reserved for claims for which the Company had no notice. Management relies on actuarial
techniques to estimate future claims by analyzing historical claim payment patterns. Claims
reserves are reviewed and certified as to their adequacy by independent actuaries annually. There
are no known claims that are expected to have a materially adverse effect on the Company’s
financial position. Salaries as a percentage of net premiums written were 17.6%, 14.1% and
15.2% in 1999, 1998 and 1997, respectively. Office occupancy and operations as a percentage of
net premiums was 9.7%, 7.1% and 8.4% in 1999, 1998 and 1997, respectively. In 1999, the
increases in salaries and office occupancy and operations were due to investments in technology
and costs associated with entering and supporting new market areas. Premium and retaliatory
taxes decreased 2.1% in 1999 and increased 48.6% and 40.8% in 1998 and 1997, in direct
proportion to the fluctuations in premium volume. The Company recorded a reserve of $280,000
in 1998 in order to write-off certain electronic data processing equipment. In 1999, the liability
related to this reserve was removed and the related equipment was replaced as a result of internal
technology upgrades and Year 2000 compliance initiatives. See discussion of Year 2000 issues
in “Other Matters.”
Net Income
The Company reported a decrease in net income of 19% in 1999 and an increase in net income
of 20.5% and 17.9% in 1998 and 1997, respectively. The decrease in 1999 was due to a decrease
in net premiums written of 3.4% coupled with increases in certain operating expenses. The
increases in 1998 and 1997 were primarily attributable to increased revenues and improved
operating efficiencies resulting from expense control procedures, partially offset by increased
commissions and claims expense.
Liquidity and Capital Resources
Cash flows provided by operating activities were $7,738,524, $8,887,438 and $5,233,328 in
1999, 1998 and 1997, respectively. The decrease in 1999 was primarily the result of the decrease
in net income compared with 1998. As of December 31, 1999 and 1998, approximately
$33,322,000 and $31,219,000 respectively, of the consolidated stockholders’ equity represents
net assets of the Company’s subsidiaries that cannot be transferred in the form of dividends,
loans or advances to the parent company under statutory regulations without prior insurance
department approval. The parent company’s ability to pay dividends and operating expenses is
dependent on funds received from the insurance subsidiaries. These funds should be adequate to
meet the parent company’s operating needs. On December 9, 1996, the Board of Directors
approved the repurchase by the Company of up to 150,000 shares of the Company’s common
stock from time to time at prevailing market prices. A portion of the repurchases is to avoid
dilution to existing shareholders as a result of issuances of stock in connection with stock options
and stock bonuses. Pursuant to this approval, the Company has repurchased 99,645 shares at an
average price of $19.05 per share during 1999, 22,010 shares at an average purchase price of
$23.60 per share during 1998, and 22,134 shares at an average purchase price of $17.10 per share
during 1997. On May 11, 1999 the Board of Directors also approved the repurchase of an
additional 200,000 shares of the Company’s common stock. During the twelve months ended
December 31, 1999, the Company repurchased common stock valued at $1,897,895 and
redistributed previously acquired common stock valued at $348,843 in satisfaction of stock
option exercises and stock bonuses under the Company’s Long Term Incentive Plans. In 1999,
retained earnings and common stock combined had a net increase of $2,528,653, after
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repurchases and distributions reduced retained earnings and common stock by $816,600 and
$732,452, respectively. Management believes that funds generated from operations (primarily
underwriting and investment income) will enable the Company to adequately meet its operating
needs and is unaware of any trend likely to result in adverse liquidity changes. In addition to
operational liquidity, the Company maintains a high degree of liquidity within its investment
portfolio in the form of short-term investments and other readily marketable securities.
Other Matters
Year 2000 Issues
The Company’s Year 2000 Project Committee (the “Committee”) is comprised of department
heads and high-level managers representing each of the Company’s departments. Under the
leadership of the Vice President of Information Systems, the Committee worked through the
Year 2000 transition to ensure that all aspects of the Company’s business and operations
continued normally. As of March 6, 2000, the Company has not experienced business
interruptions from Year 2000 issues, either internally or with its third party business partners and
vendors. Business operations continued uninterrupted through the December 31, 1999 to January
1, 2000 transition, as well as the Leap Year transition (from February 29, 2000 through March 1,
2000.) The Company’s efforts to complete its regular technology refresh project helped to
mitigate the possibility of Year 2000 interruptions. The planned technology refresh kept costs
directly associated to Year 2000 to approximately $20,000. At this time, the Company does not
expect to incur additional costs directly related to its Year 2000 initiative. Although the
Company believes it has completed all phases of its Year 2000 initiative in sufficient time to
identify and remedy any non-compliant programs and systems, future failures experienced by
third party vendors could negatively impact the Company’s operations.
Quantitative and Qualitative Disclosures
About Market Risk
The Company’s primary exposure to market risk relates to the impact of adverse changes in
market rates and prices of its investment portfolio. Adverse changes in interest rates diminish the
value of fixed income securities and preferred stock and decreases in stock market values
diminish the value of common stocks held.
Corporate Oversight
The Company generates substantial investable funds from its two insurance subsidiaries. In
formulating and implementing policies for investing new and existing funds, the Company has
emphasized maximizing total after-tax return on capital and earnings while ensuring the safety of
funds under management and adequate liquidity. The Company’s Board of Directors administers
and oversees investment risk management processes. The Company seeks to invest premiums
and deposits to create future cash flows that will fund future claims, employee benefits and
expenses, and earn stable margins across a wide variety of interest rate and economic scenarios.
The Board has established specific investment policies that define the overall framework for
managing market and other investment risks, including the accountabilities and controls over
these activities. The Company may use the following tools to manage its exposure to market risk
within defined tolerance ranges: 1) rebalance its existing asset portfolios or 2) change the
character of future investments.
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Interest Rate Risk
Interest rate risk is the risk that the Company will incur economic losses due to adverse
changes in interest rates. This risk arises from the Company’s investments in interest-sensitive
debt securities. These securities are primarily fixed-rate municipal and corporate bonds. The
Company does not purchase such securities for trading purposes. At December 31, 1999, the
Company had approximately $30.4 million in fixed rate bonds. The Company manages the
interest rate risk inherent in its assets by monitoring its liquidity needs and by targeting a specific
range for the portfolio’s duration or weighted average maturity. To determine the potential effect
of interest rate risk on interest-sensitive assets, the Company calculates the effect of a 10%
change in prevailing interest rates (“rate shock”) on the fair market value of these securities
considering stated interest rates and time to maturity. Based upon the information and
assumptions the Company uses in its calculation and in effect at December 31, 1999,
management estimates that a 10% immediate, parallel increase in prevailing interest rates would
decrease the net fair market value of its debt securities by approximately $1.3 million. The
selection of a 10% immediate parallel increase in prevailing interest rates should not be
construed as a prediction by the Company’s management of future market events; but rather, to
illustrate the potential impact of such an event. To the extent that actual results differ from the
assumptions utilized, the Company’s rate shock measures could be significantly impacted.
Additionally, the Company’s calculation assumes that the current relationship between shortterm and long-term interest rates (the term structure of interest rates) will remain constant over
time. As a result, these calculations may not fully capture the impact of non-parallel changes in
the term structure of interest rates and/or large changes in interest rates.
Equity Price Risk
Equity price risk is the risk that the Company will incur economic losses due to adverse
changes in a particular stock or stock index. At December 31, 1999, the Company had
approximately $5 million in common stocks. By internal policy, the Company’s maximum
exposure to the equity market is limited to 20% of the Company’s statutorily admitted assets.
Equity price risk is addressed in part by varying the specific allocation of equity investments
over time pursuant to management’s assessment of market and business conditions and ongoing
liquidity needs analysis. The Company’s largest equity exposure is declines in the S&P 500; its
portfolio of equity instruments is similar to those that comprise this index. Based upon the
information and assumptions the Company uses in its calculation and in effect at December 31,
1999, management estimates that an immediate decrease in the S&P 500 of 10% would decrease
the net fair value of the Company’s assets identified above by approximately $500,000. The
selection of a 10% immediate decrease in the S&P 500 should not be construed as a prediction
by the Company’s management of future market events; but rather, to illustrate the potential
impact of such an event. Since this calculation is based on historical performance, projecting
future price volatility using this method involves an inherent assumption that historical volatility
and correlation relationships will remain stable. Therefore, the results noted above may not
reflect the Company’s actual experience if future volatility and correlation relationships differ
from such historical relationships.
Safe Harbor Statement
Except for the historical information presented, the matters disclosed in the foregoing
discussion and analysis and other parts of this report include forward-looking statements. These
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statements represent the Company’s current judgment on the future and are subject to risks and
uncertainties that could cause actual results to differ materially. Such factors include, without
limitation: (1) that the demand for title insurance will vary with factors beyond the control of the
Company such as changes in mortgage interest rates, availability of mortgage funds, level of real
estate activity, cost of real estate, consumer confidence, supply and demand for real estate,
inflation and general economic conditions; (2) that losses from claims may be greater than
anticipated such that reserves for possible claims are inadequate; (3) that unanticipated adverse
changes in securities markets could result in material losses on investments made by the
Company; and (4) the dependence of the Company on key management personnel the loss of
whom could have a material adverse affect on the Company’s business. The Company’s
discussion of Year 2000 issues under the heading “Other Matters” contains forward-looking
statements that are subject to risks and uncertainties that could cause the actual results to differ
from those projected. These include the risks associated with unidentified technological issues
associated with the Company’s own Year 2000 compliance efforts and the compliance efforts of
third parties on whose systems the Company relies. Other risks and uncertainties may be
described from time to time in the Company’s other reports and filings with the Securities and
Exchange Commission.
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Financial Highlights

Select Quarterly Data
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Historical Data
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