeveloped acreage, farms, ranches and water rights.

Service, location, financial strength, size and related factors affect customer acceptance. Increasing
market share is accomplished primarily by providing superior service. The parties to a closing are
concerned with personal schedules and the interest and other costs associated with any delays in the
settlement. The rates charged to customers are regulated, to varying degrees, in many states.

The financial strength and stability of the title underwriter are important factors in maintaining and
increasing our agency network. Among the nation’s leading title insurers, we earned one of the highest
ratings awarded by the title industry’s leading rating companies. Our principal underwriter, Stewart Title
Guaranty Company {Guaranty) is currently rated A" by Demotech, Inc., A+ by Fitch and B+ by Lace
Financial.

Market share. Title insurance statistics are compiled quarterly by the title industry’s national trade
association. Based on 2007 unconsolidated statutory net premiums written through September 30, 2007,
Guaranty is one of the leading title insurers in the United States.

Our principal competitors include Fidelity National Financial, Inc., The First American Corporation and
LandAmerica Financial Group, Inc. Like most title insurers, we also compete with abstractors, attorneys
who issue title opinions and attorney-owned title insurance funds. A number of homebuilders, financial
institutions, real estate brokers and others own or control title insurance agencies, some of which issue
policies underwritten by Guaranty. Although these controlled businesses may issue policies underwritten
by Guaranty, they also compete with our offices. We also compete with issuers of alternatives to title
insurance products, which typically provide no title reviews, limited coverage and less service on the
transaction for a smaller fee.

Title_jnsurance revenues by state. The approximate amounts and percentages of our consolidated title
operating revenues were:

Amounts ($ millions) Percentages
2007 2006 2005 2007 2006 2005

TEXAS .iiriierirniirensrirsriransanreivnetsenrsrecansernnns 316 321 292 16 14 13
California coovivveiireirciireiir e 214 317 367 11 13 16
NEW YOTK ceriieiieiie i resrens e riss s ves 186 180 159 9 8 7
[ [0) 5 (o - T OO OO 181 280 245 9 12 11
Al OthEers ....ccvvviiiivriniiiviisiis e s ieesransseanenes 1,091 1,253 1,251 55 53 53

1,988 2,351 2,314 100 100 100




Regulations. Title insurance companies are subject to comprehensive state regulations covering premium
rates, agency licensing, policy forms, trade practices, reserve requirements, investments and the transfer
of funds between an insurer and its parent or its subsidiaries and any similar related party transactions.
Kickbacks and similar practices are prohibited by most state and federal laws.

Real Estate Information

Qur real estate information (REI) segment primarily provides electronic delivery of data, products and
services related to real estate. Stewart Lender Services (SLS) offers origination and post-closing services
to residential mortgage lenders. These services include a full range of title and settlement services in
multiple states.

Products include basic vesting and legal description, as well as alternative products and vendor
management services. In addition, SLS also provides credit reporting services through credit bureaus,
appraisal services and automated property valuations, initial loan disclosures and electronic mortgage
documents. Furthermore, SLS offers post-closing outsourcing services for lenders.

Other companies within our REI segment provide diverse products and services such as Internal Revenue
Code Section 1031 tax-deferred property exchanges; digital photogrammetric mapping and digital
orthophotography related to parcel mapping; real estate database conversion, construction, maintenance
and access; automation for government recording and registration; and pre-employment screening and
background investigation services.

The introduction of automation tools for title agencies is an important part of the future growth of our
REI companies. Web-based search tools developed by PropertyInfo® Corporation are designed to
increase the processing speed of title examinations by connecting all aspects of the title examination
process to proprietary title plant databases and directly to public record data sources. Accessible through
www.PropertyInfo.com, a title examiner can utilize Advanced Search Analysis and TitleSearch® Pro for
the search, examination and production of title reports, thus eliminating many steps and inefficiencies
associated with traditional courthouse searches. Advanced Title Search, now offered through
www.Propertylnfo.com, provides broader access to data available directly from public records in a
growing number of counties nationwide.

In January 2007, Stewart REI Group sold its aerial photography and mapping businesses, GlobeXplorer®
and AirPhotoUSA® to DigitalGlobe® and entered into agreements with these companies to continue to
provide our customers with spatial and digital imagery.

Factors affecting revenues. As in the title segment, REI revenues, particularly those generated by lender
services and tax-deferred exchanges, are closely refated to the level of activity in the real estate market.
Revenues related to many services are generated on a project basis. Contracts for automating
government recording and registration systems and mapping projects are often awarded following
competitive bidding processes or after responding to formal requests for proposals.

Companies that compete with our REI companies vary across a wide range of industries. In the
mortgage-related products and services area, competitors inciude the major title insurance underwriters
mentioned under "Title — Market share”, as well as entities known as vendor management companies. In
some cases the competitor may be the customer itself. For example, certain services offered by SLS can
be, or historically have been, performed by internal departments of large mortgage lenders.

Another important factor affecting our REI revenues is the advancement of technology, which permits
customers to order and receive timely status reports and final products and services through dedicated
interfaces with the customer’s production systems or over the Internet. The use of our websites,
including www.stewart.com and www.Propertylnfo.com, allows customers easy access to solutions
designed for their specific industry.




Customers. Customers for our REI products and services include mortgage lenders and servicers,
mortgage brokers, government entities, commercial and residential real estate agents, land developers,
builders, title insurance agencies, and others interested in obtaining property information (including data,
images and aerial maps) that assist with the purchase, sale and closing of real estate transactions and
mortgage loans. Other customers include accountants, attorneys, investors and others seeking services
for their respective clients in need of qualified intermediary (Section 1031) services and employers
seeking information about prospective employees. No one customer was responsible for as much as 10%
of our REI operating revenues in any of the last three years.

Many of the services and products offered by our REI segment are used by professionals and
intermediaries who have been retained to assist consumers with the sale, purchase, mortgage, transfer,
recording and servicing of real estate-related transactions. To that end, timely and accurate services are
critical to our customers since these factors directly affect the service they provide to their customers.
Financial strength, marketplace presence and reputation as a technology innovator are important factors
in attracting new business.

General

Technology. Our automation products and services are increasing productivity in our title offices and
speeding the real estate closing process for lenders, real estate professionals and consumers. Before
automation, an order typically required several individuals to manually search the title, retrieve and
review documents and create the title policy commitment. Today, on a normal subdivision file, and in
some locations where our systems are optimally deployed, one person can receive the order
electronically, view the prior file, examine the indexed documents, prepare the commitment and deliver
the finished title insurance product.

We have deployed SureClose®, our transaction management platform, which gives consumers online
access to their closing file for more transparency of the transaction during the closing process. SureClose
also gives lenders, real estate professionals and settlement service providers the ability to monitor the
progress of the transaction; view, print, exchange and download documents and information; and post
and receive messages and receive automatic event notifications. Enhancing the seamless flow of the title
order, SureClose is also integrated with our AIM® title production system. The final commitment, as well
as all other closing documents, is archived on SureClose to create a paperless office.

Our platform for electronic reai estate closings, eClosingRoom™, was the industry’s first e-closing system
and is integrated with our SureClose production system. In addition, we are implementing systems that
further automate the title searches through rules-based processes.

Trademarks. We have developed numerous automation products and processes that are crucial to both
our title and REI segments. These systems automate most facets of the real estate transaction. Among
these trademarked products and processes are AIM®, eMortgageDocs®, E-Title®, PropertyInfo®, Re-
Source®, SureClose®, TitleLogix® and Virtual Underwriter®, We consider these trademarks, which are
perpetual in duration, to be important to our business.

Employees. As of December 31, 2007, we employed approximately 8,500 people. We consider our
relationship with our employees to be good.

Available information. We file annual, quarterly and other reports and information with the Securities and
Exchange Commission (SEC) under the Securities Exchange Act of 1934 (Exchange Act). You may read
and copy any material that we file with the SEC at the SEC’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549. You may obtain additiona! information about the Public Reference Room by
calling the SEC at (800) SEC-0330. In addition, the SEC maintains an Internet site (www.sec.gov) that
contains reports, proxy and other information statements, and other information regarding issuers that
file electronically with the SEC.




We also make available, free of charge on or through our Internet site (www.stewart.com), our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, Code of Ethics and,
if applicable, amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Exchange Act, as soan as reasonably practicable after we electronically file such material with, or furnish
it to, the SEC.

Item 1A. Risk Factors

You should consider the following risk factors, as well as the other information presented in this report
and our other filings with the SEC, in evaluating our business and any investment in Stewart. These risks
could materially and adversely affect our business, financial condition and results of operations. In that
event, the trading price of our Common Stock could decline materially.

Adverse changes in the levels of real estate activity reduce our revenues.

Our financial condition and results of operations are affected by changes in economic conditions,
particutarly mortgage interest rates, credit availability and consumer confidence. Qur revenues and
earnings have fluctuated in the past and we expect them to fluctuate in the future.

The demand for our title insurance-related and real estate information services depends in large part on
the volume of residential and commercial real estate transactions. The volume of these transactions
historically has been influenced by such factors as mortgage interest rates, availability of financing and
the overall state of the economy. Typically, when interest rates are increasing or when the economy is
experiencing a downturn, real estate activity declines. As a result, the title insurance industry tends to
experience decreased revenues and earnings. Increases in interest rates also may have an adverse
impact on our bond portfolio and interest on our bank debt.

We have benefited from a low mortgage interest rate environment and an increase in home prices in
prior years. However, our revenues and results of operations have been and will continue to be adversely
affected as a result of the decline in home prices, real estate activity and the availability of financing
alternatives.

Competition in the title insurance industry affects our revenues.

Competition in the title insurance industry is strong, particularly with respect to price, service and
expertise. Larger commercial customers and mortgage originators also look to the size and financial
strength of the title insurer. Although we are one of the leading title insurance underwriters based on
market share, Fidelity National Financial, Inc., The First American Corporation and LandAmerica Financial
Group, Inc. each has substantially greater revenues than we do. Their holding companies have
significantly greater capital than we do. Although we are not aware of any current initiatives to reduce
regulatory barriers to entering our industry, any such reduction could result in new competitors, including
financial institutions, entering the title insurance business. Competition among the major title insurance
companies and any new entrants could lower our premium and fee revenues. From time to time, new
entrants enter the marketplace with alternative products to traditional title insurance, although many of
these alternative products have been disallowed by title insurance regulators. These alternative products,
if permitted by regulators, could adversely affect our revenues and earnings.




Our claims experience may reguire us to increase our provision for title losses or to record
additional reserves, either of which would adversely affect our earnings.

Estimating future loss payments is difficult, and our assumptions about future losses may prove
inaccurate. Provisions for policy losses are charged to income in the same year the related premium
revenues are recoghized. The amounts provided are based on reported claims, historical loss payment
experience, title industry averages and the current legal and economic environment. Claims are often
complex and involve uncertainties as to the dollar amount and timing of individual payments. Claims are
often paid many years after a policy is issued. From time to time, we experience large losses, including
losses relating to independent agency defalcations, from title policies that have been issued or worsening
loss payment experience, which require us to increase our title loss reserves. These events are
unpredictable and adversely affect our earnings.

Our insurance subsidiaries must comply with extensive government regulations. These
regulations could adversely affect our ability to increase our revenues and operating results.,

Governmental authorities regulate our insurance subsidiaries in the various states and international
jurisdictions in which we do business. These regulations generally are intended for the protection of
policyholders rather than stockholders. The nature and extent of these regulations vary from jurisdiction
to jurisdiction, but typically involve:

e approving or setting of insurance premium rates;

« standards of solvency and minimum amounts of statutory capital and surplus that must be
maintained;

« limitations on types and amounts of investments;

« establishing reserves, including statutory premium reserves, for losses and loss adjustment
expenses;

« requlating underwriting and marketing practices;

« requlating dividend payments and other transactions among affiliates;

prior approval for the acquisition and control of an insurance company or of any company

contralling an insurance company;

licensing of insurers, agencies and, in certain states, escrow officers;

regulation of reinsurance;

restrictions on the size of risks that may be insured by a single company;

deposits of securities for the benefit of policyholders;

approval of policy forms;

methods of accounting; and

filing of annual and other reports with respect to financial condition and other matters.
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These regulations may impede or impose burdensome conditions on rate increases or other actions that
we might want to take to enhance our operating results. Changes in these regulations may also adversely
affect us. In addition, state regulators perform periodic examinations of insurance companies, which
could result in increased compliance or litigation expenses.

Rapid technological changes in our industry require timely and cost-effective responses. Our
earnings may be adversely affected if we are unable to effectively use technology to increase
productivity.

Technological advances occur rapidly in the title insurance industry as industry standards evolve and title
insurers introduce new products and services. We believe that our future success depends on our ability
to anticipate technological changes and to offer products and services that meet evolving standards on a
timely and cost-effective basis. Successful implementation and customer acceptance of our technology-
based services, such as SureClose, will be crucial to our future profitability, as will increasing our
productivity to recover our costs of developing these services. There is a risk that the introduction of new
products and services, or advances in technology, could reduce the usefuiness of our products and
render them obsolete.




Our growth strategy will depend in part on our ability to acquire and integrate
complementary businesses,

As part of our overall growth strategy, we selectively acquire businesses and technologies that will allow
us to enter new markets, provide services that we currently do not offer or advance our existing
technology. Our ability to continue this acquisition strategy will depend on our success in identifying and
consummating acquisitions of businesses on favorable economic terms. The success of this strategy will
also depend on our ability to integrate the operations, products and personnel of any acquired business,
retain key personnel, introduce new products and services on a timely basis and increase the strength of
our existing management team. Although we actively seek acquisition candidates, we may be
unsuccessful in these efforts, If we are unable to acquire appropriate businesses on favorable economic
terms, or at all, or are unable to introduce new products and services successfully, our business, financial
condition and results of operations could be adversely affected.

We rely on dividends from our insurance underwriting subsidiaries. Significant restrictions
on dividends from our subsidiaries could adversely affect our ability to make acguisitions.

We are a holding company and our principal assets are our insurance underwriting subsidiaries.
Consequently, we depend on receiving sufficient dividends from our insurance subsidiaries to meet our
debt service obligations and to pay our operating expenses and dividends to our stockholders. The
insurance statutes and regulations of some states require us to maintain a minimum amount of statutory
capital and restrict the amount of dividends that our insurance subsidiaries may pay to us. Guaranty is a
wholly owned subsidiary of Stewart and the principal source of our cash flow. In this regard, the ability
of Guaranty to pay dividends to us is dependent on the acknowledgement of the Texas Insurance
Commissioner. As of December 31, 2007, under Texas insurance law, Guaranty could pay dividends or
make distributions of up to $103.2 million in 2008 without approval of the Texas Insurance
Commissioner. However, Guaranty voluntarily restricts dividends to us so that it can grow its statutory
surplus, maintain liquidity at competitive levels and maintain its high ratings. A title insurer’s ability to pay
claims can significantly affect the decision of lenders and other customers when buying a policy from a
particular insurer. These restrictions could limit our ability to fund our acquisition program with cash and
to fulfill other cash needs.

Litigation risks include claims by large classes of claimants.

We are periodically involved in litigation arising in the ordinary course of business. In addition, we are
currently, and have been in the past, subject to claims and litigation from large classes of claimants
seeking substantial damages not arising in the ordinary course of business. Material pending legal
proceedings, if any, not in the ordinary course of business, are disclosed in Item 3 - Legal Proceedings
included elsewhere in this report. To date, the impact of the outcome of these proceedings has not been
material to our consolidated financial condition or results of operations. However, an unfavorable
outcome in any litigation, claim or investigation against us could have an adverse effect on our
consolidated financial condition or results of operations.

Anti-takeover provisions in our certificate of incorporation and by-laws may make a takeover
of us difficult. This may reduce the opportunity for our stockholders to obtain a takeover
premium for their shares of our Common Stock.

Qur certificate of incorporation and by-laws, as well as Delaware corporation law and the insurance laws
of various states, all contain provisions that could have the effect of discouraging a prospective acquirer
from making a tender offer for our shares, or that may otherwise delay, defer or prevent a change in
control of Stewart.




The holders of our Class B Common Stock have the right to elect four of our nine directors. Pursuant to
our by-laws, the vote of six directors is required to constitute an act by the Board of Directors.
Accordingly, the affirmative vote of at least one of the directors elected by the holders of the Class B
Common Stock is required for any action to be taken by the Board of Directors. The foregoing provision
of our by-laws may not be amended or repealed without the affirmative vote of at least a majority of the
outstanding shares of each class of our capital stock, voting as separate classes.

The voting rights of the holders of our Class B Common Stock may have the effect of rendering more
difficult or discouraging unsolicited tender offers, merger proposals, proxy contests or other takeover
proposals to acquire control of Stewart.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

We lease approximately 283,000 square feet, under a non-cancelable lease expiring in 2016, in an office
building in Houston, Texas, which is used for our corporate offices and for offices of several of our
subsidiaries. In addition, we lease offices at approximately 750 additional locations that are used for
branch offices, regional headquarters and technology centers, These additional locations include
significant leased facilities in Chicago, Dallas, Denver, Los Angeles, New York City, San Diego, San Jose,
Seattle and Toronto.

Our leases expire from 2008 through 2017 and have an average term of four years, although our typical
lease term ranges from three to five years. We believe we will not have any difficulty obtaining renewals
of leases as they expire or, alternatively, leasing comparable properties. The aggregate annual rent
expense under all leases was approximately $71.5 million in 2007,

We also own seven office buildings located in Arizona, Colorado, New York and Texas. These owned
properties are not material to our consolidated financial condition. We consider all buildings and
equipment that we own or lease to be well maintained, adequately insured and generally sufficient for
OUr purposes.

Item 3. Legal Proceedings

In January 2007, the California Insurance Commissioner filed a rate reduction order that would have
reduced title insurance rates in California by 26% commencing in 2009. However, we believe that
California law requires rates to be established competitively and not by administrative order. This rate
reduction order was rejected by the California Office of Administrative Law in February 2007 and, in May
2007, California’s Insurance Commissioner submitted revised regulations that, in addition to reducing
rates effective 2010, would have increased financial and operating data, market conduct examinations
and other regulatory requests by the California Department of Insurance. In October 2007, subsequent to
several title insurance industry meetings with the California Department of Insurance (CDOI), the state’s
Insurance Commissioner proposed to reduce the requirements of data and market conduct requests,
delay the effective date in 2011, and eliminate the interim rate reduction previously submitted to the
CDOI. These proposals are contingent upon the ongoing work of the title insurance industry with the
CDOI to identify alternative methods of providing the additional data and reforming the existing rate
structure.




We cannot predict the outcome of proposed regulations. However, to the extent that rate decreases are
mandated in the future, the outcome could materially affect our consolidated financial condition and
results of operations.

We are also subject to other administrative actions and inquiries into our conduct of business in certain of
the states in which we operate. While we cannot predict the outcome of these matters, we believe that
we have adequately reserved for these matters and that the outcome will not materially affect our
consolidated financial condition or results of operations.

In February 2008, several lawsuits, seeking class action status, were filed against our New York
underwriters and several of our competitors. These lawsuits allege that we, along with our competitors,
conspired to fix title insurance prices in New York through membership in a rating bureau. In addition,
certain of the lawsuits also allege that the prices charged by title insurers constituted overcharges in
violation of RESPA. We believe that these allegations are without merit and intend to vigorously defend
ourselves. While we cannot predict the outcome, we believe that the outcome will not materially affect
our consalidated financial condition ar results of operations.

We are also subject to lawsuits incidental to our business, most of which involve disputed policy claims.
In many of these lawsuits, the plaintiff seeks exemplary or treble damages in excess of policy limits. We
do not expect that any of these proceedings will have a material adverse effect on our consolidated
financial condition or results of operations. Additionally, we have received various other inguiries from
governmental regulators concerning practices in the insurance industry. Many of these practices do not
concern title insurance and we do not anticipate that the outcome of these inquiries will materially affect
our consolidated financial condition or results of operations. Along with the other major title insurance
companies, we are party to a number of class actions, in addition to the New York matters discussed
above, concerning the title insurance industry and believe that we have adequate reserves for these
contingencies and that the likely resolution of these matters will not materially affect our consolidated
financial condition or results of operations.

Regulators periodically review title insurance premium rates and may seek reductions in the premium
rates charged. The Texas Department of Insurance reduced title insurance premium rates by 3.2%
effective February 1, 2007. This decrease in premiums, net of amounts retained by agencies, aggregated
approximately $6.2 million in 2007. In its fatest action, the Texas Department of Insurance left title
insurance rates unchanged. In light of the downturn in transaction and premium volumes, we do not
expect significant pressure for rate reductions in other states.

Item 4, Submission of Matters to a Vote of Security Holders

None,
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PARTII

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and
Issuer Purchases of Equity Securities

Our Common Stock is listed on the New York Stock Exchange (NYSE) under the symbol “STC". The
following table sets forth the high and low sales prices of our Common Stock for each fiscal period
indicated, as reported by the NYSE.

High Low

2007:

First QUArBr ....ooveccreecrcrceninneimenens i iinrerssssssnesssssanes $44.80 $ 39.36

SeCoNd QUANET ..civiiirieiniiie i e 43.01 38.74

Third QUaNET ...t 45.05 33.00

Fourth qUaETr .....coviiveeeree e e s 37.12 24.61
2006:

FIFSt QUAMET .oceivceieeer e e e $ 54.85 $44.77

Second QUAMRET .....ccviirieie e rer e s e 47.85 36.16

THIrd QUEMEE ..oeiiii e reeccrerer e 36.90 32.87

Fourth QUARET . ...cooiiiiiie s er e e e 44.15 34.33

As of February 22, 2008, the number of stockholders of record was 5,917 and the price of one share of
our Common Stock was $30.16.

The Board of Directors declared an annual cash dividend of $0.75 per share payable December 21, 2007
and 2006 and December 20, 2005, respectively, to Common stockholders of record on December 7, 2007
and December 6, 2006 and 2005, respectively. Our certificate of incorporation provides that no cash
dividends may be paid on our Class B Common Stock.

We had a book value per share of $41.82 and $44.00 at December 31, 2007 and 2006, respectively. At
December 31, 2007, book value per share was based on approximately $754.1 million in stockholders’
equity and 18,031,110 shares of Common and Class B Common Stock outstanding. At December 31,
2006, book value per share was based on approximately $802.3 million in stockholders’ equity and
18,231,270 shares of Common and Class B Common Stock outstanding.
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Performance graph

The following graph compares the yearly percentage change in our cumulative total stockholder return on
Common Stock with the cumulative totat return of the Russell 2000 Index and the Russell 2000 Financial
Services Sector Index, which includes us and our major publicly-owned competitors, for the five years
ended December 31, 2007. The graph assumes that the value of the investment in our Common Stock
and each index was $100 at December 31, 2002 and that all dividends were reinvested.
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2002 2003 2004 2005 2006 2007
Year ended Decermber 31
—i— Stewart —e— Russell 2000 —a— Russell 2000 Financial Services Sector
2002 2003 2004 2005 2006 2007
1 (T T T | o 100.00 191.73 199.10 236.24 214.11 132.53
Russell 2000 ....covvviviviiciiiie e 100.00 147.29 174.39 182.47 216.11 212.76
Russell 2000 Financial Services Sector ... 100.00 139.84 169.35 173.07 206.73 172.00
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Item 6. Selected Financial Data

The following tabte sets forth selected consolidated financial data, which were derived from our consolidated
financial statements and should be read in conjunction with our audited consolidated financial statements,
including the Notes thereto, beginning on page F-1 of this Report. See also Item 7 — Management’s Discussion
and Analysis of Financial Condition and Results of Operations.

2007 2006 2005 2004 2003 2002 2001 2000 1993 1998

In millions of dollars

Total revenues ............. 2,106.7 2,471.5 2,430.6 2,176.3 2,239.0 1,7779 1,271.6 9355 1,071.3 968.8
Title segment:
Operating revenues ... 1,988.1 2,350.7 2,314.0 2,081.8 2,138.2 1,683.1 1,187.5 865.6 993.7 899.7
Investment income ... 36.1 349 29.1 22.5 19.8 207 199 191 18.2 185
Investment gains ....... 13.3 4.7 5.0 3.1 23 3.0 4 0 3 2
Tota! revenues .......... 2,037.5 2,390.3 2,348.1 2,107.4 2,160.3 1,706.8 1,207.8 884.7 1,012.2 9184
Pretax (loss}
earningst .............. (57.2) 832 1544 1431 2007 153.8 825 10.7 483 782
REI segment:
REVENUES .eevvevereeeeennns 69.2 81.2 82.5 68.9 78.7 711 638 50.8 59.0 504
Pretax earnings
(1088)" <neiiins 5.3 1.3 10.6 3.6 12.3 9.0 55 (4.5 3.1 32
Title loss provisions ....... 168.5 1416 128.1 100.8 94.8 75.9 51.5 390 442 39.2
% title operating
reVenueas ......c..cenw 8.5 6.0 5.5 4.8 4.4 4.5 4.3 4.5 4.4 4.4

Pretax {loss) eamings’”. (51.9) 845 1650 1467 213.0 1628  88.0 62 5.4 814

Net (loss) earnings ....... {40.2) 43.3 88.8 82.5 123.8 94.5 48.7 6 284 470
Cash provided by

operations ........cooven 4.6 105.1 174.4 170.4 190.1 1626 108.2 319 579 865
Total assets ......cccovevnen 1,442.0 1,458.2 1,361.2 1,193.4 1,031.9 8440 6779 5634 5357 4985
Long-term debt ............ 82.4 92.5 70.4 399 17.3 7.4 70 154 6.0 8.9
Stockholders’ equity ...... 754.1 8023 7663 6973 6214 4936 3945 2951 2849 2604

Per share data‘?

Average shares —~

diluted (millions) ........ 18.2 18.3 18.2 18.2 18.0 17.8 16.3 15.0 146 142
Net (loss) earnings —

basiC ... veevrererneenn {2.21) 2.37 4.89 4.56 6.93 5.33 3.01 .04 1.96 3.37
Net (loss} earnings —

diluted ......cccceneueeee (2.21) 2.36 4.86 4,53 6.88 5.30 2.98 .04 195 332
Cash dividends ............. .75 75 .75 46 .46 - - - .16 .14
Stockholders” equity ...... 41.82 4400 42.21 38.48  34.47 27.84 22,16 1961 19.39 1843
Market price:

High e, 45.05 54.85 53.01 47.60  41.45 2250 2225 2231 31.38 33.88

LOW .rreeerieeiceciinranneens 24.61 32.87 34.70 31.14 20.76 15.05 15.80 12.25 10.25 14.25

Yearend .....ccoceveveen, 26.09 4336 4867 41.65  40.55 21.39 18.75 22.19 13.31 259.00

i () pretax (loss) earnings before minority interests.
) Restated for a two-for-one stock split in May 1995, effected as a stock dividend.
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Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations

Management’s overview. We reported a net loss of $40.2 million for the year ended December 31,
2007 compared with net earnings of $43.3 million for the year 2006. Our net loss was $2.21 per share for
the year 2007 compared with net earnings of $2.36 per diluted share for the year 2006. Revenues for
the year decreased 14.8% to $2.1 billion from $2.5 billion in 20086.

The loss we incurred in 2007 was our first full-year loss since 1974. The sudden collapse of the subprime
mortgage lending market, tightening of credit availability in general, rising foreclosures, weakening home
sales and falling home prices were factors contributing to a severe decline in the U.S. real estate market.

We have responded aggressively to the decline in the real estate market and are taking appropriate steps
to restore profitability and achieve reasonable profit margins in the future. We have pursued and will
achieve an alignment of expenses with revenues. Strong efforts have been made to increase our
revenues through sales training and market segmentation. Our market opportunities have been helped by
competitors exiting certain geographic markets, We have closed approximately 145 unprofitable branch
offices since December 31, 2006. We have reduced employee counts in field offices and are
concentrating on increasing employee productivity, controlling compensation expense in specific markets
and renegotiating office leases.

In addition, excluding the effects of acquisitions and divestitures, we have reduced employee counts
company-wide approximately 1,500 in 2007. Our decrease in employee counts since December 31, 2005,
when the real estate market downturn began, has been approximately 2,100, or 20.6%.

The year 2007 includes pretax charges of $40.9 million to increase reserves due to large title claims of
$33.4 million, including losses relating to independent agency defaications, and a $7.5 million reserve
adjustment relating to policies issued in prior years. Also included in 2007 are pretax gains of $8.8
million from the sale of two subsidiaries and real estate.

Our other operating expenses have not declined at the same rate as revenues due to the relatively fixed
nature of some of these costs, such as rent and other occupancy, and costs associated with our growing
international and commercial businesses. Other operating expenses also increased due to the costs
associated with acquisitions and the impact of costs associated with clesing offices.

Fannie Mae and other industry experts expect the downturn in the real estate and related lending
markets to continue through at least 2009. Therefore, our consolidated financial condition and results of
operations will continue to be subject to adverse market conditions.

Critical accounting estimates. Actual results can differ from our accounting estimates. While we do
not anticipate significant changes in our estimates, there is a risk that such changes could have a
material impact on our consolidated financial condition or results of operations for future periods.

Title loss reserves

Our most critical accounting estimate is providing for title loss reserves. Qur liability for estimated title
losses at December 31, 2007 comprises both known claims ($104.7 million) and our estimate of claims
that may be reported in the future ($336.6 million). The amount of the reserve represents the aggregate
future payments (net of recoveries) that we expect to incur on policy and escrow losses and in costs to
settle claims.

We base our estimates on reported claims, historical loss payment experience, title industry averages and

the current legal and economic environment. In making estimates, we use moving-average ratios of
recent actual policy loss payment experience {net of recoveries) to premium revenues.
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Provisions for title losses, as a percentage of title operating revenues, were 8.5%, 6.0% and 5.5% for the
years ended December 31, 2007, 2006 and 2005, respectively. Actual loss payment experience, including
the impact of large losses, is the primary reason for increases or decreases in our loss provision. A
change of 100 basis points in this percentage, a reasonably likely scenario based on our historical loss
experience, would have changed our provision for title losses and pretax earnings approximately $19.9
million for the year ended December 31, 2007.

Estimating future loss payments is difficult and our assumptions are subject to change. Claims, by their
very nature, are complex and involve uncertainties as to the dollar amount and timing of individual
payments, Our experience has been that most policy claims and claim payments are made in the first six
years after the policy has been issued, although claims are incurred and paid many years later.

We have consistently followed the same basic method of estimating and recording our loss reserves for
more than 10 years. As part of our process, we also obtain input from third-party actuaries regarding our
methodology and resulting reserve calculations. While we are responsible for determining our loss
reserves, we utilize this actuarial input to assess the overall reasonableness of our reserve estimation.

Agency revenues

We recognize revenues on title insurance policies written by independent agencies (agencies) when the
policies are reported to us. In addition, where reasonable estimates can be made, we accrue for revenues
on policies issued but not reported until after period end. We believe that reasonable estimates can be
made when recent and consistent policy issuance information is available. Our estimates are based on
historical reporting patterns and other information about our agencies. We also consider current trends in
our direct operations and in the title industry. In this accrual, we are not estimating future transactions.
We are estimating revenues on policies that have already been issued by agencies but not yet reported to
or received by us. We have consistently followed the same basic method of estimating unreported policy
revenues for more than 10 years.

Our accruals for revenues on unreported policies from agencies were not material to our consolidated
assets or stockholders’ equity at December 31, 2007 and 2006. The differences between the amounts our
agencies have subsequently reported to us compared to our estimated accruals are substantially offset by
any differences arising from prior years’ accruals and have been immaterial to consolidated assets and
stockholders’ equity during each of the three prior years. We believe our process provides the most
reliable estimation of the unreported revenues on policies and appropriately reflects the trends in agency

policy activity.

Goodwill and other long-lived assets

Our evaluation of goodwill is completed annually in the third quarter using June 30 balances and when
events may indicate impairment. As a result of current market conditions and our operating results, we
updated our evaluation through December 31, 2007. We also evaluate the carrying values of title plants
and other long-lived assets when events occur that may indicate impairment. The process of determining
impairment relies on projections of future cash flows, operating results and market conditions.
Uncertainties exist in these projections and are subject to changes relating to factors such as interest
rates and overall real estate market conditions. Actual market conditions and operating results may vary
materially from our projections.

Based on these evaluations, we estimate and expense to current operations any loss in value of these
assets. As part of our process, we obtain input from third-party appraisers regarding the fair value of our
reporting units. While we are responsible for assessing whether an impairment of goodwill exists, we
utilize the input from third-party appraisers to assess the overall reasonableness of our conclusions.
There were no impairment write-offs of goodwill or other long-lived assets during 2007, 2006 or 2005.
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Operations. Our business has two main operating segments: title insurance-related services and real
estate information (REI}. These segments are closely related due to the nature of their operations and
common customers.

Qur primary business is title insurance and settlement-related services. We close transacticns and issue
title policies on homes and commercial and other real properties located in all 50 states, the District of
Columbia and international markets through more than 9,500 policy-issuing offices and agencies. We also
provide post-closing lender services, automated county clerk land records, property ownership mapping,
geographic information systems, property information reports, document preparation, background checks
and expertise in Internal Revenue Code Section 1031 tax-deferred property exchanges.

Factors affecting revenues. The principal factors that contribute to changes in operating revenues for
our title and REI segments include:

mortgage interest rates;

ratio of purchase transactions compared with refinance transactions;
home prices;

consumer confidence;

demand by buyers;

number of households;

availability of loans for borrowers;

premium rates;

market share;

opening of new offices and acquisitions; and

number of commercial transactions, which typically yield higher premiums.

" & & 9 % 2 & B 2 ® @

To the extent inflation causes increases in the prices of homes and other real estate, premium revenues
are also increased. Premiums are determined in part by the insured values of the transactions we
handle. These factors may override the seasonal nature of the title insurance business. Generally, our
first quarter is the least active and our fourth quarter is the most active in terms of title insurance
revenues.

Industry data. Published mortgage interest rates and other selected residential data for the years
ended December 31, 2007, 2006 and 2005 follow (amounts shown for 2007 are preliminary and subject
to revision). The amounts below may not relate directly to or provide accurate data for forecasting our
operating revenues or order counts.

Our statements on home sales, mortgage interest rates and loan activity are based on published industry
data from sources including Fannie Mae, the National Association of Realtors®, the Mortgage Bankers
Association and Freddie Mac. We also use information from our direct operations.

2007 2006 2005

Mortgage interest rates (30-year, fixed-rate) — %
Averages for the year .......ccccccvveivveevvecevemeicmeicimieinreinnera 6.34 6.41 5.87
First QUarter .....oovivieiiieir e e e 6.22 6.24 5.76
Second QUEIET .....ccoeevieeeiiee e 6.37 6.60 5.72
Third QUAMET ........ovviiii e e e e 6.55 6.56 5.76
Fourth quarter ...t e e 6.23 6.25 6.22
Mortgage originations — in $ billions ..........c.ceveeiviviei e, 2,485 2,761 2,980
Refinancings — % of originations ........c..cccccevivivienvnn e, 49.7 47.6 49.3
New home sales — in thousands ........cccccovevv e, 774 1,051 1,283
Existing home sales — in thousands ........ccovveeeeiieicnicennann, 5,652 6,478 7,075
Existing home sales — median sales price in $ thousands ....... 208.4 221.6 219.6
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Most industry experts project mortgage interest rates to remain stable in 2008, subsequent to rate
reductions made in January 2008. Due to the large number of refinancing transactions completed in 2005
and rising interest rates in 2006, significantly fewer refinancing transactions occurred in 2006.
Refinancing transactions, as a percentage of total transactions, increased stightly in 2007 compared with
2006 as interest rates stabilized and are expected to remain at 2007 levels through 2008 due to a stable
interest rate environment.

Fannie Mae expects the downturn in the real estate and related tending markets to continue through at
least 2009. Therefore, our financial condition and results of operations will continue to be adversely
affected by the current market conditions.

Trends and order counts. Mortgage interest rates (30-year, fixed-rate) have fluctuated from a
monthly low of 5.6% in June 2005 to a monthly high of 6.8% in July 2006 and were 6.1% at December
2007. As a result of the above, and the sudden collapse of the subprime lending market and tightening
of credit availability in general, mortgage originations decreased 16.6% from 2005 through 2007. Sales
of new and existing homes decreased 39.7% and 20.1%, respectively, in this same two-year period.

As a result of the above trends, our direct order levels have decreased significantly from 2005 to 2007, in
response to the softening U.S. real estate market.

The number of direct title orders we opened follows (in thousands):

2007 2006 2005
T e =] S 173 193 212
SecoNd QUAMNET .vrerierircrciari e srrins s sr s s e e e 180 202 245
Third QUEMET ...eeciiriiiriic et e 151 183 238
Fourth qQUanter ... 128 162 187
632 740 882

The number of direct title orders we closed follows (in thousands):

2007 2006 2005
First QUAMET .....coeriiiiiin i i s 110 132 143
Second QUANEE ....ociiiieicieiis e e e e 125 147 174
Third QUARET ..o e s e rmre e e 107 136 182
FOUrth QUAMEE .....cccvoieiiiiiiieiiiiiieiereriiaseaierarereranasasnenanes 93 124 152
435 539 651

Regulatory developments. In January 2007, the California Insurance Commissioner filed a rate
reduction order that would have reduced title insurance rates in California by 26% commencing in 2009.
However, we believe that California law requires rates to be established competitively and not by
administrative order. This rate reduction order was rejected by the California Office of Administrative Law
in February 2007 and, in May 2007, California’s Insurance Commissioner submitted revised regulations
that, in addition to reducing rates effective 2010, would have increased financial and operating data,
market conduct and other regulatory requests by the California Department of Insurance. In October
2007, subsegquent to several title insurance industry meetings with the California Department of
Insurance (CDOI), the state’s Insurance Commissioner proposed to reduce the requirements of data and
market conduct requests, delay the effective date to 2011, and eliminate the interim rate reduction
previously submitted to the CDOI. These proposals are contingent upon the ongoing work of the title
insurance industry with the CDOI to identify alternative methods of providing the additional data and
reforming the existing rate structure.
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We cannot predict the outcome of proposed regulations. However, to the extent that rate decreases are
enacted in the future, the outcome could materially affect our consolidated financial condition and results
of operations.

We are also subject to other administrative actions and inquiries into our conduct of business in certain of
the states in which we operate. While we cannot predict the outcome of these matters, we believe that
we have adequately reserved for these matters and that the outcome will not materially affect our
consolidated financial condition or results of operations.

In February 2008, several lawsuits, seeking class action status, were filed against our New York
underwriters and several of our competitors. These lawsuits allege that we, along with our competitors,
conspired to fix title insurance prices in New York through membership in a rating bureau. In addition,
certain of the lawsuits also allege that the prices charged by title insurers constituted overcharges in
violation of RESPA. We believe that these aflegations are without merit and intend to vigorously defend
ourselves against these pending matters, While we cannot predict the outcome of these matters, we
believe that the ultimate outcome will not materially affect our consolidated financial condition or results
of operations.

Results of Operations

A comparison of our results of operations for 2007 with 2006 and 2006 with 2005 follows. Factors
contributing to fluctuations in our results of operations are presented in the order of their monetary
significance and we have quantified, when necessary, significant changes. Results from our REI segment
are included in our year-to-year discussions as those amounts are immaterial in relation to consolidated
totals. When relevant, we have discussed our REI segment’s results separately.

Title revenues. Our revenues from direct title operations decreased $81.3 million, or 7.9%, in 2007
and $13.3 million, or 1.3%, in 2006. The largest revenue decreases in 2007 were in California, Florida,
Nevada and Arizona, partially offset by increases in Canada, New York and Texas. The largest revenue
decreases in 2006 were in California and Florida, partially offset by increases in Texas, including the
results of acquisitions, and Canada. Acquisitions increased revenues $22.1 million and $51.7 million in
2007 and 2006, respectively. Revenues from commercial and large transactions increased $22.6 million
and $42.8 million in 2007 and 2006, respectively. However, these increases in 2007 were more than
offset by the decline in residential transaction volume that resulted from the substantial decline in new
and existing home sales and the substantial reduction in both subprime and prime financing activities
caused by the uncertainty in the subprime lending market.

The number of direct closings we handled decreased 19.2% in 2007 and 17.2% in 2006. However, the
average revenue per closing increased 7.6% in 2007 and 14.7% in 2006 primarily due to the increased
ratio of commercial transactions to total transactions compared with the prior year, Title insurance
premiums for commercial transactions are typically higher than for residential transactions.

Revenues from agencies decreased 21.3% in 2007 and increased 3.9% in 2006. The decrease in 2007
was primarily due to the impact of a reduction in home sales and prices in most markets and the overall
decline in business related to the current market conditions. The largest decreases in revenues from
agencies in 2007 were in Florida, California, Virginia, Maryland and Ohio.

Agency business increased in 2006 due in part to new agencies added by us in Florida and the acquisition
of a New York title insurance underwriter with agency operations, partially offset by the impact of
reductions in transaction volume in California and Pennsylvania and our acquisition of certain agencies
that were formerly independent.

18




Regulators periodically review title insurance premium rates and may seek reductions in the premium
rates charged. The Texas Department of Insurance reduced title insurance premium rates by 3.2%
effective February 1, 2007. This decrease in premiums, net of amounts retained by agencies, aggregated
approximately $6.2 million in 2007.

Title revenues by state. The approximate amounts and percentages of consolidated title operating
revenues for the last three years were as follows:

Amounts ($ millions) Percentages

2007 2006 2005 2007 2006 2005
TEXAS ereeernrrireernnrrrrrusssttermnererermarecnnnses 316 321 292 16 14 13
Californid vovvveeecrrrecerir e, 214 317 367 11 13 16
NEW YOTK corvreiierersiesecrmnrsresencrsnsnaninerin 186 180 159 9 8 7
FIORAA ...cvviiiriviie e ert e s, 181 280 245 9 12 11
All OthETS ...uvervreieeeee s tiiiineneeseiscrinisnaiannis 1,091 1253 1,251 55 53 53

1,988 2,351 2,314 100 100 100

REI revenues. Real estate information services revenues were $66.0 million in 2007, $81.2 million in
2006 and $82.5 million in 2005. The decrease in 2007 primarily resulted from the sale in early January
2007 of GlobeXplorer and AirPhotoUSA and a reduced number of Internal Revenue Code Section 1031
tax-deferred property exchanges.

As noted above, we sold our mapping and aerial photography businesses, GlobeXplorer and AirPhotoUSA,
to DigitalGlobe® but continue to acquire spatial and digital imagery from these companies and use these
images in certain of the products sold in our operations or directly sell these images through our real
estate information portal, PropertyInfo Corporation. We recorded a pretax gain of $3.2 million from the
sale of these subsidiaries, which is included in our results of operations in investment and other gains —
net in our consolidated statements of earnings, retained earnings and comprehensive earnings. The
impact of the sale transaction and these businesses’ operations was not material to our consolidated
financial condition, results of operations or cash flows.

The decrease in 2006 primarily resufted from reduced revenues related to post-closing services and
electronic mortgage documents, somewhat offset by an increase in revenues in our automated mapping
services due to an acquisition. In 2006, revenues and pretax earnings from our tax-deferred property
exchange business were negatively impacted due to a shift from taxable income to a higher percentage
of tax-exempt income than was earned in 2005.

Investment income. Investment income increased $1.2 million, or 3.3%, in 2007 and $5.8 million, or
19.9%, in 2006 primarily due to higher yields. Certain investment gains and losses were realized as part
of the ongoing management of our investment portfolio for the purpose of improving performance and
are included in our results of operations in investment and other gains — net in our consolidated
statements of earnings, retained earnings and comprehensive earnings.

In addition to the gain on the sale of subsidiaries noted above, our 2007 investment and other gains -
net includes a $5.6 million gain from the sale of real estate. The real estate was owned by a consolidated
subsidiary, which has significant minority interest shareholders. After considering the effects of minority
interests and taxes, the sale of real estate resulted in a net gain of approximately $2.0 million in 2007,

Retention by agencies. The amounts retained by agencies, as a percentage of revenues generated by
them, were 81.0%, 80.7% and 81.2% in the years 2007, 2006 and 2005, respectively. Amounts retained
by title agencies are based on agreements between agencies and our title underwriters. This retention
percentage may vary from year-to-year because of the geographical mix of agency operations, the
volume of title revenues and, in some states, laws or regulations.
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Selected cost ratios (by segment). The following table shows employee costs and other operating
expenses as a percentage of related titie insurance and REI operating revenues.

Employee costs (%) Other operating (%)
2007 2006 2005 2007 2006 2005
THElE v 31.5 28.3 27.5 19.2 15.8 15.1
REL aoetieveiieicce v viinrernevves e s eea e 69.6 628 60.5 28.0 353 22.4

These two categories of expenses are discussed below in terms of year-to-year monetary changes,

Employee costs. Our employee costs and certain other operating expenses are sensitive to inflation.
Employee costs for the combined business segments decreased $39.4 million, or 5.4%, in 2007 and
increased $33.9 million, or 4.9%, in 2006. The number of persons we employed at December 31, 2007,
2006 and 2005 was approximately 8,500, 9,900 and 10,100, respectively. Excluding the effects of
acquisitions and divestitures, we reduced our employee headcount company-wide approximately 1,500,
or 14.9%, in 2007 and 2,100, or 20.6%, since December 31, 2005. Also, employee costs were
approximately $8.0 million lower in 2007 compared with 2006 due to a high level of major medical claims
in 2006, both in terms of number and cost.

Partially offsetting the decreases in headcount and medical claims in 2007 were annual raises, employee
costs in areas of technology development and commercial business and salary increases in highly
competitive geographic markets. In addition, acquisitions made since the prior year increased our
employee headcount approximately 170 and 520, and added $12.6 million and $23.3 million in empioyee
costs, in 2007 and 2006, respectively.

In addition to the impact of acquisitions and costs associated with major medical claims, employee costs
increased in 2006 due to annual raises, costs related to developing technology initiatives and the
competitive market for key employees in certain states,

In our REI segment, total employee costs for 2007 decreased $2.8 million, or 5.5%, from 2006 primarily
due to the sale of our mapping and aerial photography businesses and also in our Section 1031 tax-
deferred exchange business. Employee costs in this segment were comparable between 2006 and 2005.

Other operating expenses. Most of our operating expenses are fixed in nature, aithough some follow,
to varying degrees, the changes in transaction volume and revenues. Other operating expenses for the
combined business segments increased $4.0 million, or 1.0%, in 2007 and $32.8 million, or 8.8%, in
2006. Acquisitions made since the prior year increased other operating expenses approximately $5.3
million and $13.7 miliion in 2007 and 2006, respectively. The remaining fiuctuation in other operating
expenses in 2007 resulted from increases in our international business, outside search fees due to the
growth in our commercial business, rent, and other occupancy costs, and bad debt expenses, offset by
decreases in certain REI expenses, general supplies, business promotion, premium taxes and technology
costs. Increases in 2006 included technology costs, outside search fees, business promotion and litigation
costs,

Other operating expenses also includes travei, attorneys’ fees, title plant expenses and repairs and
maintenance.
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Title losses. Provisions for title losses, as a percentage of title operating revenues, were 8.5%, 6.0%
and 5.5% in 2007, 2006 and 2005, respectively. An increase in loss payment experience for recent policy
years resulted in an increase in our loss ratios in 2007 and 2006. Title loss reserves in 2007 included
$28.4 million for large title claims, primarily related to independent agency defalcations, and an
adjustment to reserves of $5.0 million refated to claims that may have been incurred but not yet reported
to us, which resulted from the increase in the frequency of large claims. In addition, we recorded a
reserve adjustment of $7.5 million related to higher than expected loss payment experience for policy
years 2004 through 2006. As a result of this policy loss experience, we also increased our provision for
current year policies by approximately $8.2 million. Title loss reserves included $9.2 million for large title
claims primarily related to agency defalcations in 2006 and $10.5 million related to a mortgage fraud and
an agency defalcation in 2005.

Income taxes. Our effective tax rates, based on earnings before taxes and after deducting minority
interests (a loss of $64.1 million, and earnings of $66.3 million and $145.5 million in 2007, 2006 and
2005, respectively), were 37.3%, 34.8% and 39.0% for 2007, 2006 and 2005, respectively. Our effective
tax rate increased in 2007 primarily due to the leve! of our operating losses compared with our significant
permanent differences, such as tax-exempt income, which remain relatively fixed in amount in 2007 and
2006. For 2006, our effective tax rate was positively impacted primarily by a higher ratio of tax-exempt
income to earnings before taxes than in 2005.

Contractual obligations. Our material contractual obligations at December 31, 2007 were:

Payments due by period ($ millions)

Less than 1-3 3-5 More than
1 year years years 5 years Total
Notes payable ........cccoiiiiiniiiennns 26.3 54.7 27.5 0.2 108.7
Operating leases ..........c.ciovvvenninnn, 56.6 78.2 42.8 47.5 2251
Estimated title 105585 ....cccvvveicrinnis 92.7 125.8 66.2 156.6 441.3
175.6 258.7 136.5 204.3 775.1

Material contractual obligations consist primarily of notes payable, operating leases and estimated title
losses. Operating leases are primarily for office space and expire over the next 10 years. The timing
above for the payments of estimated title losses is not set by contract. Rather, it is projected based on
historical payment patterns. The actual timing of estimated title loss payments may vary materially from
the above projection since claims, by their nature, are complex and paid over long periods of time. Loss
reserves represent a total estimate only, whereas the other contractual obligations are determinable as to
timing and amounts. Title losses paid were $117.6 million, $107.2 million and $83.4 million in 2007,
2006 and 2005, respectively.

Liquidity. Cash provided by operations was $4.6 million, $105.1 million and $174.4 million in 2007,
2006 and 2005, respectively. Cash provided by operations was reduced due to decreases in our earnings
and increases in payments of accounts payable and title loss payments. Cash flow from operations has
been the primary source of financing for additions to property and equipment, expanding operations,
dividends to stockholders, purchases of our Common Stock and other requirements. This source is
supplemented by bank borrowings, typically in connection with acquisitions.

The most significant non-operating source of cash was from proceeds of investments matured and sold in
the amounts of $449.2 million, $435.5 million and $580.9 million in 2007, 2006 and 2005, respectively.
We used cash for the purchases of investments in the amounts of $391.9 million, $405.9 million and
$679.0 million in 2007, 2006 and 2005, respectively.
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Unrealized gains and losses on investments and changes in foreign currency exchange rates are reported
net of deferred taxes in accumulated other comprehensive earnings, @ component of stockholders’ equity,
until realized. For 2007 and 2006, unrealized investment gains of $1.9 million and $0.8 million,
respectively, increased comprehensive earnings primarily due to changes in bond values caused by
interest rate decreases. In 2005, comprehensive earnings were decreased $7.2 million due to unrealized
investment losses related to changes in bond values caused by interest rate increases.

Changes in foreign currency exchange rates, primarily related to our Canadian operations, increased
comprehensive earnings $9.9 million and $1.6 million in 2007 and 2006, respectively, and decreased
comprehensive earnings $1.0 million in 2005.

During the years ended 2007, 2006 and 2005, acquisitions resulted in additions to goodwill of $13.7
million, $48.7 million and $30.1 million, respectively,

A substantial majority of our consolidated cash and investments at December 31, 2007 was held by
Guaranty and its subsidiaries. The use and investment of these funds, dividends to us, and cash transfers
between Guaranty and its subsidiaries and us are subject to certain legal restrictions. See Notes 2 and 3
to our accompanying consolidated financial statements.

Our liquidity at December 31, 2007, excluding Guaranty and its subsidiaries, was comprised of cash and
investments aggregating $22.6 million and short-term liabilities of $3.9 million. We know of no
commitments or uncertaintfes that are likely to materially affect our ability to fund our cash needs. See
Note 17 to our accompanying consolidated financial statements,

Loss reserves. Qur loss reserves are fully funded, segregated and invested in high-quality securities
and short-term investments, as required by the insurance regulators of the states in which our
underwriters are domiciled. At December 31, 2007, these investments aggregated $475.9 million and our
estimated title loss reserves were $441.3 million.

Historically, our operating cash flow has been sufficient to pay all title policy losses. As reported in Note
4 to the accompanying consolidated financial statements, the fair value of our debt securities maturing in
less than one year was $51.7 million at December 31, 2007. Combining our expected annual cash flow
provided by operating activities {$4.6 million which includes claim payments in 2007) with investments
maturing in less than one year, we do not expect future loss payments to create a liquidity problem for
us. Beyend providing funds for loss payments, we manage the maturities of our investment portfolio to
provide safety of capital, improve earnings and mitigate interest rate risks.

Other-than-temporary impairments of investments. We have reviewed our investment portfolio as
of December 31, 2007 and determined that we do not hald any investments that we believe will be
materially impaired as a result of the decline in financing activity related to the subprime fending market
or securities backed by subprime loans. In addition, for the year ended December 31, 2007, we have not
recorded material other-than-temporary impairments of our investments.

Capital resources. We consider our capital resources to be adequate. We expect external capital
resources would be available, if needed, because of our low debt-to-equity ratio. We do not expect any
material changes in the mix or relative cost of such external resources. Long-term debt and stockholders’
equity were $82.4 million and $754.1 million, respectively, at December 31, 2007 and we are not aware
of any trends, either favorable or unfavorable, that would materially affect these balances. However,
significant acquisitions in the future could materially affect our notes payable or stockholders’ equity
balances.

Off-balance sheet arrangements. We do not have any material source of liquidity or financing that
involves off-balance sheet arrangements, other than our contractual obligations under operating leases.
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Forward-looking statements. All statements 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 forward-looking statements. Such forward-looking statements are subject to risks
and uncertainties including, among other things, adverse changes in the levels of real estate activity,
technology changes, unanticipated title losses, adverse changes in governmental regulations, actions of
competitors, general economic conditions and cother risks and uncertainties discussed under Item 1A -
Risk Factors included elsewhere in this report.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The discussion below about our risk management strategies includes forward-looking statements that are
subject to risks and uncertainties. Management's projections of hypothetical net losses in the fair values
of our market rate-sensitive financial instruments, should certain potential changes in market rates occur,
are presented below. While we believe that the potential market rate changes are possible, actual rate
changes could differ.

Our only material market risk in investments in financial instruments is our debt securities portfolio. We
invest primarily in municipal, corporate and utilities, foreign and U.S. Government debt securities. We do
not invest in financial instruments of a derivative or hedging nature.

We have established policies and procedures to minimize our exposure to changes in the fair values of
our investments. These policies include retaining an investment advisory firm, an emphasis upon credit
quality, management of portfolio duration, maintaining or increasing investment income through high
coupon rates and actively managing our profile and security mix depending upon market conditions. We
have classified all of our investments as available-for-sale.

Investments in debt securities at December 31, 2007 mature, according to their contractual terms, as
follows (actual maturities may differ because of call or prepayment rights):

Amortized Fair
costs values
($ thousands)

IN ONE YEAN OF IBSS ...iveeriereeireerieee s iens st sss st saa st s sas s s an s annesas 51,832 51,668
After one year through two YEars ... 53,312 53,877
After two years through three years ... 50,764 50,981
After three years through four Years .......ccoiiiiieeniimnnincsenieeens 75,273 75,948
After four years through five Years ......cccicineoiinnciin e, 63,637 64,395
ALY fIVE YEAIS ..vvvciiieeeiirensinissir st sne e e an s sera s a e 277,927 283,779
Mortgage-backed SECUMtIES .ocvviiiininniiers s s s, 225 198

572,970 580,846

We believe our investment portfolio is diversified and do not expect any material loss to result from the
failure to perform by issuers of the debt securities we hold. Our investments are not collateralized. The
mortgage-backed securities are issued by U.S. Government-sponsored entities.

Based on our debt securities portfolio and interest rates at December 31, 2007, a 100 basis-point
increase (decrease) in interest rates would result in a decrease (increase) of approximately $24.2 miliion,
or 4.2%, in the fair value of our portfolio. Changes in interest rates may affect the fair value of the debt
securities portfolio and may result in unrealized gains or losses. Gains or losses would only be realized
upon the sale of the investments. Any other-than-temporary declines in fair values of securities are
charged to earnings.
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Item 8. Financial Statements and Supplementary Data

The information required to be provided in this item is included in our audited Consolidated Financial
Statements, including the Notes thereto, attached hereto as pages F-1 to F-23, and such information is
incorporated in this report by reference.

Item 9. Changes in and Disagreements With Accountants on
Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Our principal executive officers and principal financial officer, after evaluating the effectiveness of our
disclosure controls and procedures {as defined in Exchange Act Rules 13a-15{(e) and 15d-15(e)) as of
December 31, 2007, have concluded that, as of such date, our disclosure controls and procedures are
adequate and effective to ensure that material information relating to us and our consolidated
subsidiaries would be made known to them by others within those entities.

There has been no change in our internal control over financial reporting during the quarter ended
December 31, 2007 that has materially affected, or is reasonably fikely to materially affect, our internal
control over financial reporting. As a result, no corrective actions were required or undertaken.

Our management assessed the effectiveness of our internal control over financial reporting as of
December 31, 2007. In making this assessment, our management used the criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Controf -
Integrated Framework.

Based on our assessment, management believes that, as of December 31, 2007, our internal control over
financial reporting is effective based on those criteria.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even
those systems determined to be effective can provide only reasonable assurance with respect to financial
statement preparation and presentation. Internal control over financial reporting is a process that
involves human diligence and compliance and is subject to lapses in judgnient and breakdowns resulting
from human failures. Internal controls over financial reporting also can be circumvented by coliusion or
improper management override. Because of such limitations, there is a risk that material misstatements
may not be prevented or detected on a timely basis by internal controls over financial reporting.
However, these inherent limitations are known features of the financial reporting process. Therefore, it is
possible to design into the process safeguards to reduce, though not eliminate, this risk.

See page F-2 for the Report of Independent Registered Public Accounting Firm on our effectiveness of
internal control over financial reporting.

Item 9B. Other Information

None.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

Information regarding our directors and executive officers will be included in our proxy statement for our
2008 Annual Meeting of Stockholders (Proxy Statement), to be filed within 120 days after December 31,
2007, and is incorporated in this report by reference.

The Board of Directors has adopted the Stewart Code of Business Conduct and Ethics and Guidefines on
Corporate Governance, as well as the Code of Fthics for Chief Executive Officers, Principal Financial
Officer and Principal Accounting Officer. Each of these documents can be found at our website,
www.stewart.com.

Item 11. Executive Compensation

Information regarding compensation for our executive officers will be included in the Proxy Statement
and is incorporated in this report by reference. The Compensation Committee has reviewed and
discussed the Compensation Discussion and Analysis with management and based on that review and

discussion, the Compensation Committee recommended to the Board of Directors that the Compensation
Discussion and Analysis be included in the Proxy Statement.,

Item 12. Security Ownership of Certain Beneficial Owners and Management and

Related Stockholder Matters
Information regarding security ownership of certain beneficial owners and management and related
stockholder matters will be included in the Proxy Statement and is incorporated in this report by
reference.
Item 13. Certain Relationships and Related Transactions, and Director Independence
Information regarding certain relationships and related transactions and director independence will be
included in the Proxy Statement and is incorporated in this report by reference.
Item 14. Principal Accounting Fees and Services

Information regarding fees paid to and services provided by our independent registered public accounting
firm will be included in the Proxy Statement and is incorporated in this report by reference.

PART IV
Item 15. Financial Statements

The financial statements filed as part of this report are listed in the Index to Consolidated Financial
Statements on Page F-1 of this document.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, we have
duly caused this report to be signed on our behalf by the undersigned, thereunto duly authorized.

STEWART INFORMATION SERVICES CORPORATION
(Registrant)

By: _/s/ Malcolm S. Morris
Malcolm 5. Morris, Co-Chief Executive Officer and
Chairman of the Board of Directors

By: Jsf Stewart Morris, Jr.
Stewart Morris, Jr., Co-Chief Executive Officer,
President and Director

By: /s/ Max Crisp
Max Crisp, Executive Vice President and
Chief Financial Officer, Secretary, Treasurer,
Principal Financial Officer and Director

By: /s/ Alison R. Evers
Alison R. Evers, Senior Vice President and
Principal Accounting Officer

Date: February 25, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed on our
behalf on February 25, 2008 by the following Directors:

/s/ Robert L. Clarke /s/ Malcolm S. Morris
(Robert L. Clarke) (Paul Hobby) (Malcolm S. Morris)
/s/ Max Crisp _/s/ E. Douglas Hodo [s{ Stewart Morris, Jr,
(Max Crisp) (E. Douglas Hodo) (Stewart Morris, Jr.)
/s{ Nita Hanks /s/ Laurie C. Moore
{Nita Hanks) {Laurie C. Moore) {W. Arthur Porter)
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Stewart Information Services Corporation:

We have audited Stewart Information Services Corporation’s internal contro! over financial reporting as of
December 31, 2007, based on criteria established in Jnternal Controf - Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSQ0). Stewart Information
Services Corporation’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting, included
in the accompanying Item 9A. Controls and Procedures. Our responsibility is to express an opinion on the
Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audit also included performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with
autherizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, Stewart Information Services Corporation maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2007, based on criteria established in Internal
Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. '

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board {United States), the consolidated financial statements of Stewart Information Services Corporation
and subsidiaries as listed in the accompanying index, and our report dated February 29, 2008 expressed
an unqualified opinion on those consolidated financial statements.

KPMG LLP

Houston, Texas
February 29, 2008




Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Stewart Information Services Corporation:

We have audited the consolidated financial statements of Stewart Information Services Corporation and
subsidiaries as listed in the accompanying index. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Stewart Information Services Corporation and subsidiaries as of
December 31, 2007 and 2006, and the results of their operations and their cash flows for each of the
years in the three-year period ended December 31, 2007, in conformity with U.S. generally accepted
accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), Stewart Information Services Corporation’s internal control over financial reporting
as of December 31, 2007, based on criteria established in Internal Controf - Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report
dated February 29, 2008 expressed an unqualified opinion on the effectiveness of the Company’s internal
control over financial reporting.

KPMG LLP

Houston, Texas
February 29, 2008




CONSOLIDATED STATEMENTS OF EARNINGS, RETAINED EARNINGS AND COMPREHENSIVE EARNINGS

Years Ended December 31

2007

2006

2005

($000 omitted, except per share)

Revenues
Title insurance:
Direct operations ....ccc.oovevcriiiiiiiinirr e e 947,342 1,028,688 1,041,977
Agency operations .....c.cccveiiriiinnie e 1,040,719 1,321,994 1,272,062
Real estate information .......ccccecvvrenrirceemneise s renes 66,037 81,159 82,495
Investment iNCOME ...t e 36,073 34,913 29,127
Investment and other gains — Nel ....cooveivie e e e 16,520 4,727 4,966
2,106,691 2,471,481 2,430,627
Expenses
Amounts retained By agencies ........ccicriii . 843,038 1,067,071 1,032,496
EMPlOYE COSES .ooeereriirriririirim e e 689,107 728,529 694,599
Other operating eXPenses .....cccocicieieiverieie i reecececece e rees s eres s 409,999 405,951 373,161
Title losses and related Claims ..o 168,501 141,557 128,102
Depreciation and amortization ......c.c.ceeeeieveiiceieieiiin s eeeeeann. 41,125 37,747 33,954
g =t o T P 6,842 6,090 3,351
2,158,612 2,386,945 2,265,663
(Loss) earnings before taxes and minority interests ................. {(51,921) 84,536 164,964
Income tax (benefit) expense ... v v e e (23,926) 23,045 56,768
0 Nt =T - PP 12,225 18,235 19,431
Net (10S5) earnings .......ccccccenvssrmnisensensississrmsiancaseassansinsanse (40,220) 43,252 88,765
Retained earnings at beginning of year .............cociiiviieiiinininnn 649,598 619,232 543,295
Recovery of excess distribution to minority interest ................. 478 - -
Cash dividends on Common Stock ($.75 per share) .................. {12,738) (12,886) (12,828)
Retained earnings at end of year .. ..ccoocviiie e icn e, 597,118 649,598 619,232
Average shares — diluted (000) .......c.ccceiiiniimniin e 18,162 18,304 18,246
{Loss) earnings per share — basiC .......coiiiici e (2.21) 2.37 4.89
(Loss) earnings per share — diluted .............coonvevaeeneesenran (2.21) 2.36 4.86
Comprehensive (loss) earnings: |
Net (10SS) €aIMINGS ..evovcvveeeiiicirer s e (40,220) 43,252 88,765 !
Changes in other comprehensive earnings, net of taxes of
$6,344, $1,310 and ($4,394) ... s seneaaia 11,781 2,433 (8,160}
Comprehensive (l0SS) €arniNgs ..o (28,439) 45,685 80,605

See notes to consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

December 31 2007 2006
($000 omitted)
Assets
Cash and cash equivalents ........cccovve i 109,239 136,137
ShOrE-term INVESIMENES tivvvrevierersiirermrsirrrinisisitrsrrsrtrnitssrrrssssisaeiorsrsrares 79,780 161,711
189,019 297,848
Investments in debt and equity securities, at market:
Statutory reserve fUNAS ..o 518,586 490,540
OB IIBE .iiiiiiivuriusieresererenernnssesarersnretunsarasasanesranarasssersiessrararssnssaresenenens 98,511 * 78,249
617,097 568,789
Receivables:
1 o] =1 15,416 6,901
Premiums from agenCi€s ......cocveieieiererermierertiinsiineiisii s aresaenens 48,040 58,023
INCOME LAXES wretuiiiereivreiereiuierereneereirarerestbaarsarsssasesaesesenssanansssennne 38,084 9,285
011 = U 39,835 45,370
Allowance for uncollectible amounts .......cccieiiiicisnen i {11,613) (9,112)
129,762 110,467
Property and equipment, at cost:
1= o PPN 8,494 8,350
BUIIDINGS 1o eeiiirircece e e e e 22,234 20,591
Furniture and equUIPMENt .......cooviviiieiiec s 289,320 278,563
Accumulated depreciation ...........c.ecc e et {223,591) (208,179)
96,457 99,325
Title plants, at COSE cvvviriiiii i 78,245 70,324
Real estate, at lower of cost or net realizable value ............ccccccciiiiniiniiinins 5,998 3,658
Investments in investees, on an equity basis ... 15,810 17,139
GOOAWIIl +evvvererreres e cere e ee e e e s e eesree s e se e e s e rasaneeaaa e s nresasennen s s st s s s 208,824 204,302
Intangible assets, net of amortization ........ccccccciiiinii . 17,157 15,444
OTNEE @SSBES ivvereieerenieeianiveermueiereanasereraneissnrasassrnrasrasersmarssarensnsssinnsnsaie 83,605 70,911
1,441,974 1,458,207
Liabilities
Notes payable, including $82,404 and $92,469 long-term portion .............. 108,714 109,549
Accounts payable and accrued liabilities .........coocvivinn . 108,658 130,589
Estimated title [0SSES .....ivvvivviiiriiieirsinisirrei et esncesreraseenerirerersseraserssinasies 441,324 384,396
Deferred iNCOME tAXES 1.vviiiiiiiiriiirirriririvreisraseraserarminererarnirmsisrrinsstsiansnens 13,509 14,139
MINOMILY INEEFESES ...iiiiiiiiiietieeirsieiermrar e areiremem i iaes e re e e i s et rbra s e rraearnraes 15,710 17,272
687,915 655,945
Contingent liabilities and commitments
Stockholders’ equity
Common Stock — $1 par, authorized 30,000,000,
issued and outstanding 17,311,505 and 17,507,087 .....ccovviviviniiiniiininn, 17,312 17,507
Class B Common Stock - $1 par, autharized 1,500,000,
issued and outstanding 1,050,012 .....ccccooviiiiiinincn 1,050 1,050
Additional paid-in capital ..o 122,834 129,960
Retained €arningS .....cccoveeieeiieieir et e £97,118 649,598
Accumulated other comprehensive earnings:
Foreign currency translation adjustments ..., 14,542 4,662
Unrealized investment gains ..o 5,300 3,395
Treasury stock — 330,407 and 325,829 Common shares, at cost ............... {4,097) (3,914)
Total stockholders” QUILY ....oooviiiiiiieiiereesiae e ere s e b s rarns 754,059 802,262
1,441,974 1,458,207

See notes to consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31 2007 2006 2005
($000 omitted)
Reconciliation of net (loss) earnings to cash provided by operatmg activities:
Net ([0S5) BBIMINGS .......ivviveesiiiricimeiceeecevertr s terirrsessriesseaesre s snrearessrarensanes (40,220) 43,252 88,765
Add (deduct):
Depreciation and aMOFHZAtON ......oeeeeeeeieirrreerreissssesrereereeeesesnsnnrnreseesesansnns 41,125 37,747 33,954
Deferred income tax benefit .........ccooevvvrieeenns (8,175) {4,232) (9,158)
Realized investment and other gains — net . (16,520) {4,727} (4,966)
Provisions for title losses in excess of payments 51,636 34,968 45,940
Increase in receivables — net . (12,127) {21,005) {7,858)
Increase in other assets — net (1,251) (3,997) (15,108)
{Decrease) increase in payables and accrued llablhtles - net {20,323) 1,041 22,077
MINOKLY INLEFESES ..iviiiiiirr e 12,225 18,239 19,431
Net earnings from equity investees ............. (2,940) (4,340) (6,992)
Dividends received from equity investees 4,505 4,804 4,868
Other — net . {(3,357) 3,314 3,482
Cash provided by operatlng actl\ntles 4,578 105,064 174,435
Investing activities:
Proceeds from investments matured and Sold ........cccceceivcve o 449,233 435,529 580,925
Purchases of INVESIMENTS ......cccciiiiiiie v cr e st ee e e ereeeeneeennresversane {391,924) {405,942) (679,026)
Purchases of property and equlpment title plants and
real estate — net . (31,383) (42,021) (33,931)
Increases in notes recervable ............ (11,223} (1,732) (2,654)
Collections on notes receivable 2,667 1,667 2,779
Cash paid for acquisitions of subsidiaries — net (see below) .....cccieerevircenerernnnn (8,393) (45,398) (18,149}
Cash paid for cost-basis investments, equuty investees and
related intangibles — net .. {6,016) (10,080) {3,877)
Cash received for the sale of rea\ estate 4,971 - -
Proceeds from sale of equity investees . - - 10,002
Cash provided (used) by investing actlvmes 7,932 (67,977) (143,931)
Financing activities:
Cash divIdends Pald ..........ccviieeiienrreceeeees e vatrs s sasssrsees e et ee s baraesseassneans (12,738) . (12,886) (12,828)
Purchases af COMMON STOCK . .vvvirviiriere e rarrer s esssreresese s s s e eesssvsssnens (9,472) - -
Distributions to MINOKLY INTErastS ....oocieiii s vrresiesnre e re e e e rerrrar s e e (13,506) (18,282) (16,549)
Proceeds from notes payable ......ococerieeicniircnnnieen e 14,479 17,307 37,161
Payments on notes payable ......cccceoecee i (21,514) (24,778) (23,821}
Proceeds from exercise of stock OpHONS ...cvvveiiiiviiennieeseeisarrsinsiarinsinsierenaen 368 517 364
Cash used by financing activities .............. {42,383) (38,122) (15,673)
Effect of changes in foreign currency exchange rates .........ceiiiciieceeacriiniean 2,975 2,438 (1,480)
(Decrease) increase in cash and cash equivalents .....coonoonomnonnnn. (26,898} 1,403 13,351
Cash and cash equivalents at beginning of Period .......cccevicimeence e eriisinsiarianns 136,137 134,734 121,383
Cash and cash equivalents at end of period ............... PAkbedone e renenrnnrnrsasas 109,239 136,137 134,734
Supplemental information:
Assets acquired:
GOOAWIIL ...t e e e s b e e st s s as s e b e be e eree e rees 13,738 48,678 30,108
Investments . 981 13,429 -
Title plants .. - 4,618 10,093 4,405
Property and equnpment 1,181 4,829 1,319
Intangible assets .............. 850 3,995 3,434
Other .o, 755 - 6,202
Liabilities assumed ..... {6,487) (6,703) (2,543)
Dbt ISSHEH ...iiiiriciicin it err s et e e s eb st e e ranes {7,243) (28,923) (24,776)
Cash paid for acquisitions of subsidiaries - net 8,393 45,398 18,149
Income taxes paid .........cccoeeecirino e et ey 14,031 43,897 51,652
Interest PaId ..o e 5,766 4,613 2,665

See notes to consolidated financial statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Three Years Ended December 31, 2007)

NOTE 1

General. Stewart Information Services Corporation, through its subsidiaries (collectively, the Company),
is primarily engaged in the business of title insurance-related services. The Company also provides real
estate information services. The Company operates through a network of policy-issuing offices and
agencies in the United States and international markets. Approximately 45% of consolidated title
revenues for the year ended December 31, 2007 were generated in Texas, California, New York and
Florida.

A. Management’s responsibility. The accompanying consclidated financial statements were prepared
by management, which is responsible for their integrity and objectivity. The financial statements have
been prepared in conformity with U.S. generally accepted accounting principles (GAAP), including
management’s best judgments and estimates. Actual results could differ from those estimates.

B. New significant accounting pronouncements. In September 2006, SFAS No. 157, “Fair Value
Measurements”, was issued. SFAS 157 defines fair value, establishes a framework for measuring fair
value in accordance with U.S. GAAP and expands disclosure about fair value measurements. SFAS 157
was amended to be effective January 1, 2009. The Company is in the process of evaluating the impact
that SFAS 157 will have on its consolidated financial statements.

In February 2007, SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities —
Including an Amendment of FASB Statement No. 115", was issued with an effective date of January 1,
2008. SFAS 159 permits entities a one-time, irrevocable election to choose to measure certain eligible
financial instruments and other items at fair value. Unrealized gains and losses on items for which the fair
value option is elected shall be reported in earnings. The Company is in the process of evaluating the
impact that SFAS 159 will have on its consolidated financial statements.

In December 2007, SFAS No. 141(R), “Business Combinations”, was issued. SFAS 141(R} establishes
principles and requirements for the financial statement recognition and measurement of identifiable
assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree. SFAS 141(R)
also establishes the recognition and measurement of goodwill acquired in the business combination or
gain from a bargain purchase and determines the financial statement disclosures related to the nature
and financial effects of the business combination.

In December 2007, SFAS No. 160, “Noncentrolling Interests in Consolidated Financial Statements — an
amendment of ARB No. 51”, was issued. SFAS 160 establishes accounting and reporting standards for the
noncontrolling {minority) interest in, and the deconsolidation of, a subsidiary.

SFAS 141(R) and SFAS 160 are required to be adopted simultaneously and are effective January 1, 2009.
The Company is in the process of evaluating the impact that SFAS 141(R) and SFAS 160 will have on its
consolidated financial statements.

C. Reclassifications. Certain prior year amounts in these consolidated financial statements have been
reclassified for comparative purposes. Net earnings and stockholders’ equity, 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 and variable interest entities when required by
FIN 46(R). Unconsolidated investees, in which the Company typically owns 20% through 50% of the
equity, are accounted for by the equity method. All significant intercompany amounts and transactions
have been 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 conforming the statutory financial statements to GAAP, the statutory premium reserve and the reserve
for reported title losses are eliminated and, in substitution, amounts are established for estimated title
losses (Note 1G). The net effect, after providing for income taxes, is included in consolidated 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. The Company recognizes premium revenues on
title insurance policies written by independent agencies {agencies) when the policies are reported to the
Company. In addition, where reascnable estimates can be made, the Company accrues for policies
issued but not reported until after period end. The Company believes that reasonable estimates can be
made when recent and consistent policy issuance information is available. Estimates are based on
historical reporting patterns and other information obtained about agencies, as well as current trends in
direct operations and in the title industry. In this accrual, future transactions are not being estimated.
The Company is estimating revenues on policies that have already been issued by agencies but not yet
reported to or received by the Company. The Company has consistently followed the same basic method
of estimating unreported policy revenues for more than 10 years.

Revenues from real estate information services are generally considered earned at the time the service is
performed or the work product is delivered to the customer.

G. Title losses and related claims. Estimating future title loss payments is difficult due to 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 comprises both known claims and claims that may be
reported in the future, The amount of the reserve represents the aggregate future payments (net of
recoveries) that are expected to be incurred on policy and escrow losses and in costs to settle claims.
Large losses are individually evaluated. In accordance with industry practice, these amounts have not
been discounted to their present values. Provisions are charged to earnings in the same year the related
premium revenues are recognized. The Company bases its estimates on reported claims, historical loss
payment experience, title industry averages and the current legal and economic environment.

The Company’s estimated liability for future title loss payments is regularly reviewed for adequacy and
adjusted as appropriate. The Company has consistently followed the same basic method of estimating
and recording its loss reserves for more than 10 years. As part of the process, the Company also obtains
input from third-party actuaries on its methodology and resulting reserve calculations. While the
Company is responsible for determining its loss reserves, the Company utilizes this actuarial input to
assess the overall reasonableness of its reserve estimation.

H. Cash equivalents. Cash equivalents are highly liquid investments with insignificant interest rate risks
and maturities of three months or less at the time of acquisition.

I. Short-term investments. Short-term investments comprise time deposits with banks, federal
government obligations, money market accounts and other investments maturing in less than one year.

J. Investments in debt and equity securities. The investment portfolio is classified as available-for-
sale. Realized gains and losses on sales of investments are determined using the specific identification
method. Net unrealized gains and losses on securities, net of applicable deferred taxes, are included as a
component of other comprehensive earnings within stockholders’ equity. At the time unrealized gains and
losses become realized, they are reclassified from accumulated other comprehensive earnings using the
specific identification method. Any other-than-temporary declines in market values of securities are
charged to earnings.




K. Property and equipment. Depreciation is principaily computed 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 geographically 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 since 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 copies of title plants or interests in title plants are recognized at the time of sale.

M. Goodwill. Goodwill is the excess of the purchase price over the fair value of net assets acquired.
Goodwill is not amortized but is reviewed no less than annually and, if determined to be impaired, the
impaired portion is expensed to current operations. The process of determining impairment relies on
projections of future cash flows, operating results and market conditions. Uncertainties exist in these
projections and are subject to changes relating to factors such as interest rates and overall real estate
market conditions. There were no impairment write-offs of goodwill during the years ended December
31, 2007, 2006 and 2005.

N. Acquired intangibles. Intangible assets are mainly comprised of non-compete and underwriting
agreements and are amortized on a straight-line basis over their estimated lives, which are primarily 3 to
10 years.

0. Other long-lived assets. The Company reviews the carrying values of title plants and other long-
lived assets if certain events occur that may indicate impairment. An impairment of these long-lived
assets is indicated when projected undiscounted cash flows over the estimated lives of the assets are less
than carrying values. If impairment is determined by management, the recorded amounts are written
down to fair values by calculating the discounted values of projected cash flows. There were no
impairment write-offs of long-lived assets during the years ended December 31, 2007, 2006 and 2005.

The Company had investments accounted for using the cost method aggregating $27,300,000 and
$15,300,000 at December 31, 2007 and 2006, respectively. Cost-basis investments are included in other
assets on the Company’s consolidated balance sheets and are evaluated periodically for impairment.
There were no impairments recorded for cost-basis investments during the years ended December 31,
2007, 2006 and 2005.

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 {Note 4).

Q. Derivatives and hedging. The Company does not invest in financial instruments of a derivative or
hedging nature.

R. Leases. The Company recognizes minimum payments under non-cancelable operating leases, which
generally expire over the next 10 years, on the straight-line basis over the terms of the leases, including
provisions for any free rent periods or escalating lease payments.

S. Income taxes. Deferred tax assets and liabilities are recognized for future tax consequences
attributable to differences between the tax bases and the book carrying values of certain assets and
liabilities. Valuation allowances are provided as may be appropriate. Enacted tax rates are used in
calculating amounts.
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The Company adopted FIN 48, “Accounting for Uncertainty in Income Taxes — an interpretation of FASB
Statement No. 109", effective January 1, 2007. FIN 48 specifies the accounting for uncertainties in
income taxes by prescribing a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return.

T. Stock option plan. The Company accounts for its stock option plan, which authorizes the granting of
up to 900,000 options for shares of its Commoen Stock, in accordance with SFAS No. 123(R), "Share-
Based Payment”, and uses the modified prospective method under which share-based compensation
expense is recognized for new share-based awards granted, and any outstanding awards that are
modified, repurchased or cancelied subsequent to January 1, 2006. Compensation expense is based on
the fair value of the options, which is estimated using the Black-Scholes Model. All options expire 10
years from the date of grant and are granted at the closing market price of the Company’s Common
Stock on the date of grant., There are no unvested awards since all options are immediately exercisable.

Prior to the adoption of SFAS No. 123(R) effective January 1, 2006, the Company applied the intrinsic
value method of APB No. 25, "Accounting for Stock Issued to Employees”, and related Interpretations in
accounting for its stock option plan. Accordingly, no stock-based employee compensation expense was
reflected in net earnings as all options granted had an exercise price equal to the market value of the
Common Stock on the date of grant (Note 13).

NOTE 2

Restrictions on cash and investments. Statutory reserve funds of $518,586,000 and $490,540,000
and short-term investments of $30,442,000 and $53,613,000 at December 31, 2007 and 2006,
respectively, were maintained to comply with legal requirements 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 insurance 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. Substantially all of the consolidated retained earnings at each year end were
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 limits without the approval of the Texas Insurance
Commissioner. The maximum dividend that can be paid without such approval in 2008 is $103,180,000.
Guaranty declared dividends of $2,000,000, $13,000,000 and $31,000,000 in 2007, 2006 and 2005,
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.

Surplus as regards policyholders for Guaranty was $515,901,000 and $508,509,000 at December 31,

2007 and 2006, respectively. Statutory net (loss) income for Guaranty was ($6,459,000), $36,905,000
and $56,449,000 in 2007, 2006 and 2005, respectively,
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NOTE 4

Investments in debt and equity securities. The amortized costs and fair values at December 31
follow:

2007 2006
Amortized Fair Amortized Fair
costs values costs values
{$000 omitted)

Deht securities:
MUNICIPAT «vevcee s 235,918 239,107 224,270 224,713
Corporate and utilities ..o 163,623 164,598 144,504 144,399
FOrEIgN veeeireei e rcrcrniiinien e e 125,359 127,404 117,488 117,885
U.S. GOVEIMNMENT ..vvviviveerrenrerercreninirinrnesnssnn 47,845 49,539 45,929 45,332
Mortgage-backed ......ooiiiniin, 225 198 228 200
Equity SECUMties ..o, 35,973 36,251 31,139 36,260

608,943 617,097 563,558 568,789

Gross unrealized gains and losses at December 31 were:

2007 2006
Gains Losses Gains Losses
($000 omitted)

Debt securities:
MUNICIPAL .oeevevviine i e 3,493 304 1,783 1,340
Corporate and utilities .............ccccciiiiiinininnn 2,560 1,585 1,928 2,033
FOPRIGN .vvverereiieiee e 2,513 468 1,346 949
U.S. GOVEINMENE covvviverirrenrreansernrinrrrnne 1,716 22 72 669
Mortgage-backed ....oocoviiiiiiin - 27 - 28
Equity SECUrties ..., 2,110 1,832 5,596 475
12,392 4,238 10,725 5,494

Debt securities at December 31, 2007 mature, according to their contractual terms, as follows (actual
maturities may differ because of call or prepayment rights):

Amortized Fair
costs values
($000 omitted)
IN ONE YEAr OF I8SS ..eevveevviiiriiiriniririrarernrarnrs e s iereiersirrr s vs e rbraran 51,832 51,668
After one year through five years ......ccccociiiimimni e 242,986 245,201
After five years through ten years .........oivin s, 217,307 221,683
AFLEr BN YEAIS 1uuruvirirri e s 60,620 62,096
Mortgage-backed SECUMLIES ..uueereeirieintiiain e s tsssser e e rearas 225 198

572,970 580,846
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Gross unrealized losses on investments and the fair values of the related securities, aggregated by
investment category and length of time that individual securities have been in a continuous unrealized
loss position at December 31, 2007 were:

Less than More than
12 months 12 months Total
Losses Fair values Losses  Fair values Losses  Fair values

{$000 omitted)
Debt securities:

Municipal ..........coc oo, 38 5,526 266 38,389 304 43,915
Corporate and utilities ............. 575 25,568 1,010 59,468 1,585 85,036
FOreign .......cccccvcivnencinnnieenicnens 51 4,380 417 29,024 463 33,404
U.S. Government ...oooovvvieeeieen. 3 322 19 5,654 22 5,976
Mortgage-backed .......c.c.ceu.... - ~ 27 198 27 198
EQUILY SECUNties ....covrimiiimreemeeenne 1,826 13,651 6 246 1,832 13,897
2,493 49,447 1,745 132,979 4,238 182,426

The unrealized loss positions were caused by normal market fluctuations. The number of investments in
an unrealized loss position at December 31, 2007 was 213. Since the Company has the intent and ability
to hold its debt securities until maturity or until there is a market price recovery, and no significant credit
risk is deemed to exist, these investments are not considered other-than-temporarily impaired.

Gross unrealized losses on investments and the fair values of the related securities, aggregated by
investment category and length of time that individual securities have been in a continuous unrealized
loss position at December 31, 2006 were:

Less than More than
12 months 12 months Total
Losses Fair values Losses  Fair values Losses  Fair values
{$000 omitted)
Debt securities:
Municipal ........occoiiiienieiniieee 198 29,754 1,142 80,376 1,340 110,130
Corporate and utilities ............. 229 22,263 1,804 70,281 2,033 92,544
FOTRIGN vvvviviiiirreereenvvrrenrenens 254 25,360 £95 42,388 949 67,748 !
U.S. Government ..........cceierene 13 9,357 656 29,299 669 38,656 i
Mortgage-backed .................... - - 28 200 28 200
Equity securities .......cccoveviniiinnna.s 430 4,492 45 464 475 4,956
1,124 91,226 4,370 223,008 5494 314,234

The Company believes its investment portfolio is diversified 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 issued by U.S. Government-sponsored entities.
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NOTE 5

Investment income. Income from investments and gross realized investment and other gains and
losses follow:

2007 2006 2005
($000 omitted)
Income:
Debt SECUMEIES .uvevvvereieieiiieeereisssrerresesrrs e ren s sasians 24,119 22,505 20,185
Short-term investments, cash equivalents and other .... 11,954 12,408 8,942
36,073 34,913 29,127
Realized gains and losses:
GAINS +evirreirerirenirensrersrersrersrmetrnansrarsreremnrnenreeneesnssrsnsn 18,869 6,837 7,464
LOSSES 1euvirerererererrnnrserererasasresvisioretorasrrerannenesranssssnnsss (2,349) (2,110) (2,498)
16,520 4,727 4,966

The sales of investments resulted in proceeds of $94,829,000 in 2007, $72,659,000 in 2006 and
$49,383,000 in 2005.

Expenses assignable to investment income were insignificant. There were no significant investments at
December 31, 2007 that did not produce income during the year.

In January 2007, the Company sold its mapping and aerial photography businesses to a third party but
continues to acquire spatial and digital imagery from those companies and uses those images in certain
of the products sold in the Company’s operations or directly sells those images through its real estate
information portal. Accordingly, the Company has not reflected the results of operations or the gain on
sale of these businesses as discontinued operations. For the sale, the Company received stock of the
buyer valued at $9,750,000, net of selling expenses. There was no net cash received from the sale due to
payment of certain selling expenses and debt. As a result of the transaction, the Company recorded a
pretax gain (included in the REI segment at Note 20) of $3,204,000 from the sale of these subsidiaries,
which is included in investment and other gains — net in the consolidated statements of earnings,
retained earnings and comprehensive earnings.

Also included in investment and other gains — net in the consolidated statements of earnings, retained
earnings and comprehensive earnings for the year ended December 31, 2007 is a $5,566,000 gain from
the sale of real estate. The real estate was owned by a consolidated subsidiary, which has significant
minority interest shareholders.

NOTE 6

Income taxes. The income tax provision consists of the following:

2007 2006 2005
($000 omitted)
Current:
FEderal .o rr e e (21,255) 18,879 59,178
1o £ | (< OO RU TSSO PR PP (1,111) 2,748 4,761
FOIGN cooeev i 6,615 5,650 1,987
DEFEITEA ...ueeereeeiiiiieeviiiiriiiiererererererisiesssessereernrarnsaszases {8,175) (4,232) (9,158)
Income tax (benefit) eXpense ..cccccveevccnnnnnnrnn., (23,926) 23,045 56,768
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The following reconciles federal income taxes computed at the statutory rate with income taxes as
reported.

2007 2006 2005
($000 omitted)
Expected income tax (benefit) expense at 35% ............. (22,451) 23,204 50,937
State income tax (benefit) expense -

Net of federal tax benefits ........c.cocvivvrininiininn (722) 1,786 3,004
Foreign taxes, net of U.S. tax credits ......ccceevevrincrcninnnns 2,066 1,672 1,305
Tax-exempt iNtErest .........ociivvrirmrensreriniicr e (4,171) (4,638) {2,311)
Meals and entertainment ... 3,132 2,748 2,108
Minority interests — corporate investees ......ccc.covveviieiinnns 684 1,593 2,505
Dividends received deductions on investments ............... (2,498) (2,125) (1,197)
Foreign earnings not subject to U.S. income taxes ......... (3,004) (1,763) (764)
01 1= =L ST T T PP 3,038 568 1,091
Income tax (benefit) eXpense .........ccocvveviininiiireeereeaia. (23,926) 23,045 56,768
Effective income tax rates (%) ) ..ooveeicvnvenenicinieeneennee 37.3 34.8 39.0

{1 Calculated using {loss) earnings before taxes and after minority Interests.

Deferred income taxes at December 31, 2007 and 2006 were as follows:

2007 2006
($000 omitted)

Deferred tax assets:
Accruals not currently deductible:

Deferred compensation .......cccicveve e ieiniciiisnce e e e ennes 5,940 5,398
[T L = D= TS 4,409 2,701
Litigation FESEIVES ..u.vvivieiiieiiiria e e eererernese s e s er e s arabssenaseeneene 2,402 1,716
1 <! PR UUPPR 2,017 2,309
Allowance for uncollectible amounts .....cccceviiiiiiiin e e . 2,998 2,051
Book over tax deprediation ...........cccccoe e 2,769 2,702
Book over tax investment adjustments ... 1,839 1,245
Investments in partnerships ......ccvoee e e e e 2,061 1,820
Net operating 10ss carryforwards .....coovveeicierece s e rrr e 791 465
L1 T P PP PP PP PN 1,283 202
26,509 20,609
Valuation allOWaNCE ... .cocie e e re e ie s s eserae e eaaaaanasseseras (414) {61)

26,095 20,548
Deferred tax liabilities:

Tax over book title 10SS Provisions ........cccccovvveeieiviviinniiiicec e (18,333) (21,618)
Tax over book amortization — goodwill and other intangibles ........... {4,762) (3,410)
Unrealized gains on investments .....covivirvniiinicin e e eraisaes (2,854) (1,830)
Cash surrender value of insurance policies .......cccccoverercrcrcreneniinnn, (3,470) (3,231)
Foreign currency translation adjustments ..........ccccci, {5,293) (2,510)
Title plants acqUIred ..........covieiicviin s e e s (3,022) (726)
L0 3= T O UPTOT {(1,870) (1,362)
(39,604) (34,687)

Net deferred INCOME LaXES . iuuiiiiiiaiiis e ririiiiviriciiiassserasarerassranasaranns (13,509) (14,139)

The valuation allowance relates to net operating loss carryforwards. Management believes it is more likely

than not that future earnings will be sufficient to permit the Company to realize its remaining deferred
tax assets.
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The Company had federal income taxes receivable of approximately $36,476,000 and $9,285,000 at
December 31, 2007 and 2006, respectively, state income taxes receivable of approximately $1,608,000 at
December 31, 2007 and state income taxes payable of approximately $1,960,000 at December 31, 2006.

As a result of the adoption of FIN 48, the Company recognized no changes in its liability or reduction in
its deferred tax assets for unrecognized tax benefits. The Company has no significant unrecognized tax

benefits. With few exceptions, the Company is no longer subject to U.S. federal, state, and local, or non-
U.S. income tax examinations by taxing authorities for years before 2001.

NOTE 7

Goodwill and acquired intangibles. A summary of goodwill follows:

Title REI Total
($000 omitted)
Balances at December 31, 2005 .....coooiiiiiiieiin 140,787 14,837 155,624
ACQUISTEIONS +vuveieeeiiiiiiieroreie e re s s s rsrnre s e e 40,108 8,570 48,678
Balances at December 31, 2006 .......ccoviiiiiiniinneniennn, 180,895 23,407 204,302
ACQUISIEIONS ..oeovccnrerniec i ennenrr s as s 13,738 - 13,738
Sale (Note 5) v.vvvveeeeeeeeciiii s ae e — {9,216) (9,216)
Balances at December 31, 2007 ....c.cciccssssnsenniiinansans 194,633 - 14,191 208,824

Amortization expense for acquired intangibles was $5,305,000, $5,315,000 and $4,122,000 in 2007, 2006
and 2005, respectively. Accumulated amortization of intangibles was $17,070,000 and $11,765,000 at
December 31, 2007 and 2006, respectively. In each of the years 2008 through 2012, the estimated
amortization expense will be less than $5,000,000.

NOTE 8

Equity investees. Certain summarized aggregate financial information for equity investees follows:

2007 2006 2005
($000 omitted)
For the year:
REVENUBES .....cvvvrvererernieeerisssserernmmerrnmemstsnarmssmmesasinn 70,005 77,286 90,724
NEt €8MMINGS vvervieierriire i rers e rreneen 6,197 12,195 19,097
At December 31:
TOLAl ASSEES ..ivvrivieriirriirrrirrrer e rsenerarrrarareraierena s ens 30,009 30,954
Notes payable ........cccvvvercvcmiriniin e 4,045 1,280
Stockholders’ equity .......cccoiinsn e 19,143 23,040

Net premium revenues from policies issued by equity investees were approximately $7,040,000,
$10,747,000 and $11,476,000 in 2007, 2006 and 2005, respectively. Earnings related to equity investees
(in which the Company typically owns 20% through 50% of the equity) were $2,940,000, $4,340,000 and
$6,992,000 in 2007, 2006 and 2005, respectively. These amounts are included in title insurance — direct
operations in the consolidated statements of earnings, retained earnings and comprehensive earnings.

F-15




Goodwill related to equity investees was $8,862,000 and $9,420,000 at December 31, 2007 and 2006,
respectively, and these balances are included in investments in investees in the consolidated balance
sheets. Equity investments, including the related goodwill balances, will continue to be reviewed for
impairment (Note 1M).

NOTE 9
Notes payable.
2007 2006
{$000 omitted)
Banks — primarily unsecured, varying payments and
at LIBOR™ PlUS 0.50% veevevueeeeeeeereretensieeiesseecerssessseessesseesnesnerenens 101,655 101,674
Other than banks .....cciciiiiiiiiiiir it ineeier e s eeeesrbirrereeeesseecnee 7,059 7,875

108,714 109,549

1) 4,70% and 5.33% at December 31, 2007 and 2006, respectively.

In December 2005, the Company executed an agreement with a bank for a $31,156,000 loan bearing
interest at a fixed interest rate of 5.97% per annum. The total outstanding balance at December 31,
2007 under this agreement was $24,153,000. The loan requires that the Company maintain certain
liquidity ratios (exciuding estimated title iosses, and contingent liabilities referred to in Note 17)
throughout the term of the agreement, The Company was in compliance with these liquidity ratios at
December 31, 2007 and 2006.

Principa! payments on the notes are due in the amounts of $26,310,000 in 2008, $23,489,000 in 2009,
$31,220,000 in 2010, $17,882,000 in 2011, $9,576,000 in 2012 and $237,000 subsequent to 2012.

At December 31, 2007 and 2006, the Company had unused lines of credit of approximately $2,862,000
and $8,486,000, respectively, which were subject to the same terms and interest rates as noted above
for notes payable to banks. In February 2008, the Company executed an agreement with a bank for a
$15,000,000 unsecured revolving loan bearing interest at LIBOR plus 0.75% per annum payable
quarterly. The outstanding balance under this agreement is $10,000,000 and all outstanding principal
and interest is due February 2009. There are no covenants required under this loan agreement.

NOTE 10

Estimated title losses.

2007 2006 2005
($000 omitted)

Balances at January 1 ....ooooivvivincii i verriie e e 384,396 346,704 300,749
PrOVISIONS ..oiiiiiiviee i iiriiceeiiceera v er e e see e st r e b enn s 168,501 141,557 128,102
Effects of changes in foreign currency exchange rates .... 5,977 581 1,287
o 1 0 =10 O (117,550) (107,170) (83,449)
Reserve balances acquired ........ccvoviveierericiciiiiiiiisvrninnees - 2,724 15

Balances at December 31 ... erevere s 441,324 384,396 346,704

Provisions include amounts related to the current year of approximately $161,001,000, $141,370,000 and
$127,999,000 for 2007, 2006 and 2005, respectively, Payments related to the current year, including
escrow and other loss payments, were approximately $18,972,000, $25,860,000 and $27,906,000 in
2007, 2006 and 2005, respectively.
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NOTE 11

Common Stock and Class B Common Stock. Holders of Common and Class 8 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 cumulative 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 outstanding; 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 be converted by its stockholders into Common Stock on a share-for-share
basis, although 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 person not a lineal descendant (or spouse or trustee of such descendant)
of William H. Stewart.

At December 31, 2007 and 2006, 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.




NOTE 12

Changes in stockholders’ equity.

Common Accumulated
and Class B Additional other
Common Stock paid-in  comprehensive Treasury
($1 par value) capital earnings stock
(4000 omitted)

Balances at December 31, 2004 ..........ccevveenes 18,446 125,689 13,788 (3,905)
Stock bonuses and other .........oovcecininennen, 21 817 - -
Exercise of stock options ........cccccoveciiicnnnne 13 360 - -
Tax benefit of options exercised ...........cceueee - 21 - -
Net change in unrealized gains and losses .... - - (5,403) -
Net realized gain reclassification .................. - - (1,795) -
Foreign currency translation ................ccce. - - (962) -
Common Stock repurchased ............ccce....... - - - {9)

Balances at December 31, 2005 .......ccccoivnnnenen. 18,480 126,887 5,628 (3,914)
Stock bonuses and other ........cccecvvemiiininn. 35 1,930 - -
Exercise of stock options .........ccccveeeieerieen. 42 809 - -
Tax benefit of options exercised ................... - 334 - -
Net change in unrealized gains and losses ..... - - 1,304 -
Net realized gain reclassification .................. - - (456) -
Foreign currency ranslation ....coesveesenen, - - 1,585 -

Balances at December 31, 2006 ........cccceevunnene. 18,557 129,960 8,061 (3,914)
Stock bonuses and other .......cccceceveiiiniieeann, 34 1,557 - -
Exercise of stock options..........cccieveevvvvnnennes 29 522 - (183)
Common Stock repurchased ........ccccceceeeeee. (258) (9,214) - -
Tax benefit of options exercised ................... - 9 - -
Net change in unrealized gains and losses .... - - 3,044 -
Net realized gain reclassification .................. - - (1,143) -
Foreign currency translation ...........ccocnnes - = 9,880 =

Balances at December 31, 2007 .........coreiem 18,362 122,834 19,842 (4,097)

In November 2006, the Company’s Board of Directors approved a plan to purchase up to 1.5% of its
outstanding Common Stock. In 2007, the Company announced its plan and began purchasing shares of
its Common Stock. The Company purchased the full 1.5%, or 258,234 shares, for approximately
$9,459,000, at an average price of $36.63 per share (excluding commissions) and, accordingly, the plan
expired in 2007. All stock purchases were made in the open market and no stock was purchased directly
from officers or directors of the Company. All purchases were made in compliance with applicable
securities laws and other legal and regulatory requirements. The Company has cancelled all shares that
were purchased under this plan and, accordingly, Common Stock and additional paid-in capital have been

reduced.
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NOTE 13

Stock options.

Weighted-average

Options exercise prices ($)
December 31, 2000 ..ivviiiiie e s ee e e 433,356 29.11
0] = 1 o SO U PP R T UPRP 22,200 26.83
EXEICISEA 1ivvviurieivirirerereserueinierersnnnensnssarereiniernssessesiasisnararne (29,156) 18.92
December 31, 2007 ..iiiccaninsiasensstrsnissransaninasasnasnssnsnsassnsansen 426,400 29.69

At December 31, 2007, the weighted-average remaining contractual lives of options outstanding were 5.1
years and the aggregate intrinsic value of dilutive options was $1,393,000. During the years ended
December 31, 2007, 2006 and 2005, the aggregate intrinsic values of options exercised were $609,000,
$1,221,000 and $289,000, respectively. The tax benefits of options exercised in 2007 and 2005 were not
material. The Company recognized a tax benefit of $334,000 related to options exercised in 2006.

The weighted-average fair values of options granted in 2007, 2006 and 2005 were $9.48, $16.32 and
$20.14, respectively.

During the years ended December 31, 2007 and 2006, the Company recognized compensation expense
related to options granted of $211,000 and $424,000, respectively. Under SFAS No. 123(R),
compensation expense is recognized for the fair value of the employees’ purchase rights, which was
estimated using the Black-Scholes Model. For 2007 and 2006, the Company assumed dividend yields of
2.8% and 2.0%, respectively, an expected life of seven years, expected volatilities of 30.8% and 35.1%,
respectively, and risk-free interest rates of 7.5% and 8.0%, respectively.

Had compensation expense for the year ended December 31, 2005 been determined consistent with
SFAS No. 123(R), the fair value of the employees’ purchase rights would have been estimated using the
Black-Scholes Model assuming dividend yields of 1.1% to 1.2%, an expected life of 10 years, expected
volatilities of 34.5% to 34.6% and risk-free interest rates of 5.5% to 6.0%. The effect on the Company’s
net earnings and earnings per share for the year ended December 31, 2005 would have been reduced to
the pro forma amounts below (in thousands of dollars, except per share amounts):

2005

Net earnings:

F R (= = o RS ) 88,765

Stock-based employee compensation

determined under the fair value method, net of taxes .....cccveierecireeiccicininensn. {1,186)

(o Co TR 511 TP P TP TTPr e 87,579
Earnings per share:

Net €arnings — BasiC «.covceivee v 4.89

Pro fOrmMa — DBSIC ...uveviviriiiereiiere s eneseme e s e reren et s e rere s e s e n s 4.83

Net earnings — diluted ......c..ooiviiiiiirm 4.86

Pro forma — diluted .........cccicisieieiinirrarneniren st er s e 4.80
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NOTE 14

Earnings per share. The Company’s basic earnings per share is 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 is increased by
assuming the issuance of all dilutive shares during the same reporting period. The treasury stock method
is used to calculate the additional number of shares. The only potentially dilutive effect on earnings per
share for the Company relates to its stock option plan.

In calculating the effect of options and determining diluted earnings per share, the weighted-average
number of shares used in calculating basic earnings per share was increased by 90,000 in 2006 and
112,000 in 2005. Options to purchase 133,000 and 67,000 shares were excluded from the computation of
dituted earnings per share in 2006 and 2005, respectively. These options were considered anti-dilutive
since the exercise prices of the options were greater than the weighted-average market values of the
shares,

As the Company reported a net loss for the year ended December 31, 2007, there was no calculation of
diluted earnings per share as all outstanding options were considered anti-dilutive.

NOTE 15

Reinsurance. As is industry practice, on certain transactions the Company cedes risks to other title
insurance underwriters and reinsurers. However, the Company remains liable if the reinsurer should fail
to meet its obligations. The Company also assumes risks from other underwriters. Payments and
recoveries on reinsured losses were insignificant during the three years ended December 31, 2007. The
total amount of premiums for assumed and ceded risks was less than 1% of consolidated title revenues
in each of the last three years.

NOTE 16

Leases. Rent expense was $71,478,000 in 2007, $66,052,000 in 2006 and $64,698,000 in 2005. The
future minimum lease payments are summarized as follows (in thousands of dollars):

2008 1iiiiiiiiiii i e oo n e e e neeeaeaeneaeaeeetererrY O E Ot e eyt rartrarerar e R enerenrnnresanennenan 56,531
00 P PR 45,287
2010 Lot e n e e s s e e ne et s ea v s ras aan san sann sasesar e snaanresnanes 32,960
71 5 PP 24,493
1 PP PPt 18,272
L I Ty T = | T PP PPPRTN 47,518

225,061

NOTE 17

Contingent liabilities and commitments. The Company routinely holds funds in segregated escrow
accounts pending the closing of real estate transactions. This resulted in a contingent liability to the
Company of approximately $1,097,982,000 at December 31, 2007. The Company realizes economic
benefits from certain commercial banks holding these escrow deposits. These escrow funds are not
invested under, and do not collateralize, the arrangements with the banks. Under these arrangements,
there were no outstanding balances or liabilities at December 31, 2007 and 2006.
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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 proceeds from these transactions
until a qualifying exchange can occur. This resulted in a contingent liability to the Company of
approximately $763,866,000 at December 31, 2007.

As is industry practice, these escrow and Section 1031 accounts are not included in the consolidated
balance sheets.

In addition, the Company is contingently liable for disbursements of escrow funds held by agencies in
those: cases where specific insured closing guarantees have been issued.

At December 31, 2007, the Company was contingently liable for guarantees of indebtedness owed
primarily to banks and others by certain third parties. The guarantees relate primarily to business
expansion and expire no later than 2019. At December 31, 2007, the maximum potential future
payments on the guarantees amounted to $8,439,000. Management believes that the related underlying
assets and available collateral, primarily corporate stock and title plants, would enable the Company to
recover amounts paid under the guarantees. The Company believes no provision for losses is needed
since no loss is expected on these guarantees.

In the ordinary course of business the Company guarantees the third-party indebtedness of certain of its
consolidated subsidiaries. At December 31, 2007, the maximum potentia! future payments on the
guarantees are not more than the related notes payable recorded in the consolidated balance sheets
(Note 9). The Company also guarantees the indebtedness related to lease obligations of certain of its
consolidated subsidiaries. The maximum future obligations arising from these lease-related guarantees
are not more than the Company’s future minimum lease payments (Note 16).

In addition, the Company has unused letters of credit amounting to $3,855,000, primarily related to
workers’ compensation coverage.

The Company is also subject to lawsuits incidental to its business, most of which involve disputed policy
claims. In many of these lawsuits, the plaintiff seeks exemplary or treble damages in excess of policy
limits based on the alleged malfeasance of an issuing agency. The Company does not expect that any of
these proceedings will have a material adverse effect on its consolidated financial condition or results of
operations. Additionally, the Company has received various other inquiries from governmental regulators
concerning practices in the insurance industry. Many of these practices do not concern title insurance
and the Company does not anticipate that the outcome of these inquiries will materially affect its
consolidated financial condition or results of operations. Along with the other major title insurance
companies, the Company is party to a number of class actions concerning the title insurance industry and
believes that it has adequate reserves for these contingencies and that the likely resolution of these
matters will not materially affect its consolidated financial condition or results of operations.

NOTE 18

Regulatory developments. In January 2007, the California Insurance Commissioner filed a rate
reduction order that would have reduced title insurance rates in California by 26% commencing in 2009,
However, the Company believes that California law requires rates to be established competitively and not
by administrative order. This rate reduction order was rejected by the California Office of Administrative
Law in February 2007 and, in May 2007, California’s Insurance Commissioner submitted revised
reqgulations that, in addition to reducing rates effective 2010, would have increased financial and
operating data, market conduct and other regulatory requests by the California Department of Insurance.
In October 2007, subsequent to several title insurance industry meetings with the California Department
of Insurance (CDOI), the state’s Insurance Commissioner proposed to reduce the requirements of data
and market conduct requests, delay the effective date to 2011, and eliminate the interim rate reduction
previously submitted to the CDOI. These proposals are contingent upon the ongoing work of the title
insurance industry with the CDOI to identify alternative methods of providing the additional data and
reforming the existing rate structure.
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The Company cannot predict the outcome of proposed regulations. However, to the extent that rate
decreases are enacted in the future, the outcome could materially affect its consolidated financial
condition and results of operations.

The Company also is subject to other administrative actions and inquiries into its conduct of business in
certain of the states in which it operates. While the Company cannot predict the outcome of these
matters, it believes that it has adequately reserved for these matters and that the outcome will not
materially affect its consolidated financial condition or results of operations.

In February 2008, several lawsuits, seeking class action status, were filed against the Company’s New
York underwriters and several of its competitors. These lawsuits allege that the Company, along with its
competitors, conspired to fix title insurance prices in New York through membership in a rating bureau.
In addition, certain of the lawsuits also allege that the prices charged by title insurers constituted
overcharges in violation of RESPA. The Company believes that these allegations are without merit and
intend to vigorously defend itself against these pending matters. While the Company cannot predict the
outcome of these matters, it believes that the ultimate outcome will not materially affect its consolidated
financial condition or results of operations.

NOTE 19

Variable interest entities. The Company, in the ordinary course of business, enters into joint ventures
and partnerships related to its title operations. These entities are immaterial to the Company's
consolidated financial condition and results of operations individually and in the aggregate. At December
31, 2007, the Company had no material exposure to loss associated with variable interest entities to
which it is a party.

NOTE 20

Segment information. The Company’s two reportable operating segments are title insurance-related
services and real estate information (REI). Both segments serve each other and the real estate and
mortgage industries.

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

The REI segment primarily provides electronic delivery of data, products and services related to real
estate, including a full range of title and settlement, credit reporting and outsourcing services. In
addition, this segment provides post-closing services to residential mortgage lenders; Internal Revenue
Code Section 1031 tax-deferred property exchanges; digital mapping; automation for government
recording and registration; and pre-employment screening and background investigation services.
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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 incurred by the REI segment. All investment income is included in the title
segment as it is primarily generated by the investments of the title underwriters’ operations.

Title REI Tota!
($000 omitted)
2007:
REVENUES ...ccovreenierrrreerenssassessenntnnensssasssssnenaan 2,037,450 69,2411 2,106,691
Intersegment revenues ..o 437 4,290 4,727
Depreciation and amortization ...........cuveeeeess 37,727 3,398 41,125
(Loss) earnings before taxes and
minority interests ........ovinninnanm (57,241) 5,320 (51,921)
Identifiable asSets .......ccnrenrecrrensersarsersassaen 1,369,649 72,325 1,441,974
2006:
REVENUES ..ovvveiieeeieeriierriesrnsremeessierereraserearanrsens 2,390,322 81,159 2,471,481
Intersegment revenues .........ccceevverinminiinnuieinien 1,066 3,994 5,060
Depreciation and amortization .......ceevvieivininininnn 33,973 3,774 37,747
Earnings before taxes and minority interests ...... 83,234 1,302 84,536
Identifiable assets .....cciccccveierervreirieiiein 1,387,365 70,842 1,458,207
2005:
REVENUES ....ooeeeveeiieieee vt r vt er e e e ser e e e 2,348,132 82,495 2,430,627
Intersegment revenues .......cccccceveeeicec e reeerennenn 1,537 3,426 4,963
Depreciation and amortization ...........ccceeecvmeenne. 30,129 3,825 33,954
Earnings before taxes and minority interests ....... 154,391 10,573 164,964

(1) Includes a $3,204,000 gain from the sale of subsidiaries, which is included in investment and other gains — net in the
consolidated statements of earnings, retained earnings and comprehensive earnings.

NOTE 21

Quarterly financial information (unaudited).

Mar 31 June 30 Sept 30 Dec 31 Total
($000 omitted, except per share)

Revenues:

2007 ...cccininnininnnnaniie... 531,674 573,429 501,918 499,670 2,106,691

2006 ..ooviiiir 539,423 644,729 641,521 645,808 2,471,481
Net (loss) earnings:

2007 ...ccomminsninannnnnnieiae. (4,762) 10,124 (14,270) (31,312) (40,220)

2006 ..o, 2,647 15,710 14,150 10,745 43,252
Diluted (loss) earnings per share:

2007 ..cciiimimaneinmnnnnnnennan (0.26) 0.55 (0.79) (1.74) (2.21)

2000 i, 0.14 0.86 0.77 0.59 2.36

Note: Quarterly per share data may not sum to annual totals due to rounding.

F-23




Schedules and exhibits have been omitted. A complete copy of our Annual Report on
Form 10-K, including these schedules and exhibits, can be viewed at www.stewait.com.
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