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PART T
Item 1-Business

(a) General Description of Business. 0Old Republic International Corporation is a
Chicago-based insurance holding company with subsidiaries that conduct business
through three major segments, namely, 1its general (property and liability),
mortgage guaranty, and title insurance businesses. A small 1life and health
insurance business is included under the corporate and other caption. In this
report, "0ld Republic", "the Corporation", or "the Company" refers to 0ld
Republic International Corporation and its subsidiaries as the context requires.
The aforementioned insurance segments are organized as the 0ld Republic General
Insurance, Mortgage Guaranty, and Title Insurance Groups and references herein
to such groups apply to the Company's subsidiaries engaged in the respective
segments of business.

Financial Information Relating to Segments of Business (1)
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The contributions to net revenues and income (loss) before taxes of each 01ld
Republic segment are set forth below for the years shown, together with their
respective assets at the end of each year. The information below should be read
in conjunction with the consolidated financial statements, the notes thereto,
and the "Management Analysis of Financial Position and Results of Operations"
appearing elsewhere herein.

($ in Millions)

Net Revenues (2) Income
2004 2003 2002 2004
General. ..ttt eeeeeneeeennnn $ 1,822.5 $ 1,572.7 $ 1,376.7 $ 333.0
Mortgage Guaranty.............. 489.9 498.6 467.1 224.5
A 1,051.8 1,128.0 836.5 62.5
Corporate & Other - Net (3).... 79.3 66.9 62.0 (17.2)
Consolidated Realized
Investment Gains.............. 47.9 19.3 13.9 47.9
Consolidated.......ovveen.. $ 3,491.6 $ 3,285.8 $ 2,756.4 $ 650.9
Asset
2004
[ 0 1= o= $ 7,222.8
Lo Ranue 1= X f T = ot o iV 2,205.9
1 753.0
Corporate & Other — Net (3) i ittt ittt ettt ettt ettt eaeeeeeeeeeaaaens 388.9
(O 0 7= 21 s e F= 5 it = $10,570.8
(1) Reference 1is made to the table 1in Note 6 of the Notes to Consolidated

Financial Statements, incorporated herein by reference, which shows the
contribution of each subcategory to consolidated net revenues and income or
loss before income taxes of 0ld Republic's insurance industry segments.

(2) Revenues consist of net premiums, fees, net investment and other income
earned; realized investment gains are shown in total for all groups
combined.

(3) Represents amounts for O0ld Republic's holding company parent, minor
internal service subsidiaries, and a small 1life and health insurance
operation.

General Insurance Group

Through its General Insurance Group subsidiaries, the Corporation assumes
risks and provides related risk management and marketing services pertaining to
a large variety of property and liability commercial insurance coverages. O01ld
Republic does not have a meaningful exposure to personal lines of insurance such
as homeowners and private automobile coverages. Similarly, the Corporation does
not provide meaningful amounts of property insurance coverages for commercial
building and related contents.
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Liability Coverages: Commercial automobile (mostly trucks) full coverage
protection, workers' compensation and general liability (including the general
liability portion of commercial package policies) are the major classes of
insurance underwritten for businesses and public entities such as
municipalities. Within these classes of insurance, 0ld Republic specializes in a
number of industries, most prominently the transportation (trucking and general
aviation), construction, forest products, and energy industries. Most such
business is produced through independent agency and brokerage channels.

The basic rates charged for workers' compensation insurance are generally
regulated by the various states. It is therefore possible that the rate
increases necessary to cover any expansion of benefits under state laws, or

increases in claim frequency or severity, or inflation-driven cost increases for
such exposures as medical costs related to bodily injuries may not always be
granted soon enough to enable insurers to fully recover the amount of the
benefits they must pay.

2
Over the years, 0ld Republic has diversified its General Insurance Group
business. This diversification has been achieved through a combination of
internal growth, the establishment of new subsidiaries, and through selective
mergers with other companies. For 2004, production of commercial automobile
direct insurance premiums accounted for approximately 33.0% of consolidated
direct premiums written by the General Insurance Group, while workers'

compensation and general liability direct insurance premiums amounted to 23.2%
and 15.2%, respectively, of such consolidated totals.

Among other liability coverages, O0Old Republic indemnifies corporations'
financial exposures to directors' and officers' ("D&O™) liability as well as
those stemming from errors and omissions ("E&O") 1liability. In the past twenty
years, the Corporation has developed a presence 1in the general aviation
insurance industry, providing coverage for hull and liability exposures as well
as such additional areas as airport facilities and flying schools. All of these
coverages are produced through independent insurance agency and brokerage
channels.

Property and Other Coverages: 01ld Republic's property insurance business
incorporates mostly commercial physical damage insurance on trucking risks. A
small volume of business is represented by fire and other physical perils for
commercial properties. Such insurance 1is produced principally through
independent agencies or brokers.

In addition to the aforementioned D&0O and E&O financial indemnity
exposures, the Corporation also provides coverage for fidelity, surety and
credit exposures for a wide range of business enterprises. Fidelity and surety
coverages are underwritten through some 9,000 independent agents by the 01d
Republic Surety Group. Surety bonds, such as those aimed at public officials,
license and permit authorizations and contract bonds covering both public and
private works, are typically written for exposures of less than $500,000.
Fidelity bonds are also extended to small to medium-sized risks.

0ld Republic Insured Credit Services, Inc. has marketed loan and retail
installment sales credit indemnity insurance since 1955 through commercial
banks, thrifts and other lending institutions. This coverage provides a limited

indemnity to lenders on a variety of consumer loans and installment sales
contracts.

Extended warranty coverages for new and used automobiles, as well as home
warranty policies covering appliances and other mechanical systems in used homes
are marketed by 0ld Republic through its own employees and selected independent
agents.
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Travel insurance 1is produced through independent travel agents in the
United States and Canada. The coverages provided under these policies, some of
which are also underwritten by one of the Company's life insurance subsidiaries,
include trip delay and trip cancellation protection for insureds.

In recent years, the Corporation has terminated its involvement with
certain smaller parts of its business, 1including a reinsurance assumed line and
coverages for propane and petroleum distribution, natural gas wutilities, and
grain elevators. The run off of these terminated portions of 0ld Republic's
business is not expected to affect meaningfully its future operating results or
financial <condition. The Company believes it has made adequate provisions for
the ultimate claim costs pertaining to those terminated coverages.

Mortgage Guaranty Group

Private mortgage insurance protects mortgage lenders and investors from
default related losses on residential mortgage loans made primarily to
homebuyers who make down payments of less than 20% of the home's purchase price.
The Mortgage Guaranty Group insures only first mortgage loans, primarily on
residential properties having one-to-four family dwelling units.

There are two principal types of private mortgage insurance coverage:
"primary" and "pool". Primary mortgage insurance provides mortgage default
protection on individual loans and covers a stated percentage of the unpaid loan
principal, delinquent interest, and certain expenses associated with the default
and subsequent foreclosure. In lieu of paying the stated coverage percentage,
the Corporation may pay the entire claim amount and take title to the mortgaged
property. Pool insurance is generally used as an additional credit enhancement
for certain secondary market mortgage transactions and provides coverage ranging
up to 100% of the net loss on each individual loan included in the pool, subject
to provisions regarding deductibles, caps on individual exposures, and aggregate
stop loss provisions which limit aggregate losses to a specified percentage of
the total original balances of all loans in the pool.

Traditional primary insurance 1is issued on an individual 1loan basis to
mortgage bankers, Dbrokers, commercial banks and savings institutions through a
network of wunderwriting sites located throughout the country. Traditional
primary loans are 1individually reviewed (except for loans insured under
delegated approval programs) and priced according to filed premium rates. In
underwriting traditional primary business, the Corporation generally adheres to
the wunderwriting guidelines published by the Federal Home Loan Mortgage

Corporation ("FHLMC") or the Federal National Mortgage Association ("FNMA") ,
purchasers of many of the loans the Corporation insures. Delegated underwriting
programs allow approved lenders to commit the Corporation to insure loans
provided they adhere to predetermined underwriting guidelines. In 2004,

delegated underwriting approvals accounted for 53.8% of the Corporation's new
traditional primary insurance written.

Bulk and other insurance is issued on groups of loans to mortgage banking
customers through a centralized risk assessment and underwriting process. These
groups of loans are priced in the aggregate, on a bid or negotiated Dbasis.
Coverage for insurance issued in this manner can be issued under primary
insurance policies (loan level coverage) or pool insurance policies (aggregate
coverage). The Corporation considers transactions designated as bulk insurance
to be higher risk (as determined by characteristics such as loan amount, credit
quality, and loan documentation) than those designated as other insurance.

Before insuring any loans, the Corporation issues to each approved customer
a master policy outlining the terms and conditions under which coverage will be
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provided. Primary business 1is then executed via the issuance of a
commitment/certificate for each loan submitted and approved for insurance. In
the case of business issued as pool coverage, a separate pool insurance policy
is issued covering the loans applicable to the transaction.

The amount of premium charge depends on loan-to-value ratios, the level of
coverage being provided, the type of loan instrument (whether fixed rate/fixed
payment or an adjustable rate/adjustable payment), documentation type, and
whether or not the insured property is to be an investment property or owner
occupied. Coverage 1is non-cancelable by the Company (except in the case of
non-payment of premium or certain master policy violations) and premiums are
paid under single, annual, or monthly payment plans. Single premiums are paid at
loan closing and provide coverage for the entire coverage term. Annual and
monthly premiums are renewable on their anniversary dates with the premium
charge determined on the Dbasis of original or outstanding loan amount.
Substantially all of the Corporation's insurance in force as of December 31,
2004 has been written under monthly premium plans.

Title Insurance Group

The title insurance business consists primarily of the issuance of policies
to real estate ©purchasers and investors Dbased upon searches of the public
records, which contain information concerning interests in real property. The
policy insures against losses arising out of defects, 1liens and encumbrances
affecting the insured title and not excluded or excepted from the coverage of
the policy. For the year ended December 31, 2004, approximately 38% of the
Company's consolidated title premium and related fee income stemmed from direct

operations (which include branch offices of its title insurers and wholly owned
subsidiaries of the Company), while the remaining 62% emanated from independent

title agents and underwritten title companies.

There are two basic types of title insurance policies: lenders' policies
and owners' policies. Both are issued for a onetime premium. Most mortgages made
in the United States are extended by mortgage bankers, savings and commercial
banks, state and federal agencies, and life insurance companies. The financial
institutions secure title insurance ©policies to protect their mortgagees'
interest in the real property. This protection remains in effect for as long as
the mortgagee has an interest in the property. A separate title insurance policy
may be 1issued to the owner of the real estate. An owner's policy of title
insurance protects an owner's interest in the title to the property.

The premiums charged for the issuance of title insurance policies vary with
the policy amount and the type of policy issued. The premium is collected in
full when the real estate transaction 1s closed, there being no recurring fee
thereafter. In many areas, premiums charged on subsequent policies on the same
property may be reduced, depending generally upon the time elapsed between
issuance of the previous policies and the nature of the transactions for which
the policies are issued. Most of the charge to the customer relates to title
services rendered in conjunction with the issuance of a policy rather than to
the possibility of loss due to risks insured against. Accordingly, the cost of
service performed by a title insurer relates for the most part to the prevention
of loss rather than to the assumption of the risk of loss. Claim losses that do
occur result primarily from title search and examination mistakes, fraud,
forgery, incapacity, missing heirs and escrow processing errors.

In connection with its title insurance operations, 0ld Republic also
provides escrow closing and construction disbursement services, as well as real
estate information products and services pertaining to real estate transfers and
loan transactions.

Corporate and Other Operations
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Corporate and other operations include the accounts of a small life and
health insurance business as well as those of the parent holding company and
several internal service subsidiaries that perform investment management,
payroll, administrative and minor marketing services.

The Corporation's small life and health business registered 2004 and 2003
net premium revenues of $64.6 million and $51.6 million, respectively. This
business 1s conducted in both the United States and Canada and consists mostly
of limited product offerings sold through financial intermediaries such as
finance companies, automobile dealers, and travel agents, marketing channels
that are also utilized in some of 0ld Republic's general insurance operations.
Production of term 1life insurance, as to which new and renewal Dbusiness
accounted for net premiums earned of approximately $18.9 million in 2004, has
been terminated and placed in run off mode as of year end 2004. As a result of
the changed circumstances, it was concluded that previously deferred acquisition
costs could no longer be amortized for their full amount of the product's
expected run-off years. Accordingly, 2004 operations were charged in the sum of
$10.5 million to reflect revised estimates of deferrable costs.

Consolidated Underwriting Statistics

The following table reflects underwriting statistics covering: 1) premiums
and related loss, expense, and policyholders' dividend ratios for the major
coverages underwritten 1in the General, Mortgage Guaranty and Title insurance
groups:

General Insurance Group (Statutory Basis):
Overall Experience: Net Premiums Written............... $
Net Premiums Earned ............... $
Claim Ratio. ...ttt
Policyvholders' Dividend Benefit....
Expense Ratio .............ciinn..

Composite Ratio......coiinn..

Experience By Major Coverages:

Commercial Automobile: Net Premiums Earned ............... $
(Principally Trucking) Claim Ratio. ...ttt
Workers' Compensation: Net Premiums Earned ............... $

Claim Ratio. ...,
Policyholders' Dividend Benefit....

Financial Indemnity: (1) Net Premiums Earned ............... S
Claim Ratio. .ot iiiii i ieeennn

Property: (2) Net Premiums Earned ............... $
Claim Ratio. ...,

2004
1,701.1
1,626.0

65.9%
.2
24.6
90.7%
616.3
66.5%
353.9
71.9%
191.4
47.5%
184.5
56.0%

$
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General Liability: Net Premiums Earned ............... $ 94.4
Claim Ratio. .ottt iii i e e e 108.6%
Other Coverages: (3) Net Premiums Earned ............... $ 185.2
Claim Ratio. .ottt it iiie i i eeenn 59.3%
Mortgage Guaranty Group: Net Premiums Earned................ $ 403.2
Claim Ratio. .ottt iiii i eeeenn 35.5%
Expense Ratio........coiiiienn.. 25.6
Composite Ratio......covinn.. 61.1%
Title Insurance Group: (4) Net Premiums Earned................ S 714.0
Combined Net Premiums
& Fees Earned. ... . nnnnnn S 1,025.2
Claim Ratio. .ot iiiieiieennn. 5.8%
Expense Ratio.......cooiiiienn.. 90.5
Composite Ratio......covinn.. 96.3%
Consolidated: Net Premiums & Fees Earned......... $ 3,116.1
Claim and Benefit Ratio............ 42.0%
Expense Ratio........ccoiiiienn.. 47.3
Composite Ratio......covinn.. 89.3%

Certain minor reclassifications of prior year data have been reflected in the
above table to conform to current presentation.

(1) Consists principally of fidelity, surety, consumer credit indemnity, and
executive indemnity (directors & officers and errors & omissions)
coverages.

(2) Consists principally of commercial fire, allied lines, multi-peril and

inland marine coverages.

(3) Consists principally of home and auto warranty, aviation and travel
accident coverages.

(4) Title claim, expense, and composite ratios are calculated on the basis of
combined net premiums and fees earned.

Variations in the claim (including related claim settlement expense) ratios
are typically caused by changes 1in the frequency and severity of claims
incurred, changes in premium rates and the level of premium refunds, and
periodic changes in claim and claim expense reserve estimates resulting from

5

ongoing reevaluations of reported and incurred but not reported claims and claim
expenses. The Company can therefore experience period-to-period wvolatility in
the underwriting results for individual coverages as demonstrated in the above
table. As a result of the Company's fundamental underwriting focus in the
management of its business, 1t has attempted to dampen this volatility and thus
ensure a higher degree of overall underwriting stability by diversifying the
coverages it offers and industries it serves.

The claim ratios include loss adjustment expenses where appropriate.
Policyvholders' dividends, which apply principally to workers' compensation
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insurance, are a reflection of changes in loss experience for individual or
groups of policies, rather than overall results, and should be viewed in
conjunction with loss ratio trends.

The general insurance claims ratio has reflected favorable trends since
reaching a peak in 1999. The downtrend in this major cost factor reflects
largely the pricing and risk selection improvements effected 1in the past
forty-eight months. General Insurance Group loss ratios for workers'
compensation and liability insurance coverages in particular may reflect greater
variability due to chance events in any one year, changes in loss costs
emanating from participation in involuntary markets (i.e. 1insurance assigned
risk pools and associations in which participation is basically mandatory), and
added provisions for loss costs not recoverable from assuming reinsurers which
may experience financial difficulties from time to time. The Company generally
underwrites concurrently workers' compensation, commercial automobile (liability
and physical damage), and general liability insurance coverages for a large
number of customers. Accordingly, an evaluation of trends in premiums, claims
and dividend ratios for these individual coverages should be considered in the
light of such a concurrent underwriting approach. With respect to commercial
automobile coverages, the declining c¢laims ratio stems primarily from the
pricing and risk selection improvements made in recent vyears, while Dbetter
results in workers' compensation are due to improved pricing in general as well
as stronger growth of business subject to captive reinsurance, retrospective
premium, or self-insured deductible programs that are expected to produce lower
net loss ratios. The 2003 workers' compensation dividend benefit rose primarily
due to the conversion of a large account to self-insured status which led to an
increase in policyholder dividend costs and a contra-reduction in incurred
losses. The claims ratio for general liability coverages has tended to be highly
volatile, wusually rising due to the impact of higher «claims emergence and
greater than anticipated severity on a relatively small book of business.

Mortgage guaranty claim ratios rose in both 2004 and 2003 from historically
low levels posted in 2002 and several prior years. The recent higher loss ratios
have resulted from greater loss provisions caused by higher paid losses and
expectations of moderately higher estimates of claim severity.

The title insurance claim ratio has been in the low single digits in each
of the past several years due to a continuation of favorable trends in claims
frequency and severity for business underwritten since 1992 in particular. A
moderate uptrend in the three years ended December 31, 2004 stems from a rise in
the net provision for ultimate claim costs from the historically low levels
achieved in 2001 and 2000.

The consolidated claims, expense, and composite ratios reflect the changing
period-to-period contributions of each segment to consolidated results, and the
variances within each segment.

General Insurance Claim Reserves

The Corporation's property and liability insurance subsidiaries establish
claim reserves which consist of estimates to settle: a) reported claims; b)
claims which have been incurred as of each Dbalance sheet date but have not as
yet been reported ("IBNR") to the insurance subsidiaries; and c) the direct
costs, (fees and costs which are allocable to individual c¢laims) and indirect
costs (such as salaries and rent applicable to the overall management of claim
departments) to administer known and IBNR claims. Such claim reserves, except as
to <classification 1in the Consolidated Balance Sheets 1in terms of gross and
reinsured portions, are reported for financial and regulatory reporting purposes
at amounts that are substantially the same.

The establishment of claim reserves by the Corporation's insurance
subsidiaries is a reasonably complex and dynamic process 1influenced by a large
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variety of factors. These factors include past experience applicable to the
anticipated costs of various types of claims, continually evolving and changing
legal theories emanating from the Jjudicial system, recurring accounting,
statistical, and actuarial studies, the professional experience and expertise of
the Company's claim departments' personnel or attorneys and independent claims
adjusters, ongoing changes in claim frequency or severity patterns such as those
caused by natural disasters, illnesses, accidents, work-related injuries, and
changes in general and industry-specific economic conditions. Consequently, the
reserve-setting process relies on management's Jjudgments and the opinions of a
large number of persons, on the application and interpretation of historical
precedent and trends, and on expectations as to future developments. At any
point in time, the Company is exposed to possibly higher than anticipated claim
costs due to the aforementioned factors, and to the evolution, interpretation,
and expansion of tort law, as well as the effects of unexpected jury verdicts.

In establishing claim reserves, the possible increase 1in future loss
settlement costs caused by inflation is considered implicitly, along with the
many other factors cited above. Reserves are generally set to provide for the
ultimate cost of all claims. With regard to workers' compensation reserves,
however, the ultimate cost of long-term disability or pension-type claims is
discounted to present value based on interest rates ranging from 3.5% to 4.0%.
The Company, where applicable, uses only such discounted reserves in evaluating

the results of its operations, in pricing its products and settling
retrospective and reinsured accounts, in evaluating policy terms and experience,
and for other general business purposes. Solely to comply with reporting rules

mandated by the Securities and Exchange Commission, however, 01ld Republic has

made statistical studies of applicable workers' compensation reserves to obtain
estimates of the amounts by which claim and claim adjustment expense reserves,
net of reinsurance, have been discounted. These studies have resulted in
estimates of such amounts at approximately $139.3 million, $142.9 million and
$145.7 million, as of December 31, 2004, 2003 and 2002, respectively. It should
be noted, however, that these differences between discounted and non-discounted
(terminal) reserves are, fundamentally, of an informational nature, and are not
indicative of an effect on operating results for any one or series of years for
the above-noted reasons.

Early in 2001, the Federal Department of Labor revised the Federal Black
Lung Program regulations. The revisions basically require a reevaluation of
previously settled, denied, or new occupational disease claims in the context of
newly devised, more lenient standards when such claims are resubmitted.
Following a number of challenges and appeals by the insurance and coal mining
industries, the revised regulations were, for the most part, upheld in June,
2002 and are to be applied prospectively. Since the final quarter of 2001, black
lung claims filed or refiled pursuant to these anticipated and now final
regulations have increased, though the volume of new claim reports has abated in
2003 and 2004. The vast majority of claims filed to date against 0ld Republic
pertain to business underwritten through loss sensitive programs that permit the
charge of additional or refund of return premiums to wholly or partially offset
changes in estimated claim costs, or to business underwritten as a service
carrier on behalf of various industry-wide involuntary market (i.e. assigned
risk) pools. A much smaller portion pertains to Dbusiness produced on a
traditional risk transfer basis. The Company has established applicable reserves
for claims as they have been reported and for claims not as yet reported on the
basis of its historical experience as well as assumptions relative to the effect

of the revised regulations. Inasmuch as a variety of challenges are likely as
the revised regulations are implemented through the actual claim settlement
process, the potential impact on reserves, gross and net of reinsurance or

retrospective premium adjustments, resulting from such regulations cannot as yet
be estimated with reasonable certainty.

10
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0ld Republic's reserve estimates also include provisions for indemnity and
settlement costs for various asbestosis and environmental impairment ("A&E")
claims that have been filed in the normal course of business against a number of
its insurance subsidiaries. Many such claims relate to policies issued prior to
1985, including many issued during a short period between 1981 and 1982 pursuant
to an agency agreement canceled 1in 1982. Over the years, the Corporation's
property and liability insurance subsidiaries have typically issued general
liability insurance policies with face amounts ranging between $1.0 million and
$2.0 million and rarely exceeding $10.0 million. Such policies have, in turn,
been subject to reinsurance cessions which have typically reduced the
Corporation's retentions to $.5 million or less as to each claim. Old Republic's
exposure to A&E claims cannot, however, be calculated by conventional insurance
reserving methods for a variety of reasons, including: a) the absence of
statistically wvalid data inasmuch as such «claims typically involve long
reporting delays and very often uncertainty as to the number and identity of
insureds against whom such claims have arisen or will arise; and b) the
litigation history of such or similar claims for insurance industry members that
has produced court decisions that have been inconsistent with regard to such
questions as to when an alleged loss occurred, which policies provide coverage,
how a loss is to be allocated among potentially responsible insureds and/or
their insurance carriers, how policy coverage exclusions are to be interpreted,
what types of environmental impairment or toxic tort claims are covered, when
the insurer's duty to defend 1s triggered, how policy limits are to be
calculated, and whether clean-up costs constitute property damage. In recent
times, the Executive Branch and/or the Congress of the United States have
proposed or considered changes in the legislation and rules affecting the
determination of liability for environmental and asbestosis claims. As of
December 31, 2004, however, there is no solid evidence to suggest that possible
future changes might mitigate or reduce some or all of these claim exposures.
Because of the above issues and uncertainties, estimation of reserves for losses
and allocated loss adjustment expenses for A&E claims in particular is much more
difficult or impossible to quantify with a high degree of precision.
Accordingly, no representation can be made that the Corporation's reserves for
such claims and related costs will not prove to be overstated or understated in
the future. At December 31, 2004, 0Old Republic's aggregate indemnity and loss
adjustment expense reserves specifically identified with A&E exposures amounted
to approximately $118.9 million gross, and $97.1 million net of reinsurance.
Based on average annual claims payments during the five most recent calendar
years, such reserves represented 6.2 years (gross) and 9.6 years (net) of
average annual claims payments. Fluctuations in this ratio between years can be
caused by the inconsistent pay out patterns associated with these types of
claims. For the five years ended December 31, 2004, incurred A&E claim and
related loss settlement costs have averaged 2.6% of average annual General
Insurance Group claims and related settlement costs.

Over the years, the subject of property and 1liability insurance claim
reserves has been written about and analyzed extensively by a large number of
professionals and regulators. Accordingly, the above discussion summary should,
of necessity, Dbe regarded as a basic outline of the subject and not as a
definitive presentation. The Company believes that its overall reserving
practices have been consistently applied over many years, and that its aggregate
reserves have generally resulted in reasonable approximations of the ultimate
net costs of claims incurred. However, no representation is made that ultimate
net claim and related costs will not develop in future vyears to be greater or
lower than currently established reserve estimates.

The following table shows the evolving redundancies or deficiencies for
reserves established as of December 31, of each of the years 1994 through 2004.
In reviewing this tabular data, it should be noted that prior periods' 1loss
payment and development trends may not be repeated in the future due to the
large variety of factors influencing the reserving and settlement processes

11



outlined herein above.

Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

The reserve

redundancies or deficiencies shown for all

years are not necessarily indicative of the effect on reported results of any
7
one or series of years since cumulative retrospective premium and commission

"Consolidated Underwriting
and Retrospective Adjustments"

parts of the Company's Dbusiness may partially
Statistics"™ above, and

elsewhere herein).

($ in Millions/Percentages to Nearest Wh

adjustments employed in wvarious
offset such effects. (See
"Reserves, Reinsurance,

(a) As of December 31:

(b)

(1)

adjustment expense reserves.

Liability (1)
and claim adjustment
expenses (2) :

Paid (cumulative) as of

One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later
Ten years later

Liability reestimated (i.e.,
cumulative payments plus
reestimated ending liability)
As of (4):

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Seven years later

Eight years later

Nine years later

Ten years later

Redundancy (deficiency) (5)
for each year-end at (a):

Average for all year-—ends
at (a):

Amounts are reported net of
(3)

for unpaid claims

2004 2003 2002 2001 2000 1999 1998
$2,182 $1,964 $1,802 $1,678 $1,661 $1,699 $1,742
-% 24% 24% 25% 25% 24% 24%
- - 40 39 39 39 38
- - - 50 49 49 48
- - - - 56 55 54
- - - - - 60 59
- - - - - - 63
-% 97% 99% 100% 97% 96% 96%
- - 98 101 98 95 93
- - - 103 100 97 93
- - - - 102 98 95
- - - - - 101 97
- - - - - - 99
-% 3% 2% -3% -2% -1% 1%
3.6%
reinsurance. (2) Excluding unallocated 1loss
Percent of most recent reestimated liability
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(line d). Decreases 1in paid 1loss percentages may at times reflect the
reassumption by the Company of certain previously ceded loss reserves from
assuming reinsurers through commutations of then existing reserves. (4) Percent

of beginning liability (line b) for unpaid claims and claim adjustment expenses.
(5) Beginning liability less the most current liability reestimated (line d) as
a percent of beginning liability (line b).

The following table shows an analysis of changes in aggregate reserves for
the Company's property and 1liability insurance claims and allocated claim

adjustment expenses for each of the years shown:

($ in Millions)

2004 2003 2002 2001 2000 1999 1998

(a) Beginning net reserves.......... $1,964 $1,802 $1,678 $1,661 $1,699 S$1,742 $1,846 S
Incurred claims and claim expenses:
(b) Current year provision.......... 1,070 893 814 749 690 734 728
(c) Change in prior years' provision (55) (25) (7) (44) (66) (66) (123)
(d) Total incurred..........c.eeeeen.. 1,014 868 807 704 623 668 604
Claim payments on:
(e) Current year events............. 332 277 260 269 258 298 322
(f) Prior years' events............. 463 428 423 418 402 412 385
(g) Total payments.......oeeeeennnn. 796 706 683 687 661 710 708
(h) Ending net reserves (a+d-g)..... 2,182 1,964 1,802 1,678 1,601 1,699 1,742
(1) Unallocated loss adjustment

EXPENSE reSEerVEeS..v.'eeeennn. 87 83 78 76 73 71 73
(j) Reinsurance recoverable on

claim reservesS.....cuoeeeeeen. 1,632 1,515 1,363 1,261 1,235 1,238 1,190
(k) Gross claim reserves (h+i+]j).... $3,902 $3,562 $3,244 $3,016 $2,969 $3,009 $3,005 S

8
(b) Investments. In common with other insurance organizations, 01ld Republic

invests most funds provided by operations in income-producing investment
securities. All investments must comply with applicable insurance laws and
regulations which prescribe the nature, form, quality, and relative amounts of
investments which may be made by insurance companies. Generally, these laws and
regulations permit insurance companies to invest within varying limitations in
state, municipal and federal government obligations, corporate obligations,
preferred and common stocks, certain types of real estate, and first mortgage

loans. 0ld Republic's investment policies are also influenced by the terms of
the insurance coverages written, Dby its expectations as to the timing of claim
and benefit payments, and by income tax considerations. The following tables

show invested assets at the end of the 1last three vyears, together with
investment income for such years:

Consolidated Investments
($ in Millions)

13
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December 31,

2004
Available for Sale
Fixed Maturity Securities:
U.S. & Canadian GOVEeINMENE S . v v ittt ittt ettt ettt ettt eeeeeeeaeeeneeneeaens $ 1,135.3
= G 15 Y 111 o) 1,574.0
L0 T e I e Y 876.4
(O T o= o 2,870.0
6,455.9
T b e o VA T Y B il O 459.0
Short—term InVeStmMENE S . & @it i it ettt ettt ettt et aeeeeeeeeeneeeeeeeenns 388.6
MiscellaneouUs INVEeSEmMENE S . @i i i ittt ittt et ettt et ee e aneeeeeeeeaneeeeenen 54.4
Total available fOr SAle. .. i ittt ettt ettt eeeeeeeeneeaneens 7,358.1
Held to Maturity
Fixed Maturity Securities:
L0 ol I e O -
B Gl €= 11 e -
Other Tnvestment S. .o ittt et ettt e et ettt e ee e eeeeeaaeeeeanns 13.4
Total held to MatUL LY. ottt ittt e it e e e e e e e ettt ee et eaaeeaaenns 13.4
] o= A I 0 SN w111 o = $ 7,371.6
Sources of Consolidated Investment Income
($ in Millions)
Years Ended December 31,
2004
Fixed Maturity Securities:
=D = o 2 $ 214.0
B Gl 15 Y 111 o) 53.1
267.2
T b e VA T Y B e O 14.3
Other Investment Income:
Interest on Short-term Investments. . ... ...ttt ittt teeneeeneeeanns 5.7
1S 8'a U a2 6.8
12.5
Gross INvestment TNCOME . v v vttt ittt ettt ettt e e e e e e e e eeeeeeeeeeeeeeeeeeeeanns 294.1
Less: Investment ExXPenses (L) v ittt itneeeeeeeeeeeeeeeeeaneeeeeens 3.2
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(1) Investment expenses consist primarily of ©personnel costs, investment
management and custody service fees and includes interest incurred on funds
held of $.3, $.1 and $.3 for the years ended December 31, 2004, 2003 and
2002, respectively.

For many years, 0ld Republic's investment policy has been to acquire and
retain primarily investment grade, publicly traded, fixed maturity securities.
Accordingly, the Corporation's exposure to so-called "Jjunk Dbonds", private
placements, real estate, mortgage loans, and derivatives is immaterial or
non-existent. Management considers investment-grade securities to be those rated
by Standard & Poor's Corporation ("Standard & Poor's") or Moody's Investors
Service, 1Inc. ("Moody's") that fall within the top four rating categories, or
securities which are not rated but have characteristics similar to securities so
rated. The Company had no bond or note investments in default as to principal
and/or interest at December 31, 2004 and 2003.

The Company's investment policies have not been designed to maximize or
emphasize the realization of investment gains. 0ld Republic reviews the status
and market value changes of each of its investments on at least a quarterly
basis during the year, and estimates of other than temporary impairments in the
portfolio's wvalue are evaluated and established at each quarterly balance sheet
date. In management's opinion, the Company's high quality and diversified
portfolio, which consists largely of publicly traded securities, has been a
basic reason for the absence of major impairment provisions in the periods
reported upon. The combination of gains and losses on sales of securities and
such provisions or write-downs of securities are reflected as realized gains and
losses in the income statement. Dispositions of securities result principally
from scheduled maturities of bonds and notes and sales of fixed income and
equity securities available for sale. The Company's invested assets as of
December 31, 2004 have been classified largely as "available for sale" pursuant
to the existing investment policy. (See Item 7 - "Management Analysis of
Financial Position and Results of Operations" for a more detailed discussion on
the transfer of fixed maturity securities from "held to maturity" to "available
for sale".)

The independent credit quality ratings and maturity distribution for 01d
Republic's consolidated fixed maturity investments, excluding short-term
investments, at December 31, 2004 and 2003, are shown in the following tables.
These investments, $6.4 billion and $5.7 billion at December 31, 2004 and 2003,
respectively, represented approximately 61% and 59%, respectively, of
consolidated assets, and 96% and 93%, respectively, of consolidated liabilities
as of such dates.
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e e e e e e e e e e e e e e e e e e e e e e e e e e et e e e e e ettt e e 27
2= = 19
Total InNVestment grade. . ... i ittt it ii ettt eteeeeeeeeeeeeeeeeeeneeeeeeeeaeens 99

A o o 1= T (2

(1) Credit quality ratings used are those assigned primarily by Moody's; other
ratings are assigned by Standard & Poor's and converted to equivalent
Moody's ratings classifications.

(2) "All others" includes non-investment grade or non-rated small issues of
tax—-exempt bonds.

200
Maturity Ranges:
DUE 1N ONE VAT OF LSSt it ittt i it ee ettt eeeeeeeeeeeeeeeeeeeeaeeeeeeeeeaeeeeeneens 12
Due after one year through five years. ... ..ttt ittt ettt eeaneeeeneens 42
Due after five years through fen years. ... ..ttt ittt ettt eeaeeeeeeeens 43
Due after ten years through fifteen yearsS. ... ...ttt ittt eenneeneneens 1
Due after fifteen Year S . i ittt ittt ettt ettt ettt ettt aeeeee et eeaaeeeeaeens

100
Average MatuUr ity . oo it ittt ettt e e e e e et et e et ettt e e e et e 4.7 Y

(c) Marketing. Commercial automobile (trucking), workers' compensation and
general 1liability insurance wunderwritten for business enterprises and public
entities is marketed primarily through independent insurance agents and brokers
with the assistance of 0ld Republic's trained sales, underwriting, actuarial,
and loss control personnel. The remaining property and 1liability commercial
insurance written by 0ld Republic 1is obtained through insurance agents or
brokers who are independent contractors and generally represent other insurance
companies, and by direct sales. No single source accounted for over 10% of 01ld
Republic's premium volume in 2004.

10

Traditional primary mortgage insurance is marketed primarily through a
direct sales force which calls on mortgage bankers, Dbrokers, commercial banks,
savings institutions and other mortgage originators. No sales commissions or
other forms of remuneration are paid to the lending institutions or others for
the procurement or development of business.

The Mortgage Guaranty segment's ten largest customers were responsible for
approximately 41.8%, 37.3% and 38.3% of traditional primary new insurance
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written in 2004, 2003 and 2002, respectively. The largest single customer
accounted for 11.7% of traditional ©primary new insurance written in 2004
compared to 7.2% and 10.6% in 2003 and 2002, respectively.

A substantial portion of the Company's title insurance business is referred
to it by title insurance agents, builders, lending institutions, real estate
developers, realtors, and lawyers. Title insurance is sold through 260 Company
offices located 1in 33 states and through agencies and underwritten title
companies in Puerto Rico, the District of Columbia and all states except Iowa.
The issuing agents are authorized to issue commitments and title insurance
policies based on their own search and examination, or on the basis of abstracts
and opinions of approved attorneys. Policies are also issued through independent
abstract companies (not themselves title 1insurers) pursuant to underwriting
agreements. These agreements generally provide that the underwritten company may
cause title policies of the Company to be issued, and the latter is responsible
under such policies for any payments to the insured. Typically, the agency or
underwritten title company deducts the major portion of the title insurance
charge to the customer as its commission for services. During 2004,
approximately 62% of title insurance premiums and fees were accounted for by
policies issued by agents and underwritten title companies.

Title insurance premium and fee revenue 1s closely related to the level of
activity 1in the real estate market. The volume of real estate activity 1is
affected by the availability and cost of financing, population growth, family
movements and other factors. Also, the title insurance business is seasonal.
During the winter months, new building activity is reduced and, accordingly, the
Company produces less title 1insurance Dbusiness relative to new construction
during such months than during the rest of the year. The most important factors,
insofar as 0ld Republic's title business is concerned, however, are the rates of
activity in the resale and refinance markets for residential properties.

The personal contacts, relationships, and reputations of 0ld Republic's key
executives are a vital element in obtaining and retaining much of its business.
Many of the Company's customers produce large amounts of premiums and therefore
warrant substantial levels of top executive attention and involvement. In this
respect, O0ld Republic's mode of operation is similar to that of professional
reinsurers and commercial insurance brokers, and relies on the marketing,
underwriting, and management skills of relatively few key people for large parts
of its business.

Several types of insurance coverages underwritten by 0ld Republic, such as
consumer credit indemnity, title, and mortgage guaranty insurance, are affected
in varying degrees by changes in national economic conditions. During periods of
economic recession or rising interest rates, operating and/or claim costs
pertaining to such coverages tend to rise disproportionately to revenues and
generally result in reduced levels of profitability.

At least one 0ld Republic insurance subsidiary is licensed to do business
in each of the 50 states, the District of Columbia, Puerto Rico, Virgin Islands,

Guam, Saipan, and each of the Canadian provinces; mortgage insurance
subsidiaries are licensed 1in 50 states and the District of Columbia; title
insurance operations are licensed to do business in 49 states, the District of

Columbia, Puerto Rico and Guam. Consolidated direct premium volume distributed
among the various geographical regions shown was as follows for the past three
years:
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United States:
L o o LY =l
D e R 2 il =S o e IO
1S L1 ul o X = O
£ L1 w0 7=
East NOrth Central. ...ttt ittt ittt ettt ettt eae e eeeeneeeeeeeeaaens
West NOrth Central. ...ttt ittt et ettt eee ettt eaeeeeeeeenneaeens
£} B'a it o O
LSS = o e

Foreign (Principally Canada) « v v e e e et oo eeeeeeeeneeeeeeeeneeeeeeeeanens

(d) Reserves, Reinsurance, and Retrospective Adjustments. 0ld Republic's
insurance subsidiaries establish reserves for unearned premiums, reported
claims, <claims incurred but not reported, and claim adjustment expenses, as
required in the circumstances. Such reserves are based on regulatory accounting
requirements and generally accepted accounting principles. In accordance with
insurance industry practices, claim reserves are based on estimates of the
amounts that will be paid over a period of time and changes in such estimates
are reflected in the financial statements of the periods when they occur. See
"General Insurance Claim Reserves" herein.
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To maintain premium production within its capacity and limit maximum losses
and risks for which it might become liable under its policies, 01ld Republic, as
is the practice 1in the insurance industry, may cede a portion or all of its
premiums and liabilities on certain classes of insurance, individual policies,
or blocks of business to other insurers and reinsurers. Although the ceding of
insurance does not generally discharge an insurer from its direct liability to a
policyholder, it is industry practice to establish the reinsured part of risks
as the 1liability of the reinsurer. O01ld Republic also employs retrospective
premium adjustments and risk-sharing arrangements for parts of its business in
order to minimize losses for which it might become 1liable under its insurance
policies, and to afford its customers or producers a degree of participation in
the risks and rewards associated with such business. Under retrospective
arrangements, 0Old Republic collects additional premiums if losses are greater
than originally anticipated and refunds a portion of original premiums if loss
costs are lower. Pursuant to risk-sharing arrangements, the Company adjusts
production costs or premiums retroactively to likewise reflect deviations from

originally expected loss costs. The amount of premium, production and other
retrospective adjustments which may be made is either 1limited or wunlimited
depending on the Company's evaluation of risks and related contractual
arrangements. To the extent that any reinsurance companies, retrospectively

rated risks, or ©producers might be unable to meet their obligations under
existing reinsurance, retrospective insurance and production agreements, 01ld
Republic would be liable for the defaulted amounts. In these regards, however,
the Company generally protects itself Dby withholding funds, by securing
indemnity agreements, by obtaining surety bonds, or by otherwise collateralizing
such obligations through irrevocable letters of credit, cash, or securities.

Reinsurance recoverable asset Dbalances represent amounts due from or
credited by assuming reinsurers for paid and unpaid claims and policy reserves.
Such reinsurance balances as are recoverable from non-admitted foreign and
certain other reinsurers such as captive insurance companies owned by assureds
or Dbusiness producers, as well as similar balances or credits arising from
policies that are retrospectively rated or subject to assureds' high deductible
retentions are substantially collateralized by letters of credit, securities,

oe
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and other financial instruments. 0Old Republic evaluates on a regular basis the
financial <condition of its assuming reinsurers and assureds who purchase its
retrospectively rated or high deductible policies. Estimates of unrecoverable
amounts are included in the Company's net claim and claim expense reserves since
reinsurance, retrospectively rated and self-insured deductible policies and
contracts do not relieve 0Old Republic from its direct obligations to assureds or
their beneficiaries.

0ld Republic's reinsurance practices with respect to portions of its
business also result from its desire to bring its sponsoring organizations and
customers 1into some degree of joint venture or risk sharing relationship. The
Corporation may, in exchange for a ceding commission, reinsure up to 100% of the
underwriting risk, and the premium applicable to such risk, to insurers owned by
or affiliated with lending institutions, financial and other intermediaries
whose customers are insured by 0ld Republic, or individual customers who have
formed captive insurance companies. The ceding commissions received compensate
0ld Republic for performing the direct insurer's functions of underwriting,
actuarial, claim settlement, loss control, legal, reinsurance, and
administrative services to comply with local and federal regulations, and for
providing appropriate risk management services.

Remaining portions of Old Republic's business are reinsured in most
instances with independent insurance or reinsurance companies pursuant to excess
of loss agreements. Except as noted in the following paragraph, reinsurance
protection on property and liability operations generally limits the net loss on
most individual claims to a maximum of (in whole dollars): $1,000,000 for
workers' compensation; $1,000,000 for commercial auto liability; $1,000,000 for
general liability; $3,800,000 for executive protection (directors & officers and
errors & omissions); $1,000,000 for aviation; and $500,000 for property
coverages. Substantially all the mortgage guaranty insurance risk is retained,
with the exposure on any one risk currently averaging approximately $21,700,
though portions of the Dbusiness are also ceded to captive reinsurers on an
excess of loss basis in most 1instances. Title 1insurance risk assumptions are
currently limited to a maximum of $100.0 million as to any one policy. The vast
majority of title policies issued, however, carry exposures of $500,000 or less.

Due to worldwide reinsurance capacity and related cost constraints,
effective January 1, 2002, the Corporation Dbegan retaining exposures for all,
but most predominantly workers' compensation liability insurance coverages in
excess of $40.0 million that were previously assumed by unaffiliated reinsurers
for up to $100.0 million. Effective January 1, 2003, reinsurance ceded limits
were raised to the $100.0 million 1level, and as of January 1, 2005 they have
been further increased to $200.0 million. Pursuant to regulatory requirements,

however, all workers' compensation primary insurers such as the Company remain
liable for wunlimited amounts 1in excess of reinsured 1limits. Other than the
substantial concentration of workers' compensation losses caused by the

September 11, 2001 terrorist attack on America, to the best of the Company's
knowledge there had not been a similar accumulation of claims 1in a single
location from a single occurrence prior to that event. Nevertheless, the
possibility continues to exist that non-reinsured losses could, depending on a
wide range of severity and frequency assumptions, aggregate several hundred
million dollars to an insurer such as the Company in the event a catastrophe,
such as caused by an earthquake, 1lead to the death or injury of a large number
of employees concentrated in a single facility such as a high rise building.

As a result of the September 11, 2001 terrorist attack on America, the
reinsurance industry eliminated coverage from substantially all contracts for
claims arising from acts of terrorism. Primary insurers such as the Company
thereby became fully exposed to such claims. Late in 2002, the Terrorism Risk
Insurance Act of 2002 (the "TRIA") was signed into law, immediately establishing
a temporary federal reinsurance program administered by the Secretary of
Treasury. The TRIA defines what constitutes an "act of terrorism" and
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establishes a formula Dbased on primary insurers' premium volume to reimburse
such insurers for 93% of any terrorism losses suffered between November 26, 2002

12

and December 31, 2003, 90% of any losses suffered in 2004, and 85% of any losses
suffered in 2005. Further, pursuant to the TRIA, losses are capped for each year
at $100.0 billion. The TRIA will sunset on December 31, 2005 if not extended or
replaced by similar legislation. The TRIA automatically voided all policy
exclusions which were in effect for terrorism related losses. Under the TRIA,
insurers must offer terrorism coverage with most commercial property and
casualty insurance lines and are permitted to establish an additional premium
charge for their share of such risks, but insureds may elect to reject the
coverage. Insurers are permitted to reinsure that portion of the risk which they
retain under the TRIA, but the reinsurance market has not yet responded with a
widespread willingness to reinsure such risks. As of this date, coverage for
acts of terrorism are excluded from substantially all the Corporation's
reinsurance treaties, and are effectively retained by it subject to any recovery
that would be collected under the TRIA.

(e) Competition. The insurance Dbusiness is highly competitive and 0ld Republic
competes with many stock and mutual insurance companies. Many of these
competitors offer more insurance coverages and have substantially greater
financial resources than the Corporation. The rates charged for many of the
insurance coverages in which the Corporation specializes, such as workers'
compensation insurance, other property and liability insurance and title
insurance, are primarily regulated by the states and are also subject to
extensive competition among major insurance organizations. The basic methods of
competition available to 0ld Republic, aside from rates, are service to
customers, expertise in tailoring insurance programs to the specific needs of
its clients, efficiency and flexibility of operations, personal involvement by
its key executives, and, as to title insurance, accuracy and timely delivery of
evidences of title issued. Mortgage insurance companies also compete by
providing contract wunderwriting services to lenders, enabling the latter to
improve the efficiency of their operations by outsourcing all or part of their
mortgage loan underwriting processes. For certain types of coverages, including
loan credit indemnity and mortgage guaranty insurance, the Company also competes
in varying degrees with the Federal Housing Administration ("FHA") and the
Veterans Administration ("VA"). In these regards, the Corporation's insurance
subsidiaries compete with the FHA and VA by offering different coverages and by
establishing different requirements relative to such factors as interest rates,

closing <costs, and loan processing charges. The Corporation believes its
experience and expertise have enabled it to develop a variety of specialized
insurance programs and related services for its customers, and to secure state

insurance departments' approval of these programs.

(f) Government Regulation. In common with all insurance companies, the
Corporation's insurance subsidiaries are subject to the regulation and
supervision of the Jjurisdictions in which they do business. The method of such
regulation wvaries, but, generally, regulation has been delegated to state
insurance commissioners who are granted broad administrative powers relating to:
the licensing of insurers and their agents; the nature of and limitations on
investments; approval of policy forms; reserve requirements; and trade
practices. In addition to these types of regulation, many classes of insurance,
including most of the Corporation's 1insurance coverages, are subject to rate
regulations which require that rates be reasonable, adequate, and not unfairly
discriminatory.

The Federal National Mortgage Association and the Federal Home Loan
Mortgage Corporation have various qualifying requirements for private mortgage
guaranty insurers which write mortgage insurance on loans acquired by the FNMA
and FHLMC from mortgage lenders. These requirements call for compliance with the
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applicable laws and regulations of the insurer's domiciliary state and those

states in which it conducts business, maintenance of minimum total
policyholders' surplus of $5.0 million, and maintenance of contingency reserves
in accordance with applicable state laws. The requirements also contain

guidelines pertaining to captive reinsurance transactions.

The majority of states have also enacted insurance holding company laws
which require registration and periodic reporting by insurance companies
controlled by other corporations 1licensed to transact Dbusiness within their
respective Jjurisdictions. 0Old Republic's insurance subsidiaries are subject to
such legislation and are registered as controlled insurers 1in those
jurisdictions in which such registration is required. Such legislation varies
from state to state but typically requires periodic disclosure concerning the
corporation which controls the registered insurers, or ultimate holding company,
and all subsidiaries of the ultimate holding company, and prior approval of
certain intercorporate transfers of assets (including payments of dividends in
excess of specified amounts by the insurance subsidiary) within the holding
company system. Each state has established minimum capital and surplus
requirements to conduct an insurance business. All of the Company's subsidiaries
meet or exceed these requirements, which vary from state to state.

(g) Employees. As of December 31, 2004, O0Old Republic employed approximately
6,500 persons on a full time basis. A majority of eligible full time employees
participate in various pension plans which provide annuity benefits payable upon
retirement. Eligible employees are also covered by hospitalization and major
medical insurance, group life insurance, and various savings, profit sharing,
and deferred compensation plans. The Company considers its employee relations to
be good.

(h) Website access. The Company files various reports with the U.S. Securities
and Exchange Commission ("SEC"™), including 1its annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements,
and amendments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Exchange Act. The Company's filings are available for viewing
and/or copying at the SEC's Public Reference Room located at 450 Fifth Street,
NW., Washington, DC 20549. Information regarding the operation of the Public
Reference Room can be obtained by calling 1-800-SEC-0330. The Company's reports
are also available by visiting the SEC's Internet website (http://www.sec.gov)
and accessing 1its EDGAR database to view or print copies of the electronic
versions of the Company's reports. Additionally, the Company's reports can be

obtained, free of charge, by visiting its Internet website
13

(http://www.oldrepublic.com), selecting Financial Data and the EDGAR Filings

hyperlink to access the SEC's EDGAR database to view or print copies of the

electronic versions of the Company's reports. The contents of the Company's

Internet website are not intended to be, nor shall they Dbe considered
incorporated by reference into any of the reports the Company files with the
SEC.

Item 2-Properties

The principal executive offices of the Company are located in the 01ld

Republic Building in Chicago, Illinois. This Company-owned building contains
151,000 square feet of floor space of which approximately 50% is occupied by 01d
Republic, and the remainder 1is leased to others. In addition to the

Company-owned principal executive offices, a subsidiary of the Title Insurance
Group partially occupies its headquarters Dbuilding. This building contains
110,000 square feet of floor space of which approximately 79% is occupied by the
0ld Republic National Title Insurance Company. The remainder of the building is
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leased to others. Ten smaller buildings are owned by 0ld Republic and its
subsidiaries in various parts of the country and are primarily wused for its
business. The carrying value of all owned buildings and related land at December
31, 2004 was approximately $21.8 million.

Certain other operations of the Company and its subsidiaries are directed
from leased premises. See Note 4 (b) of the Notes to Consolidated Financial
Statements for a summary of all material lease obligations.

Item 3-Legal Proceedings

(a) Legal proceedings against the Company arise in the normal course of
business and usually pertain to claim matters related to insurance policies and
contracts 1issued by its insurance subsidiaries. Other legal proceedings are
discussed below.

In 1998 the City and County of San Francisco and certain escrow customers
of an underwritten title agency subsidiary headquartered in the State of
California filed lawsuits alleging that the subsidiary had: 1) failed to escheat
unclaimed escrow funds; 2) charged for services not necessarily provided; and 3)
collected illegal interest payments or fees from banks on the basis of funds
held for escrow customers. The subsidiary in turn conducted an internal review
of its records and concluded that it had certain 1liabilities for part of the
issues denoted at (1) and (2). The subsidiary defended against the alleged
practice denoted at (3) on the grounds that such practices are common within the
industry, are not in conflict with any laws or regulations, and other
meritorious defenses. The consolidated lawsuits were tried and a Jjudgment
rendered, affirming in part and denying in part the subsidiary's defenses. 1In
the aggregate, the judgment, excluding post-judgment interest, amounted to
approximately $33.0 million, of which about $6.5 million was paid in partial
settlements. The subsidiary appealed the most significant portions of the
judgment. On January 20, 2005 the Court of Appeals affirmed the judgment against
the subsidiary. The subsidiary has elected not to pursue a further appeal and
instead paid the balance of the judgment on February 28, 2005.

Purported class actions have been filed in state courts in Ohio and Florida
against the Company's principal title insurance subsidiary, 0Old Republic
National Title Insurance Company ("ORNTIC"). Substantially similar lawsuits have
been filed against other title insurance companies in New York and Florida.
Plaintiffs allege that, pursuant to rate schedules filed by ORNTIC with

insurance regulators, ORNTIC was required to, but failed to give consumers a
reissue credit on the premiums charged for title insurance covering mortgage
refinancing transactions. Both actions seek damages and declaratory and

injunctive relief. ORNTIC intends to defend vigorously against these actions,
but at this early stage in the litigation the Company cannot estimate the costs
it may incur as the actions proceed to their conclusions. The Ohio case has been
stayed, pending an appeal in a similar action against another title insurer, and
ORNTIC has filed a motion to stay one of the two Florida cases.

An action was filed in the Federal District court for South Carolina
against the Company's wholly-owned mortgage guaranty insurance subsidiary,
Republic Mortgage Insurance Company ("RMIC"). Similar lawsuits have been filed
against the other six private mortgage insurers in different Federal District
Courts. The action against RMIC seeks certification of a nationwide <class of
consumers who were allegedly required to pay for private mortgage insurance at a
cost greater than RMIC's "best available rate". The action alleges that the
decision to insure their loans at a higher rate was based on the consumers'
credit scores and constituted an "adverse action" within the meaning, and in
violation of the Fair Credit Reporting Act, that requires notice, allegedly not
given, to the consumers. The action seeks statutory and punitive damages, as
well as other costs. RMIC intends to defend vigorously against the action, but
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at this early stage in the litigation the Company cannot estimate the costs it
may incur as the litigation proceeds to its conclusion. RMIC filed a motion to
compel arbitration of the dispute with the named plaintiff. The motion was
denied and RMIC has filed an appeal.

(b) Examinations of the Company are performed periodically by the Internal
Revenues Service ("IRS") and other taxing authorities. Discussed below is the
result of the latest of these examinations.

In April, 2004 the IRS provided the Company a so-called "30 Day Letter"
resulting from a recently completed examination of tax returns for years 1998 to
2000. In substance, the letter alleges that certain claim reserve deductions
taken through year end 2000 were overstated and thus served to reduce taxable
income for those years. The Company has made a review of the IRS calculations

15
and has concluded its loss reserves were calculated consistently and provide a

fair and reasonable estimate of its unpaid losses. Accordingly, the Company
intends to defend vigorously the validity of claim reserve deductions taken in

its tax returns. In the event the Company's position is not fully sustained,
payments of any additional taxes owed would Dbe categorized as temporary
differences, and as such would likely have little effect on its GAAP financial

statements. The matter has been assigned to an IRS appeals officer.
Item 4-Submission of Matters to a Vote of Security Holders

None.

Executive Officers of the Registrant

The following table sets forth certain information as of December 31, 2004,
regarding the senior executive officers of the Company:

Name Age Position
Charles S. Boone 51 Senior Vice President - Investments and Treas
James A. Kellogg 53 Senior Vice President/General

Insurance Company since October,

Spencer LeRoy, III 58 Senior Vice President, General Counsel and Se

Karl W. Mueller 45 Senior Vice President and Chief Financial

to joining 0Old Republic, Mr.
firm of KPMG LLP.

Mueller was a ¢

William A. Simpson 63 Senior Vice President/Mortgage
since 1972 of Republic Mortgage Insurance Con

Rande K. Yeager 56 Senior Vice President/Title

March, 2002 of 0Old Republic National Title In

A. C. Zucaro 65 Chief Executive Officer, President,
1990, 1981, 1976 and 1993, respectively.

The term of office of each officer of the Company expires on the date of
the annual meeting of the board of directors, which is generally held in May of
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each year. There is no family relationship between any of the executive officers
named above. Each of these named officers, except for Karl W. Mueller, has been
employed in executive capacities with the Company and/or its subsidiaries for
the past five years.
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PART II

Item 5- Market for the Registrant's Common Equity, Related Security Holder
Matters and Issuer Purchases of Equity Securities

The Company's common stock is traded on the New York Stock Exchange under
the symbol "ORI". The high and low closing prices as reported on the New York
Stock Exchange, and cash dividends declared for each quarterly period during the
past two years were as follows:

Closing Price

High Lc
1st quarter 2/ 0 $ 20.18 $ 1
2nd quarter 200 3 . e e e e e e e e e e e e e e e e e e e e e e e e 23.43 1
3rd quarter 200G R 23.76 2
4th quarter 200G O 25.79 2
Special DecC. 2003 ... ittt ittt ettt ettt ettt e e e $ - $
1st quarter 2/ $ 27.19 S 2
2nd quarter 2004 . e e e e e e e e e e e e e e e e e e 25.37 2
3rd quarter 2004 . e e e e e e e e e e e e e e e e e e e e e e 25.03 2
4th quarter 2004 s it e e e e e e e e e e e e e e e e e $ 25.79 $ 2
(1) In December, 2003 a special cash dividend of $.667 per share (adjusted for
a 50% stock dividend of the Company's common stock) was declared and paid.
As of January 31, 2005, there were 2,976 registered holders of the
Company's Common Stock. See Note 3(b) of the Notes to Consolidated Financial
Statements for a description of certain regulatory restrictions on the payment
of dividends by 0Old Republic's insurance subsidiaries. Closing prices have been
restated, as necessary, to reflect all stock dividends and splits declared
through December 31, 2004.
The Company made no common stock repurchases during the fourth quarter 2004
under its common stock repurchase plan.
16
Item 6-Selected Financial Data
Years Ended December 31,
2004 2003 2002
FINANCIAL POSITION ($ millions):
Cash and Invested Assets (1)........... $ 7,519.5 $ 6,849.2 S 6,168.2
Other Assets.....iiiiiiiiiiiinnennenn. 3,051.3 2,863.0 2,547.1
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Total ASsetS. . ii e eennnnns 10,570.8 9,712.3 8,715.4
Liabilities, Other than Debt........... 6,562.1 6,020.9 5,417.9
Y < 143.0 137.7 141.5

Total Liabilities............... 6,705.1 6,158.6 5,559.5
Preferred Stock..... ... - - -
Common Shareholders' Equity............ 3,865.6 3,553.6 3,155.8

Total Capitalization (2)........ $ 4,008.6 $ 3,691.3 $ 3,297.4

RESULTS OF OPERATIONS ($ millions):
Net Premiums and Fees Earned........... $ 3,116.1 $ 2,936.0 $ 2,423.9
Net Investment and Other Income........ 327.5 330.5 318.5
Realized Investment Gains.............. 47.9 19.3 13.9
Net REVENUES . v v vt vt eeeenneenenn 3,491.6 3,285.8 2,756.4
Benefits, Claims, and
Settlement EXpPensesS........ceoeeeeee.e.. 1,307.9 1,112.8 974.8
Underwriting and Other Expenses........ 1,532.7 1,493.2 1,220.8
Pretax INCOME. .. i vttt ieeeeneneennsn 650.9 679.7 560.7
TINCOME TaAXES . v v vt ittt eeeeeeeaeeeeeeens 215.9 219.9 167.7
Net TnCOME. vttt et eeeeneeeennnns $ 435.0 $ 459.8 S 392.9
COMMON SHARE DATA: (4)
Net Income:
BasicC (3) ce ittt e ettt $ 2.38 $ 2.53 $ 2.17
Diluted ...ttt et e $ 2.36 $ 2.51 $ 2.16
Dividends: Cash — Regular...........c.... S .503 $ .446 $ .420
- Special (5)........... - .667 -
— Total....oiiiiinnn.. $ .503 $ 1.113 $ .420
StoCK . v i e e e -% 50% -%
BOOK ValUe. i v ittt ieeeeeeeteeeeennnnneens S 21.17 S 19.57 S 17.45
Common Shares (thousands) :
Outstanding. ... ee ittt ennennnenns 182,563 181,606 180,898
Average: BasicC.....i it 182,541 181,549 180,863
Diluted. ..., 184,607 183,302 182,323

Consists of cash, investments and investment income due and accrued.

Total capitalization consists of debt, preferred stock, and common
shareholders' equity.

Calculated after deduction of minor amounts of preferred stock cash
dividends.

All per share statistics herein have been restated to reflect all stock
dividends or splits declared through December 31, 2004.

In December, 2003 a special cash dividend of $.667 per share (adjusted for
a 50% stock dividend of the Company's common stock) was declared and paid.
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Item 7-Management Analysis of Financial Position and Results of Operations

($ in Millions, Except Share Data)

OVERVIEW AND EXECUTIVE SUMMARY

This management analysis of financial position and results of operations
pertains to the consolidated accounts of 0ld Republic International Corporation.

The Company conducts its business through three major segments, namely, its
General (property and liability), Mortgage Guaranty and Title insurance
segments. A small life and health insurance business, accounting for 2.1% of
consolidated revenues and 2.3% of consolidated assets, is included within the
corporate and other caption. The consolidated accounts are presented on the
basis of generally accepted accounting principles ("GAAP"). This analysis should

be read in conjunction with the most recent annual and quarterly consolidated
financial statements and the footnotes appended to them.

The insurance business is distinguished from most others in that the prices
(premiums) charged for various coverages are set without certainty of the
ultimate benefit and claim costs that will emerge or be incurred, often many
years after issuance of a policy. This basic fact casts 0Old Republic's business
as a long-term undertaking which 1is managed with a primary focus on the

achievement of favorable underwriting results over time. In addition to
operating income stemming from Old Republic's basic underwriting and related
services functions, significant revenues are obtained from investable funds

generated by those functions as well as from retained shareholders' capital. In
managing investable funds the Company aims to assure stability of income from
interest and dividends, protection of capital, and sufficient liquidity to meet
insurance underwriting and other obligations as they Dbecome payable in the
future. Securities trading and the realization of capital gains are not
objectives. The investment philosophy 1s therefore best categorized as
emphasizing value, credit quality, and relatively long-term holding periods. The
Company's ability to hold both fixed maturity and equity securities for long
periods of time is enabled by the scheduling of maturities in contemplation of
an appropriate matching of assets and liabilities.

In light of the above factors, the Company's affairs are managed for the
long run, without regard to the arbitrary strictures of quarterly or even annual
reporting periods that American industry must observe. In 0Old Republic's view,
short reporting time frames do not comport well with the long-term nature of
much of its business, driven as it is by a strong focus on the fundamental
underwriting and related service functions of the Company. Management Dbelieves
that 0ld Republic's operating results and financial condition can best be
evaluated by observing underwriting performance trends over succeeding five to
ten year intervals. Such time intervals are likely to encompass one or two
economic and/or underwriting cycles, and provide appropriate time frames for
such cycles to run their course and for reserved claim costs to be quantified
with greater finality and effect.

To aid investment analysis of Company results, both net operating income
and net income figures per share are provided to highlight the impact of certain
accounting rules or securities market-driven considerations that affect the
recording of investment gains or losses and lead to lessened period-to-period
comparability. The realization of investment gains or losses can be highly
discretionary and arbitrary due to such factors as the timing of individual
securities sales, losses from write-downs of impaired securities, tax-planning
considerations, and changes in investment management judgments relative to the
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direction of securities markets or the future prospects of individual investees
or industry sectors. In particular, write-downs of securities deemed other than
temporarily impaired are affected by some of these factors as well as industry
or issuer-specific developments that can call for the recognition of a loss of
market value or non-recoverability of asset cost.

2004 consolidated earnings were affected adversely by special post-tax
charges of approximately $25.5 (14 cents per share). Nearly 75% of the charge
represents an increase in previously posted litigation reserves necessitated by
a ruling on January 20, 2005 by the California Court of Appeals affirming a
prior trial court verdict against 0Old Republic Title Company. The remainder
covers a write down of previously deferred acquisition costs applicable to a
life insurance product discontinued during the fourth quarter of 2004. Pretax
earnings for 2004 were also affected negatively by the expensing of stock option
benefits totaling $8.6 (3 cents per share after-tax) of which $5.6 represented a
charge for a non-recurring vesting acceleration of stock option costs in the
yvear's first quarter. Stock option expense charges reduced earnings per share by
less than 1 cent per share in 2003. The aggregate effect of all 2004 special
charges was to decrease pretax earnings by $38.3, and post-tax earnings by $29.0
(16 cents per share).

The major components of pretax income and resulting consolidated GAAP net
income discussed in this report were as follows:

18

Pretax operating income (loss):
(€ o Yot
Mortgage GUALANLY i it ittt ittt ittt ettt ettt ettt ettt
i
Corporate and Other. . ...ttt ittt e ittt et et ee et eaaeaeens
Realized investment galns ...t ii ittt ittt ittt e eeeeeeeeeeaeeeeeneens

Consolidated pretax InCOmME ...ttt ittt ittt ittt eeeeeeeeeeenaeeeeneens
I 0 L) 4 w4 = S

J LS A 1o @) 111

Components of Diluted Earnings Per Share:
Net operating InCOmMe . ...ttt ittt ettt e e ettt eeeeaeeeeeannens
Net realized gains v ittt ittt ettt ettt aee e eeeeeaeeeeeanens

J LS oA 5 o Yo ) 111

0ld Republic's General Insurance Group, which underwrites mostly commercial
property and liability insurance coverages, registered pretax operating income
of $333.0 in 2004, compared to $258.9 and $182.1 in 2003 and 2002, respectively.
Net premium revenues in 2004 rose 17.6 percent to $1.6 billion compared to $1.3
billion one year ago, and increased 16.5 percent in 2003 over the $1.1 billion
recorded in 2002. The composite wunderwriting ratio was 90.7 percent, 93.3
percent and 98.4 percent for 2004, 2003 and 2002, respectively. Earned premiums
in the General Insurance Group increased as a result of positive pricing and
risk selection changes effected during the past few years, as well as additional
business produced in a reasonably stable underwriting environment. Underwriting
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results in the past three years benefited mostly from lower claims incurred, and
relatively lower production and administrative expenses. The composite
underwriting ratio represents the most widely accepted indicator of underwriting
performance 1in the industry, and Old Republic has registered a declining
composite ratio since year end 2000. The ratio reached a high of 118.8 percent
in the third quarter of 1999 and has dropped fairly consistently since then to
the most recent lower levels.

Mortgage Guaranty Group pretax operating income declined 18.8 percent to
$224.5 in 2004, after increasing 3.2 percent in 2003 to $276.4 from $267.7 in
2002. Net premiums earned benefited from improved persistency in the traditional
primary business but were largely offset by the combination of lower origination
volumes and greater reinsurance cessions increasing to $403.2 from $400.9 earned
in 2003, which reflected an increase of 6.5 percent over the $376.2 earned in
2002. The composite underwriting ratio rose to 61.1 percent compared to the 47.5
percent and 46.4 percent registered in 2003 and 2002, respectively, mostly as a
result of an increase in the claims component. The higher claims ratio for 2004
resulted from greater loss provisions caused by an increase in paid losses and
net reserve additions that reflect moderately higher expectations of estimated
claim frequency and severity. The expense ratio was lower in 2004 and 2003 due,
in part, to lower litigation costs in 2003, and recovery of certain prior years'
litigation costs in 2004.

Title Insurance Group operating results declined during 2004 after
increasing in both 2003 and 2002. Premium and fee revenues totaled $1.0 billion
in 2004 compared to $1.1 Dbillion and $813.4 in 2003 and 2002, respectively.
Pretax operating income dropped to $62.5 in 2004 from $129.6 in 2003 and $97.6
in 2002. The composite ratio was 96.3 percent, 90.4 percent, and 90.6 percent in
2004, 2003 and 2002, «respectively. The decline in 2004 operating results is
attributable to a special charge representing an increase in previously posted
litigation reserves necessitated Dby a ruling on January 20, 2005 Dby the
California Court of Appeals affirming a prior trial court verdict against 0ld
Republic Title Company and a substantial reduction 1in premiums and fees
emanating from mortgage refinancing revenues, which reached a peak in the third
quarter of 2003, without a corresponding decline in certain relatively fixed
operating expenses.

Aggregate results for 0ld Republic's Holding Company and its small Life &
Health insurance Dbusiness produced pretax net operating deficits of $17.2, $4.5
and $.7 in 2004, 2003 and 2002, respectively. These results are reflective of
holding company and internal services subsidiary expenses, debt service costs,
and investment income on temporary investment holdings. Life and health
operations were penalized by a pretax charge of $10.5 resulting from a write
down of previously deferred acquisition costs applicable to a life insurance
product discontinued during the fourth quarter of 2004, and benefited from
moderately higher earnings from O0Old Republic's combined book of life and
accident and health business.

Consolidated net investment income rose by 4.2 percent to $290.8 in 2004
when compared to $279.2 in 2003 and $272.6 in 2002. While the Company's
consolidated invested asset base has continued to grow as a result of strong
operating cash flows, a general downtrend in interest rates in the past several
years has inhibited a corresponding growth in investment income. Realized
investment gains amounted to $47.9, $19.3, and $13.9 in 2004, 2003 and 2002,
respectively. Above average net gains were realized in 2004 as the Company
liquidated approximately 50% of its actively managed equity portfolio and
redirected a significant portion of the sales proceeds toward a number of equity
index funds.

19

Cash and invested assets at December 31, 2004, totaled $7.51 billion, or
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$41.19 per share, versus $6.84 Dbillion, or $37.71 per share, at December 31,
2003. Consolidated operating cash flow grew by 15.0 percent to $828.3 in 2004,
with substantially all of this growth stemming from Old Republic's General

Insurance and Mortgage Guaranty segments. The investment portfolio reflects a
current allocation of approximately 88 percent in fixed-income investments and 6
percent in equities. As has been the case for many vyears, O0ld Republic has

little or no exposure to real estate investments, mortgage-backed securities,
derivatives, junk bonds, private placements or mortgage loans.

Common shareholders' equity grew by 8.8 percent to $3.86 billion at
December 31, 2004, compared to the equivalent Dbalance of $3.55 Dbillion at
December 31, 2003. Book value per share was $21.17 at the end of this year
versus $19.57 at year-end 2003. The year over year change was mostly the result
of earnings retained in excess of dividends paid to shareholders and changes in
the market value of fixed maturity and equity securities.

CHANGES IN ACCOUNTING POLICIES

During the first quarter of 2002, the Company adopted Statement of
Financial Accounting Standards No. 142 ("FAS 142") "Goodwill and Other
Intangible Assets". Under FAS 142, goodwill and certain intangible assets will
no longer be amortized against operations but must be tested at least annually
for possible impairment of their carrying values. At December 31, 2004 and 2003,
the Company's consolidated unamortized goodwill asset balance was $92.2 and
$87.5, respectively. During the first quarters of 2004 and 2003, the Company
evaluated the <carrying value of 1its goodwill and intangible assets and
determined that there was no indication of impairment of such assets.

Effective January 1, 2003, the Company elected to reclassify its fixed
maturity securities categorized as held to maturity to the available for sale
classification. The securities involved are primarily utility and tax-exempt
bonds that accounted for approximately 34 percent of 0ld Republic's investment
portfolio. The decision was prompted by restrictive accounting rules affecting
held to maturity investment securities. The necessarily mechanical application
of these rules can inhibit the Corporation's ability to optimally manage its
investments from a practical business point of view. This change has no income
statement impact, no effect on 0ld Republic's ability to hold individual

securities to maturity as it may deem appropriate, and does not affect the
Company's necessary long-term orientation in the management of its business.
Going forward, O0ld Republic's shareholders' equity account could reflect

somewhat greater period-to-period volatility as the entire bond, note and stock
investment portfolio will now be marked to market on a quarterly Dbasis.
Nevertheless, the Company believes that its ability to hold securities wuntil
they mature or until such other time when they can be sold opportunistically are
much more significant and meaningful factors than the balance sheet or income
statement effect of changes in market values at any point in time.

The Financial Accounting Standards Board ("FASB") has issued Statement of
Financial Accounting Standards No. 148 ("FAS 148") "Accounting for Stock-Based
Compensation - Transition and Disclosure - an amendment of FAS No. 123" for
periods starting after December 15, 2002. As of April 1, 2003, the Company
adopted the requirements of FAS 148 utilizing the prospective method. Under this
method, stock-based compensation expense is recognized for awards granted after
the beginning of the fiscal year of adoption. For all other stock option awards
outstanding, the Company continues to use the intrinsic value method permitted
under existing accounting pronouncements. In estimating the compensation cost of
options, the fair value of options has been calculated using the Black-Scholes
option pricing model. Required stock option compensation charges of $8.6 for
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2004 reduced earnings per share by 3 cents per share after-tax, of which $5.6
represented a charge for a non-recurring vesting acceleration of such costs in
the first quarter of 2004. Expense recognition of stock options granted in 2003
reduced earnings by $2.2 or by less than one cent per share after-tax.

During December, 2004, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards ©No. 123 - Revised ("FAS 123R") on
Share-Based Payment. FAS 123R requires entities to recognize the cost of
employee services received in exchange for awards of equity instruments based on
the grant-date fair wvalue of those awards. The effective date of this
pronouncement 1is the beginning of the first interim or annual reporting period
that begins after June 15, 2005. The statement allows for three transition
methods of implementation: the modified prospective application and two versions
of the modified retrospective application. The modified prospective application
requires entities to expense share-based payments for new awards and awards
modified, repurchased, or cancelled after the required effective date.
Additionally, it requires entities to record as an expense, the cost
attributable to the unvested options outstanding as of the required effective
date. Modified retrospective application may be applied either (a) to all prior
years for which Statement 123 was effective (fiscal vyears beginning after
December 15, 1994) or (b) only to prior interim periods in the year of initial
adoption if the required effective date of this statement does not coincide with
the beginning of the entity's fiscal year.

The Company believes that the approximate reduction to fully diluted
earnings per share will be as follows: one cent per share in 2005 and less than
one cent per share cumulatively for all years from 2006 through 2009 calculated
by using the modified prospective transition method.

20
FINANCIAL POSITION

The Company's financial position at December 31, 2004 reflected increases
in assets, liabilities and common shareholders' equity of 8.8%, 8.9% and 8.8%,
respectively, when compared to the immediately preceding year-end. Cash and
invested assets represented 71.1% and 70.5% of consolidated assets as of
December 31, 2004 and 2003, respectively. Consolidated results produced positive
and growing consolidated operating cash flows for the latest three years, with
the Company's three operating segments providing substantially all such funds
from operations. In 2004, the invested asset base increased 9.8% to $7,519.5
principally as a result of such higher operating cash flow offset by a decline
in the fair value of fixed maturity investments.

During 2004 and 2003, the Corporation committed substantially all
investable funds to short to intermediate-term fixed maturity securities. At
both December 31, 2004 and 2003, approximately 99% of the Company's investments
consisted of marketable securities, including $499.3 and $446.5, respectively,
of U.S. Treasury tax and loss bonds held by its mortgage guaranty subsidiaries
for deferred tax purposes. 01ld Republic continues to adhere to its long-term
policy of investing primarily 1in investment grade, marketable securities.
Investable funds have not been directed to so-called "junk bonds" or types of
securities categorized as derivatives. O0ld Republic's commitment to equity
securities during 2004 decreased 10.6% in relation to the related invested
balance at year-end 2003, mostly due to the sales of equity securities and a
reduction in net unrealized gains. At December 31, 2004, the Company had no
fixed maturity investments in default as to principal and/or interest.

Relatively high short-term maturity investment positions continued to be
maintained as of December 31, 2004. Such positions reflect a large variety of
seasonal and intermediate-term factors including current operating needs,
expected operating cash flows, quarter-end cash flow seasonality, and investment
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strategy considerations. Accordingly, the future level of short-term investments
will vary and respond to the interplay of these factors and may, as a result,
increase or decrease from current levels.

The Company does not own or utilize derivative financial instruments for
the purpose of hedging, enhancing the overall return of its investment
portfolio, or reducing the cost of its debt obligations. With regard to its
equity portfolio, the Company does not own any options nor does it engage in any
type of option writing. Traditional investment management tools and techniques
are employed to address the yield and valuation exposures of the invested assets
base. The long-term fixed maturity investment portfolio is managed so as to
limit wvarious risks inherent in the bond market. Credit risk is addressed
through asset diversification and the purchase of investment grade securities.
Reinvestment rate risk is reduced by concentrating on non-callable issues, and
by taking asset-liability matching considerations into account. Purchases of
mortgage and asset backed securities, which have variable principal prepayment
options, are generally avoided. Market wvalue risk is limited through the
purchase of bonds of intermediate maturity. The combination of these investment
management practices 1is expected to produce a more stable long-term fixed
maturity investment ©portfolio that is not subject to extreme interest rate
sensitivity and principal deterioration. The market value of the Company's
long-term fixed maturity investment portfolio 1is sensitive, however, to
fluctuations in the level of interest rates, Dbut not materially affected by
changes in anticipated cash flows caused by any prepayments. The impact of
interest rate movements on the long-term fixed maturity investment portfolio
generally affects net wunrealized gains or losses. As a general rule, rising
interest rates enhance currently available vyields but typically lead to a
reduction in the fair value of existing fixed maturity investments. By contrast,
a decline in such rates reduces currently available yields but usually serves to
increase the fair value of the existing fixed maturity investment portfolio. All
such changes in fair value are reflected, net of deferred income taxes, directly
in the shareholders' equity account, and as a separate component of the
statement of comprehensive income. Given the Company's inability to forecast or
control the movement of interest rates, 0ld Republic sets the maturity spectrum
of its fixed maturity securities portfolio within parameters of estimated
liability payouts, and focuses the overall portfolio on high quality
investments. By so doing, 0Old Republic believes it is reasonably assured of its
ability to hold securities to maturity as it may deem necessary in changing
environments, and of ultimately recovering their aggregate cost.

Possible future declines in fair values for 0ld Republic's bond and stock

portfolios would affect negatively the common shareholders' equity account at
any point in time, Dbut would not necessarily result 1in the recognition of
realized investment losses. The Company reviews the status and market value

changes of each of its investments on at least a quarterly basis during the
year, and estimates of other than temporary impairments in the portfolio's value
are evaluated and established at each quarterly balance sheet date. In reviewing
investments for other than temporary impairment, the Company, in addition to a
security's market price history, considers the totality of such factors as the
issuer's operating results, financial condition and liquidity, its ability to
access capital markets, <credit rating trends, most current audit opinion,
industry and securities markets conditions, and analyst expectations to reach
its conclusions. Sudden market value declines caused by such adverse
developments as newly emerged or imminent bankruptcy filings, issuer default on
significant obligations, or reports of financial accounting developments that
bring into question the validity of previously reported earnings or financial
condition, are recognized as realized 1losses as soon as credible publicly
available information emerges to confirm such developments. Accordingly, the
recognition of losses from other than temporary value impairments is subject to
a great deal of Jjudgment as well as turns of events over which the Company can
exercise little or no control. In the event the Company's estimate of other than
temporary impairments is insufficient at any point in time, future periods' net

31



Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

income would be affected adversely by the recognition of additional realized or
impairment losses, but its financial condition would not necessarily be affected
adversely inasmuch as such losses, or a portion of them, could have been
recognized previously as unrealized losses.

21

The following tables show certain information relating to the Company's

fixed maturity and equity portfolios as of the dates shown:

Total Investment grade. ... i it i i ittt ettt ettt eneeeeeeeeaneeeeenas

2 T o 1 (7 T

Credit quality ratings used are those assigned primarily by Moody's; other
ratings are assigned by Standard & Poor's and converted to equivalent
Moody's ratings classifications.

"All other" includes non-investment or non-rated small issues of tax—exempt
bonds.

Gross Unrealized Losses Stratified by Industry Concentration for Investment Grade Fixed
as of December 31, 2004

AmC

Fixed Maturity Securities by Industry Concentration:
Yo A T Y- I S
L0 e e
150 = 0 L
T T ¢
Other (includes 16 INAUSETY GEOUDPS) « vt vttt oo oo e oo eenneeeeeeeenneeeeeeeeaneeeeeeens

ol S

(3)

Represents 20.3 percent of the total fixed maturity securities portfolio.
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Gross Unrealized Losses Stratified by Industry Concentration

as of December 31, 2004
Equity Securities by Industry Concentration:
3 LT G o o S = o S
2 =
STV
2 L
Other (includes 3 inNdUSETY GrOUPS) « vt vttt im ittt et teeeeeeeeeaneeeeeeeeaaeeeeeees
i S

(4) Represents 12.9 percent of the total equity securities portfolio.
(5) Represents 1.6 percent of the cost of the total equity securities

portfolio, while gross unrealized gains represent 17.3 percent of the

portfolio.
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Gross Unrealized Losses Stratified For All Fixed Maturity Securities

Maturity Ranges:
DUe 1n 0ONe year OF 1SS ...ttt eeeeeeeeeneeeeeneenns
Due after one year through five years...............
Due after five years through ten years
Due after ten years

2004

as of December 31,

Amortized Cost
of Fixed Maturity Securities

Non—-Investment
All Grade Only
S 114.4 S -
475.2 -
664.6 -
16.1 -
S 1,270.5 $ -

Gross Unrealized Losses Stratified by Duration and Amount of Unrealized

2004

as of December 31,

Less than 20% to 50% Mor
20 %of Cost of Cost 50%
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Number of Months in Loss Position:
Fixed Maturity Securities:

One to six months.........c.iiieinnn.. S 6.9 S
Seven to twelve months............... 2.3
More than twelve months.............. 2.5

Total. e e i e st e e e S 11.8 S

Equity Securities:

One to six months........c.iiieinnn.. S 1.0 S
Seven to twelve months............... 1.2
More than twelve months.............. -

Total. ittt e eeeeenn S 2.2 S

Number of Issues in Loss Position:
Fixed Maturity Securities:

One to six months.................... 246
Seven to twelve months............... 31
More than twelve months.............. 28

Total. ottt t e e e e e et e 305

Equity Securities:

One to six months.................... 1
Seven to twelve months............... 2
More than twelve months.............. 2

Total. oottt et e e e e e et e 5

The aging of issues with unrealized losses employs closing market price
comparisons with an issue's original cost. The percentage reduction from
original cost reflects the decline as of a specific point in time (December 31,
2004 in the above table) and, accordingly, is not indicative of a security's
value having been consistently Dbelow its cost at the percentages and throughout
the periods shown.

(6) At December 31, 2004 the number of issues in a loss position represent 18.1
percent as to fixed maturities, and 21.6 percent as to equity securities of

the total number of such issues held by the Company.
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Maturity Ranges:

DUE 1N ONE YEAT OF LSS i ittt vttt e e ettt e aeeeeeeeeeaeeeeeeeeneeeeeeeeaeeeeeeeeeaeeens
Due after one yvear throUugh five yearsS. .. ...ttt ittt ittt ettt eeeeeeeeeeeaneens
Due after five years through ten yearsS. ... ..ttt ittt it e ettt eeeeeeeeeeaneens
Due after ten years through fifteen yearS. ... ...ttt ittt ittt eeeeeeeeeaneens
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Due after fifteen Year S . i ittt ittt e e e ettt ettt ettt ettt

(7)

Duration is used as a measure of bond price sensitivity to interest rate
changes. A duration of 4.1 as of December 31, 2004 implies that a 100 basis
point parallel increase in interest rates from current levels would result
in a possible decline in the market value of the long-term fixed maturity
investment portfolio of approximately 4.1 percent.

Composition of Unrealized Gains (Losses)

Fixed Maturity Securities:
BN (4L ok il A o = O
Estimated falr value . ...ttt ittt e et ettt et et ettt eaeeeeeeeeeeeeeaeeeaanns

GrosSs Unrealized Al S . v u e o it i ittt et et ettt eaeeeeeeeeeaeeeeeeeeeeeeeeeeeaenens
GroSS UNTeEalizZed L1OS S e S . v i i it ittt ettt oee e e e eeaeeeeeeeeeaeeeeeeeeeeeeeeeeeannens

Net unrealized gains ..ttt ittt ettt ettt e ettt eeaeeeeeeeenaeaeens

Equity Securities:

GrosSs Unrealized Al S . v v u vt it i ittt ittt et ettt eaeeeeeeeeeaeeeeeeeeneeeeeeeeannens
GroSS UNTeEalizZed LOS S e S . v i i ittt ittt ettt aeeee e eeaeeeeeeeeeaeeeeeeeeneeeeeeeeaenens

Net unrealized gains . ... it ittt it ettt ettt ae et eeaeeeeeeeenneeeens

Among other major assets, substantially all of the Company's receivables

are not past due. Reinsurance recoverable balances on paid or estimated unpaid
losses are deemed recoverable from solvent reinsurers or have otherwise been
reduced by allowances for estimated amounts unrecoverable. Deferred policy
acquisition costs are estimated by taking into account the variable costs of
producing specific types of insurance policies, and evaluating their
recoverability on the basis of recent trends in claims costs. The Company's

deferred policy acquisition cost balances have not fluctuated substantially from
period-to-period and do not represent significant percentages of assets or
shareholders' equity.

The parent holding company meets its liquidity and capital needs
principally through dividends paid by 1its subsidiaries. The insurance
subsidiaries' ability to pay cash dividends to the parent company is generally

restricted by law or subject to approval of the insurance regulatory authorities
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of the states in which they are domiciled. The Company can receive up to $341.5
in dividends from its subsidiaries in 2005 without the prior approval of
regulatory authorities. The liquidity achievable through such permitted dividend
payments 1s more than adequate to cover the parent holding company's currently
expected cash outflows represented mostly by interest on outstanding debt and
quarterly cash dividend payments to shareholders. 1In addition, 0ld Republic can
access the commercial paper market for up to $150.0 to meet wunanticipated
liquidity needs.

0l1d Republic's capitalization of $4,008.6 at December 31, 2004 consisted of
debt of $143.0 and common shareholders' equity of $3,865.6. Changes in the
common shareholders' equity account for the three most recent vyears reflect
primarily the retention of earnings in excess of dividends paid to shareholders
as well as changes in the value of investments carried at market. 0Old Republic
has paid cash dividends to its shareholders without interruption since 1942, and
has increased the annual rate in each of the past 23 years. The annual dividend
rate is typically reviewed and approved by the Board of Directors in the first
quarter of each vyear. In establishing each vyear's cash dividend rate the
Corporation does not follow a strict formulaic approach and favors a gradual
rise in the annual dividend rate that is largely reflective of long-term
consolidated operating earnings trends. Accordingly, each year's dividend rate
is set judgmentally in consideration of such key factors as the dividend paying
capacity of the Corporation's insurance subsidiaries, the trends in average
annual statutory and GAAP earnings for the six most recent calendar years, and
the long-term expectations for the Corporation's consolidated business.

24
In May 2003, the Company canceled 1.9 million common shares previously
reported as treasury stock, and restored them to unissued status; this had no
effect on total shareholders' equity or the financial condition of the Company.

At its March, 2004 meeting, the Company's Board of Directors authorized the
reacquisition of up to $250.0 of common shares as market conditions warrant
during the two year period from that date; no stock had as yet been acquired
through December 31, 2004 pursuant to this authorization.

The following table shows certain information relating to the Company's
contractual obligations as of December 31, 2004:

Payments Due by Period

Less than 1 -3
Total 1 Year Years
Contractual Obligations:
DY @ $ 143.0 $ 19.9 $ 121.1
Interest on Debt....... .o 27.3 9.1 13.6
Operating LeasesS. ... ieeeeeeeeennenns 142.2 35.0 52.9
Pension Benefits Contributions (1).... 31.6 - 11.0
Claim & Claim Expense
RESEIVES (2) vt ittt ettt e et eeeeann 2,763.8 661.9 6l6.1
Total. it e e $ 3,108.0 $ 726.0 S 814.7
(1) Represents estimated funding of contributions for the 0ld Republic
International Salaried Employees Restated Retirement Plan (the Old Republic
Plan), Bituminous Casualty Corporation Retirement Income Plan (the Bitco
Plan), and the 0ld Republic National Title Group Pension Plan (the Title
Plan). Funding of the plans is dependent on a number of factors including
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actual performance versus actuarial assumptions made at the time of the
actuarial wvaluations, as well as, maintaining certain funding Ilevels
relative to regulatory requirements.

(2) As discussed herein with respect to the nature of loss reserves and the
estimating process wutilized in their establishment, the Company's loss
reserves do not have a contractual maturity date. Estimated loss payments
are based primarily on historical claim payment patterns, are subject to
change due to a wide variety of factors, and cannot be predicted with
certainty. Actual future loss payments may differ materially from the
current estimates shown in the table above.

RESULTS OF OPERATIONS
Revenues - Premiums & Fees:

Pursuant to GAAP applicable to the insurance industry, revenues are
associated with the related benefits, claims, and expenses.

Substantially all general insurance premiums are reflected in income on a
pro-rata basis. Earned but unbilled premiums are generally taken into income on
the billing date, while adjustments for retrospective premiums, commissions and
similar charges or credits are accrued on the basis of periodic evaluations of
current underwriting experience and contractual obligations. Nearly all of the
Company's mortgage guaranty premiums stem from monthly installment policies.
Accordingly, such premiums are written and earned in the month coverage is
effective. With respect to minor numbers of annual or single premium policies,
earned premiums are largely recognized on a pro-rata basis over the terms of the
policies. Title premium and fee revenues stemming from the Company's direct
operations (which includes branch offices of its title insurers and wholly owned
subsidiaries of the Company) represent approximately 38 percent of such
consolidated title business revenues. Such premiums are generally recognized as
income at the escrow closing date which approximates the policy effective date.
Fee income related to escrow and other closing services 1is recognized when the
related services have been performed and completed. The remaining 62 percent of
consolidated title premium and fee revenues is produced by independent title
agents and underwritten title companies. Rather than making estimates that could
be subject to significant wvariance from actual premium and fee production, the
Company recognizes revenues from those sources upon receipt. Such receipts can
reflect a three to four month lag relative to the effective date of the
underlying title policy, and are offset concurrently by production expenses and
claim reserve provisions.

The major sources of 0ld Republic's earned premiums and fees for the
periods shown were as follows:

General Mortgage Title
Years Ended December 31:
2000 . ettt et e e e e e e S 857.8 $ 331.4 S 494
2000 ettt e e e e e e e e e e 1,000.2 353.1
2002 . i ittt e e e e e e e 1,184.1 376.2 813
2 0 1,379.5 400.9
2004 . . it e e e e e e $1,623.0 S 403.2 $1,025
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The percentage allocation of net premiums earned by major insurance
coverage for the General Insurance Group were as follows:

Years Ended December

2004 2003 2002
Type of Coverage:

Commercial Automobile

(mostly trucking)........... ... ... 37.9% 39.5% 43.0%
Workers' Compensation................. 21.8 20.0 19.1
Financial Indemnity...........cco0.... 11.8 11.7 8.7
o @ o T 11.3 12.2 12.9
General Liability.........iiiiiiaan.. 5.8 5.3 4.7
Other. .. i e e e 11.4 11.3 11.6
Total. vt i e e e 100.0% 100.0% 100.0%

The following tables provide information on risk exposure trends for Old
Republic's Mortgage Guaranty Group.

Years Ended December 3

2004 2003 2002
New Insurance Written:
Traditional Primary......eeeeeeeeeennsn S 24,749.4 $ 37,255.8 $ 30,809.6
= T 4,487.8 6,806.6 5,130.0
[ ol o T 7,324.7 5,802.8 7,555.5
e X o= O $ 36,562.0 $ 49,865.2 $ 43,495.1
Net Risk In Force:
Traditional Primary......eeeeeeeeeennsn $ 15,452.2 $ 15,329.5 $ 15,367.6
= T 834.8 802.2 513.0
[ ol o T 580.9 493.4 450.7
e X o= $ 16,868.0 $ 16,625.1 $ 16,331.3

2004 2003 2002
Analysis of Traditional Primary
Risk in Force:
By Fair Isaac & Company ("FICO") Scores (1):
FICO less than 620............00.... 8.6% 8.5% -%
FICO 620 to 680... v, 31.1 29.2 -
FICO greater than 680............... 51.4 48.8 -
Unscored/Unavailable................ 8.9% 13.5% -%
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(1) Scores were unavailable for a substantial number of policies in force prior to 2003.

By Loan to Value ("LTV") Ratio:

LTV less than 85.. ...t iiinnnnnnn. 5.7% 6.4% 6.0%
LTV 85 t0o 90 .. it iii ittt i iieiieennns 36.8 37.3 37.3
LTV 90 to 95. . ittt ittt ieiiiieannn 42.0 43.8 47.0
LTV greater than 95................. 15.5% 12.5% 9.7%
By Type of Loan Documentation:
Full Documentation.................. 93.2% 94.4% 96.7%
Reduced Documentation............... 6.8% 5.6% 3.3%
26
Years Ended December 3
2004 2003 2002
Earned Premiums:
| el Y 1 $ 483.6 $ 467.3 $ 432.4
Net ittt ettt ettt ettt $ 403.2 $ 400.9 $ 376.2
Persistency / Traditional Primary........ 64.5% 46.0% 59.1%
Persistency / Bulk (2) ...iuiiiinnennnnn 55.7% 31.8% T71.7%
(2) Due to the relative immaturity of the bulk Dbusiness, the above trend may

prove to be highly volatile.

The following table indicates the percentage allocation of Title Group
premium and fee revenues by production sources:

Years Ended December

2004 2003 2002
Direct operations....... ..., 38.1% 40.0% 43.7%
Independent title agents & other.......... 61.9 60.0 56.3
Total. it e e e 100.0% 100.0% 100.0%

Consolidated net premiums and fees earned increased by 6.1%, 21.1%, and
19.4% in 2004, 2003 and 2002, respectively. Earned premiums in the General
Insurance Group dgrew by 17.6%, 16.5% and 18.4% in 2004, 2003 and 2002,
respectively, as a result of positive ©pricing and risk selection changes the
Company effected during the 2001 to 2003 period 1in particular, as well as
additional business produced in a reasonably stable underwriting environment.
Mortgage guaranty premium income trends reflect sales opportunities arising from
reasonably strong housing and mortgage lending markets, offset in part by high
levels of mortgage refinancing activity, particularly in the 2001 to 2003
period, as well as by greater amounts of reinsurance cessions and by the
introduction of various alternatives to traditional primary mortgage insurance.
High loan refinancing activity tends to reduce mortgage guaranty insurers'
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policies in force, and thus renewal premium production, since previously insured
mortgages may no longer require coverage or may become insured by competitors.
Title Group premium and fee revenues declined by 7.1% in 2004, and increased by
35.7% and 30.1% in 2003 and 2002, respectively. 2003 and 2002 results reflected
favorable market conditions for the sale of new and used homes, and, most
importantly, strong mortgage refinancing activity that was driven by a fairly
consistent drop in mortgage rates. Reduced title revenues in 2004 are mostly
reflective of a substantial reduction in mortgage refinancing activity which
reached a peak in the third quarter of 2003.

Revenues - Net Investment Income:

Net investment income is affected by trends in interest and dividend yields
for the types of securities in which the Company's funds are invested during
individual reporting periods. The following tables reflect the segmented and
consolidated invested asset bases as of the indicated dates, and the investment
income earned and resulting vyields on such assets. In calculating vyields,
non-interest Dbearing U.S. Treasury tax and loss bonds, held by the Company's
mortgage guaranty subsidiaries for deferred tax purposes, are necessarily
excluded from the invested asset base. Since the Company can exercise little
control over market values, vyields are evaluated on the basis of investment
income earned in relation to the amortized cost of the underlying invested
assets, though vyields based on the market values of such assets are also shown
in the statistics below.

Invested Assets at Cost

General Mortgage Title Other Total
As of December 31:
2000, i $ 3,112.3 $1,333.6 $ 373.7 $ 149.5 $ 4.969.2
2001 ..ttt e 3,198.8 1,542.3 423.9 150.1 5,315.0
2002, e 3,446.0 1,700.9 489.6 226.9 5,863.4
2003 ..t e 3,798.2 1,827.9 556.9 177.1 6,360.1
2004 .. i $ 4,217.8 $2,001.2 $ 595.2 $ 295.0 $ 7,109.4
27
Net Investment Income
General Mortgage Title Other Total
Years Ended
December 31:
2000 .o $ 179.8 $ 56.8 $ 24.0 $ 13.3 $ 273.9
2001 ..ttt e 175.7 63.3 22.7 12.8 274.7
2002, e 172.5 65.8 22.5 11.7 272.6
2003, i i e e 175.0 65.7 23.5 14.9 279.2
2004 .. i $ 183.4 S 67.7 S 25.5 S 14.0 $ 290.8

Consolidated net investment income grew by 4.2% and 2.4% in 2004 and 2003,
respectively and was down 0.8% in 2002. For each of the past three years, this
revenue source was affected by a rising invested asset base caused by positive
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consolidated operating cash flows, by a concentration of investable assets in
interest-bearing fixed maturity securities, and by changes in market yields.
Yield trends reflect at once the relatively short maturity of 0Old Republic's
fixed maturity securities portfolio as well as continuation of a lower yield
environment during the past several years.

Net Realized Gains:

The Company's investment policies have not been designed to maximize or
emphasize the realization of investment gains. Rather, these policies aim to
assure a stable source of income from interest and dividends, protection of
capital, and provision of sufficient liquidity to meet insurance underwriting
and other obligations as they become payable in the future. Dispositions of
fixed maturity securities arise mostly from scheduled maturities and early
calls; in 2004, 2003 and 2002, 80.7%, 70.0% and 74.6%, respectively, of all such
dispositions resulted from these occurrences. Dispositions of equity securities
at a realized gain or loss reflect such factors as ongoing assessments of
issuers' business prospects, rotation among industry sectors, and tax planning
considerations. Additionally, the amount of net realized gains and losses
registered in any one accounting period are affected Dby the aforementioned
assessments of securities' wvalues for other than temporary impairment. As a
result of the interaction of all these factors and considerations, net realized
investment gains or losses can vary significantly from period-to-period, and in
the Company's view are not indicative of any particular trend or result in its
basic 1insurance underwriting business. The following table reflects the
composition of net realized gains or losses for the periods shown:

Years Ended Dece

2004 2003
Realized Gains (Losses) on Disposition of:
Fixed maturity securities..........eeeeeeennn. $ 4.6 S 4.
Equity securities and
miscellaneous investments................. 48.5 31.
Total 53.2 35.
Impairment losses on:
Fixed maturity securities.............coo... - -
Equity securities and
miscellaneous investments................. (5.2) (16.
Total (5.2) (16.
Net realized gainsS . v e e oo ettt eeeeeeneaeeeeennns $ 47.9 S 19.

Expenses:

In order to achieve a necessary matching of revenues and expenses, the
Company records the benefits, claims and related settlement costs that have been
incurred during each accounting period. Such costs are affected by the adequacy
of reserve estimates established for current and prior years' claim occurrences.
The establishment of claim reserves by the Company's insurance subsidiaries is a
reasonably complex and dynamic process influenced by a large variety of factors.
These factors principally include past experience applicable to the anticipated
costs of various types of <claims, continually evolving and changing legal
theories emanating from the judicial system, recurring accounting, statistical,
and actuarial studies, the ©professional experience and expertise of the
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Company's claim departments' personnel or attorneys and independent claim
adjusters, ongoing changes in claim frequency or severity patterns such as those
caused by natural disasters, illnesses, accidents, work-related injuries, and
changes in general and industry-specific economic conditions. Consequently, the
reserve-setting process relies on the opinions of a large number of persons, on
the application and interpretation of historical precedent and trends, on
expectations as to future developments, and on management's judgment in
interpreting all such factors. At any point in time, the Company is exposed to
possibly higher than anticipated claim costs due to all of these factors, and to
the evolution, interpretation, and expansion of tort law, as well as the effects
of unexpectedly adverse jury verdicts.

All reserves are thus based on a large number of assumptions and resulting
estimates which are periodically reviewed and evaluated in the light of emerging
claim experience and changing circumstances. The resulting changes in estimates
are recorded in operations of the periods during which they are made. The
Company believes that its overall reserving practices have been consistently
applied over many years. For at least the past ten years, previously established
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reserves have produced reasonable estimates of the cumulative ultimate net costs
of claims incurred. However, no representation is made that ultimate net claim
and related costs will not develop in future vyears to be greater or lower than
currently established reserve estimates.

In addition to the factors cited in the two preceding paragraphs, certain
events could impact adversely the Company's reserve adequacy and its future
operating results and financial condition. With respect to Old Republic's

general insurance Dbusiness, such events or exposures would include but not be
limited to catastrophic workers' compensation claims caused by a terrorist
attack or a natural disaster such as an earthquake, legislated retroactive

incurrence of previously denied or settled claims, the levying of major guaranty
fund assessments by various states based on the costs of insurance company
failures apportioned against remaining and financially secure insurers, the
future failure of one or more significant assuming reinsurers that would void or
reduce the Company's reinsurance recoverable for losses paid or in reserve, and
greater than expected involuntary market assessments, such as those caused by
forced participation in assigned risk and similar involuntary market plans, all
of which cannot be reasonably estimated prior to their emergence.

Mortgage 1insurance claim reserves are determined on the basis of the
carried risk on reported loan defaults and on an estimate of defaulted loans
that have yet to be reported. In establishing its reserve position, the Company
establishes estimates of average claim frequency (the number of reported
defaults which will wultimately result in a claim payment) and average claim
severity (the amount of claim ultimately to be paid).

The majority of defaults reported to the Company are cured by the borrower
either by making the necessary number of mortgage payments to bring the loan
current, by refinancing the mortgage 1loan, or by selling the property in an
amount sufficient to cover the outstanding mortgage debt. Estimates of claim
frequency, which are based on historical trends and on judgments as to current
and future economic conditions, are applied according to the level of the
reported default. Claim severity is estimated based on historical claim payments
including the impact of loss mitigation strategies and potential salvage
recoveries. Once reported, the time required to cure a default or settle a claim

can be significant, often running years from the date of original default. As
such, wultimate cure and claim rates develop over long periods of time, often
through changing economic conditions. Higher mortgage guaranty loss ratios for

2004 resulted from greater loss provisions caused by an increase in paid losses
and net reserve additions that reflect moderately higher expectations of

42



Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

estimated claim frequency and severity.

Title segment loss reserve levels could be impacted adversely by such
developments as reduced loan refinancing activity, the effect of which could be
to lengthen the period during which title ©policies remain exposed to loss
emergence, or reductions in either property values or the volume of transactions
which, by virtue of the speculative nature of some real estate developments,
could lead to increased occurrences of fraud, defalcations or mechanics' liens.
As to 0ld Republic's small 1life and health insurance operations, reserve
adequacy may be affected adversely by greater than anticipated medical care cost
inflation as well as greater than expected frequency and severity of claims.

In management's opinion, geographic concentrations of assureds' employees
in the path of an earthquake or acts of terrorism represent the most significant
catastrophic risks to Old Republic's General insurance segment. These risks
would largely impact the workers' compensation line since primary insurers such
as the Company must, by regulation, issue unlimited liability policies. While
0ld Republic obtains a degree of protection through its reinsurance program as
to earthquake exposures, and, until December 31, 2005 through the Terrorism Risk
Insurance Act of 2002, there is no assurance that recoveries thereunder would be
sufficient to offset the costs of a major calamity nor eliminate its possible
major impact on operating results and financial condition. Old Republic has
availed itself of modeling techniques to evaluate the possible magnitude of
earthquake or terrorist induced <claim costs for its most exposed coverage of
workers' compensation. Such models, however, have not Dbeen sufficiently
validated Dby past occurrences, and rely on a large variety and number of
assumptions. As a result, they may not be predictive of possible claims from
future events. With respect to the Company's mortgage guaranty business, the
most significant risk lies in the possibility of prolonged economic dislocations
that would result in high unemployment levels and depressed property values
conspiring to magnify loan default rates and resulting claim costs. In title
insurance, the Company's Dbiggest exposure likely relates to defalcations and
fraud which can result in significant aggregations of claims or non-collection
of insurance premiums. In 1life insurance, as in general insurance,
concentrations of insured lives coupled with a catastrophic event would
represent the Company's largest exposure. In all of these regards, current GAAP
accounting does not permit the Company's reserving practices to anticipate and
provide for these exposures before they occur.
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Most of 0Old Republic's consolidated claim and related expense reserves stem
from its general insurance Dbusiness. At December 31, 2004, such reserves
accounted for 88.6% and 82.1% of <consolidated gross and net of reinsurance
reserves, respectively, while similar reserves at December 31, 2003 accounted
for 88.6% and 81.9% of the respective consolidated amounts. The following table
shows a breakdown of gross and net of reinsurance claim reserve estimates for
major types of insurance coverages as of those dates:

Gross
Claim and Loss Adjustment Expense Reserves:
Commercial automobile (mostly trucking) ...........iuiiieieeennnnnnn. S 788.
Workers' COmMPENSation . . ..ttt ittt ittt ettt aee e eeaeeeaeeeens 1,607.
General 1iability. ..ttt ittt e et e e e ettt e 808.
(@ ol XS 0T} v o o £ = 576.
Unallocated loss adjustment eXpPenSe reSerVeS. .. ... eeeeeneeeeeennnneeens 122.

O O 3O o

43

635.
814.
350.
382.

87.

N o1 O W



Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

Total general INSUraANCE FESEIVES . v v et et eennnneeeeeenneeeeneens 3,902. 2,269.7
Other coverages:
JteRanute 1T fT® 4 = ak= 0o N i Y 200 199.1
i 252 252.5
Life and health. . ..ttt it i i ettt it i i 22 16.9
Unallocated loss adjustment expense reserves -
OL e Y COVE AT S i i i ittt et e et ettt e e e ettt eeeeeeeeeeeeeeeeeeeaaens 25. 25.4
Total claim and loss adjustment exXpense reServeS............... $ 4,403. $ 2,763.8
Asbestosis and environmental claim reserves included
in the above general insurance reserves:
2N (£ 250 $ 118.9 S 97.1
% 0of total general I1NSUrANCEe FESEIVES . . u vttt eeeeennneeenns 3 4.3%

0ld Republic's general insurance business is composed of a large variety of
lines or classes of commercial insurance; it has negligible exposure to personal
lines such as homeowners or private passenger automobile insurance that exhibit
wide diversification of risks, significant frequency of claim occurrences, and
high degrees of statistical credibility. Most of the General Insurance Group's
claim reserves stem from liability insurance coverages for commercial customers.
Liability claims typically require more extended periods of investigation and at
times protracted 1litigation Dbefore they are finally settled, and thus tend to
exhibit loss development and payment patterns that stretch over relatively long
periods of time.

The Company establishes point estimates for most reserves on an insurance
coverage line-by-line Dbasis for individual subsidiaries, sub-classes, or
individual accounts and blocks of Dbusiness that have similar attributes.
Actuarially or otherwise derived ranges of reserve levels are not utilized as
such in setting these reserves, and, accordingly, the reserves listed in the
above table represent the Company's point estimates at each reporting date. The
overall reserve level at any point in time therefore represents the compilation
of a very large number of reported ("case") reserve estimates and the results of
a variety of formula calculations intended to cover claims and related costs not
as yet reported or emerged ("IBNR"). Case reserves are based on continually
evolving assessments of the facts available to the Company during the claim
settlement process. Long-term, disability-type workers' compensation reserves
are discounted to present value based on interest rates that range from 3.5
percent to 4.0 percent. Formula calculations are utilized to provide for IBNR
claim costs as well as additional costs that can arise from such factors as
monetary and social inflation, changes in claims administration processes,
changes in reinsurance ceded and recoverability levels, and expected trends in
claim costs and related ratios. Typically, such formulas take into account
so-called link ratios that represent prior years' patterns of incurred or paid
loss trends between succeeding years, or past experience relative to
progressions of the number of claims reported over time and ultimate average
costs per claim. Reserves pertaining to large individual commercial insurance
accounts that exhibit sufficient statistical <credibility, and that may be
subject to retrospective premium rating plans or the wutilization of varying
levels or types of self-insured retentions are established on an account by
account basis using case reserves and applicable formula-driven methods. For
certain so-called long-tail categories of insurance such as excess liability or
excess workers' compensation, officers and directors' liability, and commercial
umbrella liability relative to which claim development patterns are particularly
long, more volatile, and immature in their early stages of development, the
Company judgmentally establishes the most current accident years' loss reserves
on the basis of expected 1loss ratios. As actual claims data emerges in
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succeeding vyears, the original accident vyear loss ratio assumptions are
validated or otherwise adjusted sequentially through the application of
statistical or actuarial projection techniques such as the Bornhuetter/Ferguson
method which utilizes data from the more mature experience of prior years.

Except for a small portion that emanates from ongoing primary insurance
operations, a large majority of the asbestosis and environmental ("A&E") claim
reserves posted by 0ld Republic stem mainly from its participations in assumed
reinsurance treaties and insurance pools. Substantially all such participations
were discontinued fifteen or more vyears ago and have since been in run-off
status. With respect to the primary portion of gross A&E reserves, 01d Republic
administers the related claims through its claims personnel as well as outside
attorneys, and posted reserves reflect its best estimates of ultimate claim
costs. Claims administration for the assumed portion of the Company's A&E
exposures is handled by the claims departments of unrelated primary or ceding
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reinsurance companies. While the Company performs periodic reviews of a portion
of claim files so managed, the overall A&E reserves it establishes respond to
the paid claim and case reserve activity reported to the Company as well as
available industry statistical data such as so-called survival ratios. Such
ratios represent the number of years' average paid losses for the three or five
most recent calendar vyears that are encompassed by an insurer's A&E reserve
level at any point in time. According to this simplistic appraisal of an
insurer's A&E loss reserve level, 0ld Republic's average five year survival
ratios stood at 6.2 years (gross) and 9.6 years (net of reinsurance) as of
December 31, 2004 and 6.3 years (gross) and 9.8 years (net of reinsurance) as of
December 31, 2003. Fluctuations in this ratio between years can be caused by the
inconsistent pay out patterns associated with these types of claims. Incurred
net losses for asbestosis and environmental claims have averaged 2.6 percent of
General Insurance Group net incurred losses for the five years ended December
31, 2004.

Mortgage guaranty loss reserves are based on calculations that take into
account the number of reported insured mortgage loan defaults as of each balance
sheet date, as well as experience-based estimates of loan defaults that have
occurred but have not as yet been reported. Further, the resulting loss reserve
estimates take into account a large number of variables including trends in

claim severity, potential salvage recoveries, expected cure rates for reported
loan defaults at various stages of default, and Jjudgments relative to future
employment levels, housing market activity, and mortgage loan demand and
extensions.

Title insurance and related escrow service loss and loss adjustment expense
reserves are established to cover the estimated settlement costs of known as
well as claims incurred but not reported, concurrently with the recognition of
premium and escrow service revenues. Reserves for known claims are based on an
assessment of the facts available to the Company during the settlement process.
Reserves for claims incurred but not reported are established on the basis of
past experience and evaluations of such variables as changes and trends in the
types of policies issued, changes in real estate markets and interest rate
environments, and changed levels of loan refinancings, all of which can have a
bearing on the emergence, number, and ultimate cost of claims.

In addition to the above reserve elements, the Company establishes reserves
for loss settlement costs that are not directly related to individual claims.
Such reserves are based on prior vyears' cost experience and trends, and are
intended to cover the unallocated costs of claim departments' administration of
known and IBNR claims.

Substantially all of the Company's reserves for IBNR claims relate to its

45



Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

general insurance business. As of December 31, 2004 and 2003, the Company's
general insurance segment carried reserves of $735.2 and $595.1, respectively,
to cover claims incurred but not as yet reported as well as for the possible
adverse development of known case reserves. As noted above, the aggregate of
these provisions, known collectively as IBNR reserves, results from the
application of many formulas and reserve-setting approaches that are sensitive
to the wide variety of already enumerated factors. Should these reserves for
IBNR claims be understated by 10 percent for a deficiency of $73.5, or 3.2
percent of the Company's net general insurance reserves as of year end 2004 and
$59.5, or 2.9 percent as of the prior year end balance sheet date, the impact on
the Company's income statement would be to reduce pretax income by such amounts.
While Old Republic has not incurred such a deficiency 1level on total reserves
posted as of the 10 most recent year ends, there can be no assurance that this
favorable experience will continue in the future.

The percentage of net claims, benefits and related settlement expenses
measured against premiums and related fee revenues of the Company's three major
operating segments and its consolidated results were as follows:

General Mortgage
Years Ended December 31:
2000 . i e e e e e e e e e ettt e e 77.9% 15.0%
200 Lt e e e e e e e e e e e ettt e e e 75.3 16.1
2002 . i e e e e e e e ettt e e e e 72.6 14.1
2003 . it e e e e e e e e ettt e e e 67.8 22.7
2004 . e e e e e e ettt e e e e, 66.1% 35.5%

The percentage of net claims, benefits and related settlement expenses
measured against premiums by major insurance coverage in the General Insurance
Group were as follows:

Years Ended December

2004 2003 2002

Type of Coverage:

Commercial Automobile (Trucking).......... 66.5% 70.4% 78.4%
Workers' Compensation........c..oeeeeeeeenn. 72.4 81.2 93.2
Financial Indemnity...........cuiiiieee... 47.6 51.0 41.1
o @ o T 56.2 59.1 51.5
General Liability.....cooiiiiiiiineee... 108.6 89.5 67.6
Other. . e e e 59.3% 52.2% 66.9%
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Average Mortgage Guaranty paid claims, and certain delinquency ratio data are
shown below:

Years Ended December 31

Average Paid Claim Amount:
Traditional Primary......eeeeeeeeeeeen. S 23,920 S 22,339 S 20,693
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BULK (2) i viiii ittt i i i e i $ 19,885 $ 29,293 $ -

(1) Amounts are in whole dollars.
(2) Due to the relative immaturity of the bulk Dbusiness, the above trend may prove to be hig

Delinquency Ratio:

Traditional Primary.........eeeeeunnnn. 4.11% 3.95% 3.43%
2 4.59% 4.76% 3.28%

Traditional Primary Delinquency Ratios for Top Ten States (3):
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(3) As determined by risk in force as of December 31, 2004. These 10 states
represent approximately 50% of risk in force as of that date.

The general insurance portion of the «claims ratio has reflected a
reasonably consistent downtrend since 1999. The reduction in this major cost
factor reflects largely the aforementioned pricing and risk selection
improvements that have been applied since 2001, together with elements of
reduced loss severity and frequency. The mortgage guaranty claims ratio has
trended higher since the second quarter of 2003. The lower 2002 mortgage
guaranty claims ratio resulted from a decline 1in claim provisions driven
principally by a drop in expected claim severity, while recent trends reflect
increases in claim provisions principally due to such factors as higher loss
payments and expectations of higher severity and frequency of claims. A small
increase in 2001 was largely the result of a moderately higher loan default rate
factor. The title insurance loss ratios have been in the low single digits in
each of the past five years due to a continuation of favorable trends in claims
frequency and severity for business underwritten since 1992 in particular. The
moderate uptrend in title insurance loss ratios since 2002 stems from a rise in
the net provision for wultimate claim costs from the historically low level
achieved in 2001 and 2000. The consolidated benefits and claims ratio reflects
the changing effects of period-to-period contributions of each segment to
consolidated results, and this ratio's variances within each segment.

The ratio of consolidated underwriting, acquisition, and insurance expenses
to net premiums and fees earned was 47.3% in 2004, 48.5% in 2003 and 47.9% in
2002. Variations in these consolidated ratios reflect a continually changing mix
of coverages sold and attendant costs of producing Dbusiness in the Company's
three Dbusiness segments. The following table sets forth the expense ratios
registered by each major business segment for the periods shown:

General Mortgage

Years Ended December 31:

2000 .ttt e e e e e, 28.1% 29.6%
200 . e e e e e, 26.7 27.5
2002 . e e e e e e, 25.8 32.3
0 25.5 24.8
2004 . e e e e e e e, 24.6% 25.6%
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Expense ratios for the Company as a whole have remained basically stable
for the periods reported upon. To a significant degree, expense ratios for both
the general and title insurance segments are mostly reflective of variable
costs, such as commissions or similar charges, that rise or decline along with
corresponding changes in premium and fee income, as well as changes in general
operating expenses which can contract or expand in differing proportions due to
varying levels of operating efficiencies and expense management opportunities.
The slight downtrend in the General Insurance Group's expense ratio reflects the
benefits of firm general expense management 1in the face of a greater revenue
base. The mortgage guaranty segment's expense ratio decreased in 2003 and 2001
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due to greater efficiencies gained in the distribution and servicing of its
products; the increase in this ratio for 2002 was due to the posting of special
operating charges aggregating $20.5. These charges stemmed from the cessation of
the development and marketing of a loan portfolio evaluation service aimed at
existing and potential mortgage guaranty insurance customers, and a reassessment
of certain class action litigation exposures. The 2003 ratio also benefited from
the resolution of the aforementioned <class action 1litigation at a cost
approximately $5.0 less than the related reserves recorded in 2002. The increase
in 2004 resulted from higher stock option compensation expenses offset by
recovery of certain prior years' litigation costs. 1Increased title sales volume
in 2003 and 2002 led to a lower expense ratio for those vyears. Consumer and
regulatory litigation costs affecting Old Republic's California title insurance
subsidiary was responsible for expenses of $25.3, $2.4 and $3.4 charged to 2004,
2003,and 2002 operations, respectively.

The composite ratios of the above net claims, benefits and underwriting
expenses that reflect the sum total of all the factors enumerated above have
been as follows:

General
Years Ended December 31:
2000 . it e e e e e e e e e e e e e e e e e 106.0%
2 102.0
2002 .t e e e e e e e e e e e e e e e e e e 98.4
2003 . e e e e e e e e e e e e e e e e e e e 93.3
2 90.7%

Mortgage

The effective consolidated income tax rates were 33.2% in 2004, 32.4% in
2003, and 29.9% in 2002. The effective tax rate was reduced and net earnings
were enhanced by tax and related interest recoveries of $10.9, or 6 cents per
share in 2002 due to the favorable resolution of tax issues dating back to the
Company's 1987 tax return. Otherwise, the rates for each year reflect primarily
the varying proportions of pretax operating income derived from partially
tax-sheltered investment income (principally state and municipal tax-exempt
interest) on the one hand, and the combination of fully taxable investment
income, realized investment gains or losses, and underwriting and service
income, on the other hand.

OTHER INFORMATION

Reference 1is here made to "Information About Segments of Business"
appearing elsewhere herein.
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Historical data ©pertaining to the operating performance, liquidity, and
other financial indicators applicable to an insurance enterprise such as 01ld
Republic are not necessarily indicative of results to be achieved in succeeding

years. In addition to the factors cited below, the long-term nature of the
insurance Dbusiness, seasonal and annual patterns in premium production and
incidence of claims, changes in yields obtained on invested assets, changes in
government policies and free markets affecting inflation rates and general
economic conditions, and changes in legal precedents or the application of law
affecting the settlement of disputed claims can have a bearing on

period-to-period comparisons and future operating results.

Some of the statements made in this report, as well as oral statements or
commentaries made by the Company's management in conference calls following
earnings releases, can constitute "forward-looking statements" within the
meaning of the Private Securities Litigation Reform Act of 1995. Any such
forward-looking statements, commentaries, or inferences, of necessity, involve
assumptions, wuncertainties, and risks that may affect the Company's future
performance. With regard to 0ld Republic's General insurance segment, 1its
results can be affected in particular by the level of market competition, which
is typically a function of available capital and expected returns on such

capital among competitors, the levels of interest and inflation rates, and
periodic changes in claim frequency and severity patterns caused by natural
disasters, weather conditions, accidents, illnesses, work-related injuries, and

unanticipated external events. Mortgage Guaranty and Title insurance results can
be impacted by similar factors and, most particularly, Dby changes in national
and regional housing demand and values, the availability and cost of mortgage
loans, employment trends, and default rates on mortgage loans. Additionally,
mortgage guaranty results, may also be impacted Dby various risk-sharing
arrangements with business producers as well as the risk management and pricing
policies of government sponsored enterprises. Life and health insurance earnings
can be affected by the levels of employment and consumer spending, variations in
mortality and health trends, and changes in policy lapsation rates. At the
parent company level, operating earnings or losses are generally reflective of
the amount of debt outstanding and its cost, interest income on temporary
holdings of short-term investments, and period-to-period variations in the costs
of administering the Company's widespread operations.

Any forward-looking statements or commentaries speak only as of their
dates. 01ld Republic wundertakes no obligation to publicly update or revise all
such comments, whether as a result of new information, future events or
otherwise, and accordingly they may not be unduly relied upon.

Item 7A-Quantitative and Qualitative Disclosure About Market Risk

The information called for by Item 7A is found in the fourth and fifth

unnumbered paragraphs, as well as various tables following those paragraphs

under the heading "Financial Position" in Part II, Item 7 of this report.
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Item 8-Financial Statements

Listed below are the financial statements included herein:
OLD REPUBLIC INTERNATIONAL CORPORATION AND SUBSIDIARIES

Consolidated Balance Sheets ...ttt ittt ettt eeeeaeens 35
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0ld Republic International Corporation and Subsidiaries
Consolidated Balance Sheets
($ in Millions)

Assets
Investments:
Available for sale:

Fixed maturity securities (at fair value) (cost: $6,273.2 and $5,463.9) ... S
Equity securities (at fair value) (cost: $396.8 and $439.2) ..ttt it enneeeeennnnn
Short-term investments (at fair value which approximates cost) .........ccoiiiiieeon..
MiscellaneouUs INVeSEmMEN L S . @i vt ittt ittt et e ettt eee e et eaeeeeeeeenaeeeeeeeanns

0 i
Other 1nvestment S . . ittt et ittt e e e e ettt ettt et e e eeeeee e eeaeeeeeeeeeaaeens

Total INVESEMENE S . v ittt i it ettt e e e e e ettt e e ettt eaeeeeeeseeaeeeeeeeenaeeens

L= o Y
Securities and indebtedness of related parties. ... ..ttt teneeneeneenns
Accrued 1nvestment 1N COME . . o v vttt ittt ittt e e e et e et e e e ettt ae e
Accounts and notes reCeivable. ...ttt ittt ittt et ettt et e e e e e e
Federal income tax recoverable: CUILrent . ...ttt ittt ettt it et eeeeeeeeeeenneens
Reinsurance balances and funds held. . ... ...ttt ittt ettt eeeneeeeeeeeaneens
Reinsurance recoverable: Paid LOSSES . .ttt teeeeeeeeeneeeeeeeeaeeeeeeeeeaneens

Policy and Claim reServVe S . .. it ie ettt enneeeeeeeoneeeeenns
Deferred policy acquUisition COSE S . . it ittt ittt it it ettt et ettt et aeeeeeeeeeaaanns
SUN ALY @SS S e i e e e e ettt et e e e e et e a e e e e e e aee e et

TOt AL BSOS SO S e v vt ittt ettt e e e e e e ae e eeeeeeeeaaeeeeeeeeeeeneeeeeeeeeeeeaaeeenneens S

Liabilities, Preferred Stock, and Common Shareholders' Equity
Liabilities:
Losses, claims and settlement EXPENSE S . & i v it i ittt it ee e oo et eeneeeeeeeaeeeeeeeeeaeeens S
Unearned PremMIUMS . v v v v v v v e e vt eeeeeeeaneeeeeseeneeeeeeeenneeeeeeeeaeeeeeeseeaeeens
Other policyholders' benefits and fUNAS. .. ..ttt ittt ittt ettt eeaeanns

Total policy liabilities and @CCrUAlS . .. i vttt i it ittt ittt et eeaeeeeeeeenaeeens
Commissions, expenses, fees and LaXe S . .. i ittt teeeeeeeeeeeeeeeeeaeeeeeeeeeaneens
Reinsurance balances and fUNAS . ..ottt ittt ittt ittt et teeeeeeeeeaeeeeeeeeeaneens
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Federal income tax payable: CUurrent ... ...ttt ittt ettt eeaeeeeeeeeenneens

SUNAry 1dabi latdes . v it ittt e e e e e e e e e e e e e e e e e e e
Commitments and contingent liabilities. ... ..ttt teeeeeeeeeennenns

Total Liabilitde s . vttt ittt e e e et et et e ettt et aeeeeee s eeaeeeeeeeenaaenns

Preferred Stock:
Convertible preferred StoCK (L) .« ittt ittt e et ettt e te et eaeeeeeeeeeaneens

Common Shareholders' Equity:

CoOmMMON ST OCK (L) 4 ittt it it e e e e e et e e et ettt et ettt ettt e ettt ettt ettt ettt eeaeineaaaas
Additional paid-—In Capital. ...ttt ittt et et e e e e e e et e
Retalned Earning S . v ittt it it e e ettt ettt ettt et ettt e
Accumulated other comprehensive INnCOME ... ..ttt ittt ettt teeeeeeeeeeneeeeeeeanns
Treasury STOCK (At COST) (L) v ittt ittt ittt e e e e et et et e ettt aee e eeaeeeeeneanns

Total Common Shareholders' EQUity . ... i it ii ittt ittt eeeeeeeeaneeeeeeenneenns

Total Liabilities, Preferred Stock and Common Shareholders' Equity..............

(1) At December 31, 2004 and 2003, there were 75,000,000 shares of $0.01 par
value preferred stock authorized, of which no shares were outstanding. As
of the same dates, there were 500,000,000 shares of common stock, $1.00 par

value,

authorized, of which 185,429,127 in 2004 and 184,471,698 in 2003

were 1issued and outstanding. At December 31, 2004 and 2003, there were

100,000

, 000 shares of Class B Common Stock, $1.00 par value, authorized, of

which no shares were issued. Common shares classified as treasury stock

were

2,865,582 and 2,865,542 as of December 31, 2004 and 2003,

respectively.
See accompanying Notes to Consolidated Financial Statements.

0ld Republic

International Corporation and Subsidiaries

Consolidated Statements of Income
($ in Millions, Except Share Data)

2004

Revenues:
Net Premiums €arned. @ vt it i i ittt et eeeeeeeeneeeeeeeeanens S 2,804.8
Title, escrow, and other fees...... .ttt eneenennn 311.2

Total premiums and feeS. ...ttt ittt ittt eee e eeaennn 3,116.1
Net investment IncCome. . ... ...ttt iiii ettt eeeeeeeeeeannenn 290.8
Other 1NCOmME. o ittt it et e e e e e ettt e et e et e eaaeeeeeen 36.7

Total oOperating FeVENUES . « v vt vttt ittt ettt eeeeeeeeeeannns 3,443.7
Realized investment gains.......c..i ittt iin et eeneneeeeenn 47.9

TOtaAl FTEVENUE S . i vt i ittt ettt et ae e te et eeeneeeeeeneeeeeenees 3,491.6
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Benefits, Claims and Expenses:

Benefits, claims, and settlement expenseS.........c.eeeeeeeee.. 1,305.6
Dividends to policyholders. ... ..ttt iin e eeeneneeenens 2.2
Underwriting, acquisition, and other expenses................ 1,523.8
Interest and other charges. ..... ..ttt ittt eeeannns 8.9
TOL Al PN S e S e i v ettt ottt ee e e et e eaeeeeeeeeeeeeeeeeeanens 2,840.7
Income before income £axXesS ..ttt ittt ittt eeeeeeeeeeannns 650.9
Income Taxes: Currently payable...... ...ttt eennnnn 183.4
Deferred. .ottt i i i e e 32.5
e ) - 215.9

J N S o Yoo L S 435.0 S

Net Income Per Share:

2= T S 2.38 S

[T R o =Y $ 2.36 $

Average shares outstanding: BasicC........ieiiiieeenennnn. 182,541,822 18
Diluted. ..., 184,607,632 18

Dividends Per Common Share:

Cash: ReGULAT . i ittt ittt ettt ettt et eeeeeeeeeeeeeannaeeenns S .503 S
1S3 ST 8 -
18 ) o $ 503 $
S e T -%

See accompanying Notes to Consolidated Financial Statements.

0ld Republic International Corporation and Subsidiaries
Consolidated Statements of Comprehensive Income
($ in Millions)

Net income as repPOrLed. ...ttt ittt e e et eeeeeeeenenneeeenns S 435.0 S
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Other comprehensive income (loss):
Foreign currency translation adjustment...................

Unrealized gains (losses) on securities:
Unrealized gains (losses) arising during period.........
Less: elimination of pretax realized gains
included in income as reported.........oiiiiiiian..
Pretax unrealized gains (losses) on securities
carried at market value...... ..ottt
Deferred income taxes (credits) vt ittt e e e e
Net unrealized gains (losses) on securities.............
Minimum Pension Liability:
Minimum pension liability.........iiiiiiiiiiiiiininnnnn.
Deferred income tax credifs . ...t iiiiineeetennnennns

Minimum pension liability, net of tax credits...........

Net adjustment s . @it ittt i ettt e et e ettt eee et

Comprehensive 1NCOmMe. . .ttt ittt ettt ettt e et e eaeeeeeneens

See accompanying Notes to Consolidated Financial Statements.

0ld Republic International Corporation and Subsidiaries
Consolidated Statements of Preferred Stock

and Common Shareholders' Equity

($ in Millions)

Form 10-K/A

Convertible Preferred Stock:
Balance, beginning of year...... .ottt ennnneens
Converted into common stocCk..........iiiiiiiiiiieeeeennn.

Balance, end Of Year ... i ittt tieeeeeeeeeneeeeeeeenneeeens
Common Stock:

Balance, beginning of year...... .ottt ennneeens
Stock dividend. ... ..ttt e e e

Dividend reinvestment plan.........o.uiiiiineeeennneeens
Exercise of stock options...... ...ttt
Conversion of convertible preferred stock...............
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Acquisition of subsidiary........oiiiiiiiit ittt
Treasury stock restored to unissued status.................

Balance, end Of YAl ... i i ittt iit et oot eeeeeeeeeeeeaeeeeeneenns

Additional Paid-in Capital:

Balance, beginning of year..... ...ttt teneeeeeeeenns
Dividend reinvestment plan... ... ...ttt eneereeennnneennn
Exercise of stock options......c..i ittt ttennnneenns
Stock option compensation........ii ittt
Conversion of convertible preferred stock..................
Acquisition of subsidiary........iiiiiiiii ittt
Treasury stock restored to unissued status.................

Balance, end Of YAl . . i i ittt ittt et eeeeeeeeeeeeneeeeeneenns

Retained Earnings:
Balance, beginning of year..... ...ttt teeeeeeeeeenns
Net INCOmME . &ttt it ettt et e e e et e et e ettt e
Dividends on common stock: cash ......... ... . . ...

Accumulated Other Comprehensive Income:
Balance, beginning of year..... ...ttt teneeeeeneenns
Foreign currency translation adjustments...................
Net unrealized gains (losses) on securities................
Minimum pension liability, net of tax credits..............

Balance, end Of YAl . . i i ittt iiee e oot eeeeeeeeeeeeneeeeeeeenns
Treasury Stock:

Balance, beginning of year..... ...ttt tteeeeeeeeenns

Acquired during the year. ... ...ttt it

Restored to unissued status.........c.iiiiiiiiiiennnnnennn

Balance, end Of Year .. i ittt ittt et eeeeeeeeeeeeaeeeeeneenns

See accompanying Notes to Consolidated Financial Statements.

0ld Republic International Corporation and Subsidiaries
Consolidated Statements of Cash Flows
($ in Millions)

S 185.4 $
S 245.5 $
.8
15.3
8.7
S 270.4 $
S 2,896.8 $

435.0

(91.6)
S 3,240.1 S

$ 236.8

7.3

(63.5)

(.9)
S 179.5 $
S (10.0) 3
S (10.0) 3
Years E

2004

54



Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

Cash flows from operating activities:
Net InCOmME. ottt ittt ettt ittt ettt ittt
Adjustments to reconcile net income to

net cash provided by operating activities:

Deferred policy acquisition costs
Premiums and other receivables
Unpaid claims and related items

Other policyholders'

Reinsurance balances and funds
Realized investment gains

benefits and funds.........ccoiiiian..
B o) 1 T o -

Accounts payable, accrued expenses and other...................

Cash flows from investing activities:
Fixed maturity securities:

Available for sale:

Sales of equity securities
Sales of other investments
Sales of fixed assets for company use

Cash and short-term investments of subsidiary acquired...........
Purchases of fixed maturity securities:
Available fOr Sale. ...ttt ittt ittt ettt
Held 0 MatuUr ity . oot ittt i e ettt e e et e ettt eeeeeeeeeeananns

Purchases of equity securities
Purchases of other investments

Purchases of fixed assets for company USeE€.........oeuweeeeeeennnnn
[ oL s 0L

Cash flows from financing activities:
Issuance of preferred and common shares

Repayments of term loans
Redemption of debentures and notes
Dividends on common shares

L@ ul o LS e o L

Increase (decrease) in cash and short-term investments.............

Cash and short-term investments,

Cash and short-term investments,

Supplemental cash flow information:
Cash paid during the year for: Interest

beginning of year...............

end of vear.. ...t

Income TaXeS .. viwweeieeeeeeenennns

435.0 $

(9.
(33.
262.

€]
o
U1 O U1 U1 0 00 D

625.8
149.6

334.

U o J O
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See accompanying Notes to Consolidated Financial Statements.
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0ld Republic International Corporation and Subsidiaries
Notes to Consolidated Financial Statements
($ in Millions, Except as Otherwise Indicated)

0ld Republic International Corporation is a Chicago-based insurance holding
company with subsidiaries engaged mainly in the general (property and
liability), mortgage guaranty and title insurance businesses. In this report,
"Old Republic", "the Corporation”, or "the Company" refers to 0ld Republic
International Corporation and its subsidiaries as the context requires. The
aforementioned insurance segments are organized as the 0ld Republic General
Insurance, Mortgage Guaranty and Title Insurance Groups, and references herein
to such groups apply to the Company's subsidiaries engaged in the respective
segments of business. Note 6 shows summary results for the Company's business
segments.

Note 1-Summary of Significant Accounting Policies-The significant accounting
policies employed by 0ld Republic International Corporation and its subsidiaries
are set forth in the following summary.

(a) Consolidation Practices-The consolidated financial statements include the
accounts of the Corporation and those of its major insurance underwriting and
service subsidiaries. Non-consolidated insurance marketing and service
subsidiaries are insignificant and are reflected on the equity basis of
accounting. All significant intercompany accounts and transactions have been
eliminated in consolidation.

(b) Accounting Principles-The Corporation's insurance underwriting subsidiaries
maintain their records in conformity with accounting practices prescribed or

permitted by state insurance regulatory authorities. In consolidating such
subsidiaries, adjustments have been made to conform their accounts with
generally accepted accounting principles. The preparation of financial

statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those
estimates.

(c) Investments-The Company may classify its invested assets in terms of those
assets relative to which it either (1) has the positive intent and ability to
hold until maturity, (2) has available for sale or (3) has the intention of
trading. As of December 31, 2004, the Company's invested assets were classified
as "available for sale."

Effective January 1, 2003, the Company elected to reclassify its fixed
maturity securities categorized as held to maturity to the available for sale
classification. The securities involved are primarily utility and tax-exempt
bonds that accounted for approximately 34 percent of 0ld Republic's investment
portfolio. The decision was prompted by restrictive accounting rules affecting
held to maturity investment securities. The necessarily mechanical application
of these rules can inhibit the Corporation's ability to optimally manage its
investments from a practical Dbusiness point of view. As of January 1, 2003, the
net impact of this reclassification on the Corporation's balance sheet was to
increase the <carrying value of invested assets by $117.5, deferred tax
liabilities by $41.1, and shareholders' equity by $76.4, or book value per share
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by approximately 42 cents. This change has no income statement impact, no effect
on Old Republic's ability to hold individual securities to maturity as it may
deem appropriate, and does not affect the Company's necessary long-term
orientation in the management of its business. Going forward, O0ld Republic's
shareholders' equity account could reflect somewhat greater period-to-period
volatility as the entire bond, note and stock 1investment portfolio will now be
marked to market on a quarterly basis. Nevertheless, the Company believes that
its ability to hold securities wuntil they mature or until such other time when
they can be sold opportunistically are much more significant and meaningful
factors than the balance sheet or income statement effect of changes in market
values at any point in time.

Fixed maturity securities classified as "available for sale" and other
preferred and common stocks (equity securities) are included at fair value with
changes in such values, net of deferred income taxes, reflected directly in
shareholders' equity. Fair values for fixed maturity securities and equity

securities are based on quoted market prices or estimates using values obtained
from independent pricing services as applicable.

The Company reviews the status and market wvalue changes of each of its
investments on at least a quarterly Dbasis during the year, and estimates of
other than temporary impairments in the portfolio's wvalue are evaluated and
established at each quarterly balance sheet date. In reviewing investments for
other than temporary impairment, the Company, in addition to a security's market
price history, considers the totality of such factors as the issuer's operating
results, financial condition and ligquidity, its ability to access capital
markets, credit rating trends, most current audit opinion, industry and
securities markets conditions, and analyst expectations to reach its
conclusions. Sudden market value declines caused by such adverse developments as
newly emerged or imminent bankruptcy filings, issuer default on significant
obligations, or reports of financial accounting developments that bring into
question the validity of previously reported earnings or financial condition,
are recognized as realized losses as soon as credible publicly available
information emerges to confirm such developments. Accordingly, the recognition
of losses from other-than-temporary value impairments is subject to a great deal
of Jjudgment as well as turns of events over which the Company can exercise
little or no control. 1In the event the Company's estimate of other than
temporary impairments is insufficient at any point in time, future periods' net
income would be adversely affected by the recognition of additional realized or
impairment losses, but its financial position would not necessarily be affected
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adversely inasmuch as such losses, or a portion of them, could have been
recognized previously as unrealized losses. The Company recognized other than
temporary impairments of investments in the amounts of $5.2, $16.4, and $19.0

for the years ended December 31, 2004, 2003 and 2002, respectively.

The amortized cost and estimated fair values of fixed maturity securities
are as follows:

Gross
Amortized Unrealized
Cost Gains
Fixed Maturity Securities:
December 31, 2004:
Available for sale:
U.S. & Canadian Governments.............. $ 1,107.7 S 28.3
TaxX—EXemMPE v v vttt ettt et e e et e 1,538.6 38.4
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Utilities. .ottt 850.2 29.0
O B = 2,776.6 98.7
$ 6,273.2 $ 194.5 S
December 31, 2003:
Available for sale:
U.S. & Canadian Governments.............. $ 956.3 $ 37.2 3
TaxX—EXemMPE o v vttt ettt et ettt 1,215.1 62.6
Utilities. .ottt i 791.4 39.5
O B = 2,501.0 145.6
$ 5,463.9 $ 285.0 $
The amortized cost and estimated fair value at December 31, 2004, by
contractual maturity, are shown below. Expected maturities will differ from
contractual maturities Dbecause borrowers may have the right to call or prepay
obligations with or without call or prepayment penalties.
Amor
Co
Fixed Maturity Securities:
Available for Sale:
DUE 1N ONE VAT OF LSSt it ittt tie ettt eteeeeeeeeeeeeeeeeseeeeeeeeeeeaenens $
Due after one year through five years. ... ...ttt ittt teeeeeeeeeanenn
Due after five years through ten years. . ... ...ttt ittt teeeeeeeeeannenn
DU After LeN VAT S . it it i ittt et e e et e et e et ettt eeeeee et e
$
Bonds and other investments carried at $166.5 as of December 31, 2004 were
on deposit with governmental authorities by the Corporation's insurance
subsidiaries to comply with insurance laws.
A summary of the Company's equity securities follows:
Gross
Unrealized Unr
Cost Gains I
December 31, 2004:
Equity securities.......c.iiiiiiiieneeeennns $ 396.8 $ 68.6 S
December 31, 2003:
Equity securities.......c.iiiiiiiinnneeeenns $ 439.2 $ 98.2 S

Investment 1income is reported net of allocated expenses and includes
appropriate adjustments for amortization of premium and accretion of discount on
fixed maturity securities acquired at other than par value. Dividends on equity
securities are credited to income on the ex-dividend date. Realized investment
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gains and losses, which are comprised of sales of securities and provisions or
write-downs of securities, are reflected as revenues in the income statement and
are determined on the basis of amortized value at date of sale for fixed
maturity securities, and cost in regard to equity securities; such bases apply
to the specific securities sold. Unrealized investment gains and losses, net of
any deferred income taxes, are recorded directly as a component of accumulated
other comprehensive income in shareholders' equity.
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The following table reflects the Company's gross unrealized losses and fair
value, aggregated by category and length of time that individual securities have
been in an unrealized loss position employing closing market price comparisons
with an issuer's original cost at December 31, 2004 and 2003:

12 Months or Less Greater than 12 Months
Fair Unrealized Fair Unrealize
Value Losses Value Losses
December 31, 2004:
Fixed Maturity Securities:
U.S & Canadian Governments......... $ 209.7 $ .8 S - $ -
Tax—exempPt...vuiiieeienenneeennn 307.7 2.4 33.1 .5
COrPOratesS . i i it ittt et e e et e e 634.4 6.0 73.6 2.0
1,151.9 9.2 106.7 2.5
Equity Securities..............oo... 44.0 6.3 .7 .1
o o Rt $1,195.9 $ 15.6 S 107.4 $ 2.6
December 31, 2003:
Fixed Maturity Securities:
U.S & Canadian Governments......... $ 14.9 $ .1 S - $ -
Tax—exempPt ... .o ieieeeennneenennn 48.9 .5 - -
CoOrPOratesS . i v it ittt et e et e e 416.3 6.9 2.8 .2
480.2 7.6 2.8 .2
Equity Securities.................... 36.5 2.2 100.5 21.6
o o Rt $ 516.7 $ 9.9 S 103.4 $ 21.9

At December 31, 2004, the Corporation and its subsidiaries had no
non—-income producing fixed maturity securities except for U.S. Treasury Tax and
Loss Bonds in the amount of $499.3 required to be held by its mortgage insurance
subsidiaries for the payment of deferred income taxes.

The following table reflects the composition of net investment income, net
realized gains or losses, and the net change in unrealized investment gains or
losses for each of the years shown:

Ye

ars End

Investment income from:
Fixed maturity securities. ... ..ttt tneeeeeneenns S

267.2
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EqUity SeCUrities . ittt i ittt e e e e et ettt ee e
Short-term investments. .. ...ttt ettt eeaennns
(@l o T Y B o= O

Gross investment 1nCOmMe. . ... ...ttt ittt iteeeeeeeeennenns
Investment expenses (L) ...ttt ittt ee et eeeeneeeeeeeanns

Net investment IncCoOme. .... ...ttt imn et eeennnneennn

Realized gains (losses) on:

Fixed maturity securities:
Held to Maturdty . oot i ittt e e e ettt ettt e e et eeaeenns

Available for sale:

(Table continued on next page.)
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Changes in unrealized investment gains (losses) on:
Fixed maturity securities:

Held to mMaturity (2) « v i i ittt ittt et e et e e e et eeaeenns

Equity securities & other long-term investments..............

Less: Deferred income taxes (credifts) .....uiiiiiiinininennn.

Net changes in unrealized investment gains (losses).......

Years End

2004
$ - $
$ (94.3) $
(33.0)
$ (61.3) $
$ (3.5) $
(1.2)
$ (2.2) $

(1) Investment expenses consist of personnel costs and investment

management

and custody service fees, as well as interest incurred on funds held of
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$.3, $.1 and $.3 for the years ended December 31, 2004, 2003 and 2002,
respectively.

(2) Deferred income taxes do not apply since these securities are carried at
amortized cost. During the first quarter of 2003, the Company reclassified
its fixed maturity securities categorized as held to maturity to the
available for sale classification, which resulted in recognizing $117.5 of
unrealized investment gains 1imbedded in such securities at December 31,
2002.

(d) Revenue Recognition -Pursuant to GAAP applicable to the insurance industry,
revenues are associated with the related benefits, claims, and expenses.

Substantially all general insurance premiums are reflected in income on a
pro-rata basis. Earned but unbilled premiums are generally taken into income on
the billing date, while adjustments for retrospective premiums, commissions and
similar charges or credits are accrued on the basis of periodic evaluations of
current underwriting experience and contractual obligations. Nearly all of the
Company's mortgage guaranty premiums stem from monthly installment policies.
Accordingly, such premiums are written and earned in the month coverage is
effective. With respect to annual or single premium policies, earned premiums
are recognized on a pro-rata basis over the terms of the policies. Title premium
and fee revenues stemming from the Company's direct operations (which includes
branch offices of its title insurer and wholly owned subsidiaries of the
Company) represent approximately 38 percent of such consolidated title business
revenues. Such premiums are generally recognized as income at the escrow closing
date which approximates the policy effective date. Fee income related to escrow
and other closing services is recognized when the related services have been
performed and completed. The remaining 62 percent of consolidated title premium
and fee revenues is produced by independent title agents and underwritten title
companies. Rather than making estimates that could be subject to significant
variance from actual premium and fee production, the Company recognizes revenues
from those sources upon receipt. Such receipts can reflect a three to four month
lag relative to the effective date of the wunderlying title policy, and are
offset concurrently by production expenses and claim reserve provisions.

(e) Deferred Policy Acquisition Costs-The Corporation's insurance subsidiaries,
other than title companies, defer certain costs which vary with and are
primarily related to the production of Dbusiness. Deferred costs consist
principally of commissions, premium taxes, marketing, and policy issuance
expenses. With respect to most coverages, deferred acquisition costs are
amortized on the same basis as the related premiums are earned or,
alternatively, over the periods during which premiums will be paid. To the
extent that future policy revenues on existing policies are not adequate to
cover related costs and expenses, deferred policy acquisition costs are charged
to earnings. As discussed elsewhere in this document, a write down of previously
deferred acquisition costs applicable to a discontinued life product amounted to
$10.5 during the fourth quarter of 2004.

The following table summarizes deferred policy acquisition costs and
related data for the years shown:

Years Ende

Deferred, beginning Of Year ... .u ittt eeeeeeeeeeeneennnns S

Acquisition costs deferred:
Commissions — net of reinsuranCe. ..........ueiiueeeeennnenns
P eI UM LAXE S e i vttt ettt e et ettt ee e e e eeeeeeeeeeaaeeaeeees
Salaries and other marketing EXPENSES. . u v vttt ieeeeeeneenns

2009.

91.
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[ B o Rl i =
Amortization charged to income....... ...ttt eennnnns

Change for the year. ...ttt ittt ittt e teeieeeeeenns

Deferred, end Of YeaT ...ttt ittt teneeeeeeeeeeenneeeeeeeeeennns S
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(f) Unearned Premiums-General insurance unearned premium reserves are generally
calculated by application of pro-rata factors to premiums in force. Mortgage
guaranty unearned premium reserves are calculated on a pro-rata Dbasis. At
December 31, 2004 and 2003, unearned premiums consisted of the following:

General TNSUTANCE GLOUD « v v v vt oo eseeaneeeeeeenneeeeeeeanens
Mortgage GUALANLY GrOUD .« v v vt vttt vttt vttt te ot neneneneneneneeees

(g) Losses, Claims and Settlement Expenses-The establishment of claim reserves
by the Company's insurance subsidiaries 1is a reasonably complex and dynamic
process influenced by a large variety of factors. These factors include past
experience applicable to the anticipated costs of various types of claims,
continually evolving and changing legal theories emanating from the judicial
system, recurring accounting, statistical, and actuarial studies, the
professional experience and expertise of the Company's claim departments'
personnel or attorneys and independent adjusters retained to handle individual
claims, the effect of inflationary trends on future claim settlement costs, and
ongoing changes in claim frequency or severity patterns such as those caused by
natural disasters, illnesses, accidents, work-related injuries, or changes in
economic conditions. Consequently, the reserve-setting process relies on the
judgments and opinions of a large number of persons, on the application and
interpretation of historical precedent and trends, and on expectations as to
future developments. At any point in time, the Company and the insurance
industry are exposed to possibly higher than anticipated claim costs due to the
aforementioned factors, and to the evolution, interpretation, and expansion of
tort law, as well as the effects of unexpected jury verdicts.

All reserves are necessarily based on estimates which are periodically
reviewed and evaluated in the light of emerging claim experience and changing
circumstances. The resulting changes in estimates are recorded in operations of
the periods during which they are made. Return and additional premiums and
policyholders' dividends, all of which tend to be affected by development of
claims 1in future vyears, may offset, in whole or in part, developed claim

redundancies or deficiencies for certain coverages such as workers'
compensation, portions of which are written under loss sensitive programs that
provide for such adjustments. The Company believes that its overall reserving

practices have been consistently applied over many years, and that its aggregate
net reserves have produced reasonable estimates of the ultimate net costs of
claims incurred. However, no representation is made that ultimate net claim and
related costs will not be greater or lower than previously established reserves.
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General Insurance Group reserves are established to provide for the
ultimate expected cost of settling unpaid losses and claims reported at each
balance sheet date. Such reserves are based on continually evolving assessments
of the facts available to the Company during the settlement process which may
stretch over 1long periods of time. Long-term disability-type workers'
compensation reserves are discounted to present value based on interest rates
ranging from 3.5% to 4.0%. Losses and claims incurred but not reported, as well
as expenses required to settle losses and claims are established on the basis of
a large number of formulas that take into account wvarious criteria, including
historical cost experience and anticipated costs of servicing reinsured and
other risks. Estimates of possible recoveries from salvage or subrogation
opportunities are considered in the establishment of such reserves as
applicable. As part of overall claim and claim expense reserves, the point
estimates incorporate amounts to cover net estimates of unusual claims such as
those emanating from asbestosis and environmental ("A&E") exposures as discussed
below. Such reserves can affect «claim costs and related loss ratios for such
insurance coverages as general liability, commercial automobile (truck),
workers' compensation and property.

Early in 2001, the Federal Department of Labor revised the Federal Black
Lung Program regulations. The revisions basically require a re-evaluation of
previously settled, denied, or new occupational disease claims in the context of
newly devised, more lenient standards when such claims are resubmitted.
Following a number of challenges and appeals by the insurance and coal mining
industries, the revised regulations were, for the most part, upheld in June,
2002 and are to be applied prospectively. Since the final quarter of 2001 black
lung claims filed or refiled pursuant to these anticipated and now final
regulations have increased, though the volume of new claim reports has abated in
2003 and 2004. The vast majority of claims filed to date against 0ld Republic
pertain to business underwritten through loss sensitive programs that permit the
charge of additional or refund of return premiums to wholly or partially offset
changes in estimated claim costs, or to business underwritten as a service
carrier on behalf of various industry-wide involuntary market (i.e. assigned
risk) pools. A much smaller portion pertains to Dbusiness produced on a
traditional risk transfer basis. The Company has established applicable reserves
for claims as they have been reported and for claims not as yet reported on the
basis of its historical experience as well as assumptions relative to the effect

of the revised regulations. Inasmuch as a variety of challenges are likely as
the revised regulations are implemented through the actual claim settlement
process, the potential impact on reserves, gross and net of reinsurance or

retrospective premium adjustments, resulting from such regulations cannot as yet
be estimated with reasonable certainty.

0ld Republic's reserve estimates also include provisions for indemnity and
settlement costs for various asbestosis and environmental impairment ("A&E")
claims that have been filed in the normal course of business against a number of
its insurance subsidiaries. Many such claims relate to policies issued prior to
1985, including many issued during a short period between 1981 and 1982 pursuant
to an agency agreement canceled 1in 1982. Over the years, the Corporation's
property and liability insurance subsidiaries have typically issued general
liability insurance policies with face amounts ranging between $1.0 and $2.0 and
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rarely exceeding $10.0. Such policies have, in turn, been subject to reinsurance
cessions which have typically reduced the Corporation's retentions to $.5 or
less as to each claim.

0ld Republic's exposure to A&E claims cannot be calculated by conventional
insurance reserving methods for a variety of reasons, including: a) the absence
of statistically wvalid data inasmuch as such claims typically involve long
reporting delays and very often uncertainty as to the number and identity of
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insureds against whom such claims have arisen or will arise; and b) the
litigation history of such or similar claims for insurance industry members has
produced court decisions that have been 1inconsistent with regard to such
questions as when an alleged loss occurred, which policies provide coverage, how
a loss is to be allocated among potentially responsible insureds and/or their

insurance carriers, how policy coverage exclusions are to be interpreted, what
types of environmental impairment or toxic tort claims are covered, when the
insurer's duty to defend is triggered, how policy limits are to be calculated,
and whether clean-up costs constitute property damage. In recent times, the

Executive Branch and/or the Congress of the United States have proposed or
considered changes in the legislation and rules affecting the determination of
liability for environmental and asbestosis claims. As of December 31, 2004,
however, there is no solid evidence to suggest that possible future changes
might mitigate or reduce some or all of these claim exposures. Because of the
above issues and uncertainties, estimation of reserves for losses and allocated
loss adjustment expenses for A&E claims in particular is much more difficult or
impossible to quantify with a high degree of precision. Accordingly, no
representation can be made that the Corporation's reserves for such claims and
related costs will not prove to be overstated or understated in the future. At
December 31, 2004 and 2003, 01ld Republic's aggregate indemnity and loss
adjustment expense reserves specifically identified with A&E exposures amounted
to approximately $118.9 and $91.0 gross, respectively, and $97.1 and $56.6 net
of reinsurance, respectively. 0ld Republic's average five year survival ratios
stood at 6.2 years (gross) and 9.6 years (net of reinsurance) as of December 31,
2004 and 6.3 years (gross) and 9.8 years (net of reinsurance) as of December 31,
2003. Fluctuations in this ratio between years can be caused by the inconsistent
pay out patterns associated with these types of claims.

Mortgage guaranty loss reserves are based on calculations that take into
account the number of reported insured mortgage loan defaults as of each balance
sheet date, as well as experience-based estimates of loan defaults that have
occurred but have not as yet been reported. Further, the resulting loss reserve
estimates take into account a large number of variables including trends in

claim severity, potential salvage recoveries, expected cure rates for reported
loan defaults at various stages of default, and Jjudgments relative to future
employment levels, housing market activity, and mortgage loan demand and
extensions.

Title insurance and related escrow service loss and loss adjustment expense
reserves are established to cover the estimated settlement costs of known as
well as claims incurred but not reported, concurrently with the recognition of
premium and escrow service revenues. Reserves for known claims are based on an
assessment of the facts available to the Company during the settlement process.
Reserves for claims incurred but not reported are established on the basis of
past experience and evaluations of such variables as changes and trends in the
types of policies issued, changes in real estate markets and interest rate
environments, and changed levels of loan refinancings, all of which can have a
bearing on the emergence, number, and ultimate cost of claims.

In addition to the above reserve elements, the Company establishes reserves
for loss settlement costs that are not directly related to individual claims.
Such reserves are based on prior vyears' cost experience and trends, and are
intended to cover the unallocated costs of claim departments' administration of
known and IBNR claims.

The following table shows an analysis of changes in aggregate reserves for
the Company's losses, claims and settlement expenses for each of the years
shown:

Years En
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Gross reserves at beginning of year....... ..ttt S
Less: reinsurance losses recoverable ...... ...ttt

Net reserves at beginning of year .......... ...,

Incurred claims and claim adjustment expenses:
Provisions for insured events of the current year................
Change in provision for insured events of prior years............

Total incurred claims and claim adjustment expenses.......

Payments:
Claims and claim adjustment expenses attributable to
insured events of the current year........ ...t iiiiinnnennnnn
Claims and claim adjustment expenses attributable to
insured events Of Prior YearS. ... .ttt tneeeeeeenneeneeeens

Total PaAYMENE S . i ittt ittt e e ettt e et ettt eaeeee e

Amount of reserves for unpaid claims and claim adjustment

expenses at the end of each year, net of reinsurance

10SSEeS reCovVerab e . vttt ittt e e et e e e e e e e e
Reinsurance losses recoverable. ... ...ttt ttteneeeeeenneeens

Gross reserves at end Of Year. ... ittt ittt et e e S

For the three most recent calendar vyears, the above table indicates that
the one-year development of consolidated reserves at the beginning of each year
produced average favorable annual developments of about 2.6%. The Company
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believes that the factors most responsible, 1in varying and continually changing
degrees, for such redundancies or deficiencies included differences in
originally estimated salvage and subrogation recoveries, 1in sales and prices of
homes that can reduce claim costs upon the sale of foreclosed properties, in
levels of loan refinancing activity that can reduce the period of time over
which a policy remains at risk, in lower than expected frequencies of claims
incurred but not reported, 1in the effect of reserve discounts applicable to
workers' compensation claims, in higher than expected severity of litigated
claims 1in particular, in governmental or Jjudicially imposed retroactive
conditions in the settlement of claims such as noted above in regard to black
lung disease claims, in greater than anticipated inflation rates applicable to
repairs and the medical portion of claims in particular, and in higher than
expected claims incurred but not reported due to the slower and highly volatile
emergence patterns applicable to certain types of claims such as those stemming
from litigated, assumed reinsurance, or the A&E types of claims noted above.

(h) Income Taxes-The Corporation and most of its subsidiaries file a
consolidated tax return and provide for income taxes payable currently. Deferred
income taxes included in the accompanying consolidated financial statements will
not necessarily become payable/recoverable 1in the future. The Company uses the
asset and liability method of calculating deferred income taxes. This method
calls for the establishment of a deferred tax, calculated at currently enacted
tax rates that are applied to the cumulative temporary differences Dbetween
financial statement and tax bases of assets and liabilities.

The provision for combined current and deferred income taxes reflected in
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the consolidated statements of income does not bear the usual relationship to
income Dbefore income taxes as the result of permanent and other differences
between pretax income and taxable income determined under existing tax
regulations. The more significant differences, their effect on the statutory
income tax rate, and the resulting effective income tax rates are summarized
below:

Statutory tax rate. ... it i i it e ettt it i e
Tax rate increases (decreases):
Tax—exempt Interest ... ...ttt ittt
Dividends received exClusSion. ... ..ttt iit it eeeneneennenn
Other d1tems — Net (1) i vttt ittt e e et e e et et ettt eeaeaeas

Effective tax rate. ...ttt ittt e ettt e et et eee et enaeaaens

(1) During 2004, the Company recorded a pretax charge of $22.9 in response
to a court ruling against 0ld Republic Title Company. Of that amount,
approximately $11.8 is non-deductible, resulting in an increase in the effective
tax rate of 0.6 percentage points. Tax and related interest recoveries of $10.9
were recorded in the second quarter of 2002 as a result of the favorable
resolution of tax issues dating back to the Company's 1987 tax return. This
adjustment reduced the effective tax rate by approximately 1.9 percentage
points.

The tax effects of temporary differences that give rise to significant
portions of the Company's net deferred tax recoverable (payable) are as follows
at the dates shown:

Deferred Tax Assets:
Losses, claims, and settlement eXpPensSesS.......ueeieeeennneeennn S
Other timing differences. . ...ttt ittt et eeeeeeeannnn

Total deferred tax assets (L) v v v ittt it eeeeeeenennn

Deferred Tax Liabilities:
Unearned PremilUm FeSEr Ve S . v v vttt e ettt eenneeeeeeenneeeeeeeannns
Deferred policy acquisition COSts. ...ttt eeeennn.
Mortgage guaranty insurers' contingency reserves..............
Fixed maturity securities adjusted to cost.......... ...
Net unrealized investment gains..........i ittt eenneenns
Title plants and FECOXAS . i i ittt ittt ittt nnineeeeeeeeennnnnees

Total deferred tax liabilities.........oiiiiiiiiinnnn.

Net deferred tax liabilities.......iiiiiiiiieeennnnnnns S

(1) The Company has evaluated its deferred tax assets as of each of these dates
and has concluded that no valuation allowance is warranted.
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Pursuant to special provisions of the Internal Revenue Code pertaining to
mortgage guaranty insurers, a contingency reserve (established in accordance
with insurance regulations designed to protect policyholders against
extraordinary volumes of claims) is deductible from gross income. The tax
benefits obtained from such deductions must, however, be invested in a special
type of non-interest Dbearing U.S. Treasury Tax and Loss Bonds which aggregated
$499.3 at December 31, 2004. For Federal income tax purposes, the amounts
deducted for the contingency reserve are taken into gross statutory taxable
income (a) when the contingency reserve is permitted to be charged for losses
under state law or regulation, (b) in the event operating losses are incurred,
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or (c) in any event upon the expiration of ten years.

During 2002, the Corporation and its subsidiaries settled tax issues for
the vyears 1991-1995 with the 1Internal Revenue Service ("IRS") with no
significant effect on the Corporation's financial condition or results of
operations. In April, 2004 the IRS issued a so-called "30 Day Letter" to the
Company as a result of a recently completed examination of tax returns for years
1998 to 2000 (see note 4(c), Commitments and Contingent Liabilities - General
for further information).

(1) Property and Equipment-Property and equipment is generally depreciated or
amortized over the estimated wuseful 1lives of the assets, (2 to 27 vyears),
substantially by the straight-line method. Depreciation and amortization
expenses related to property and equipment were $18.2, $16.2, and $12.8 in 2004,
2003, and 2002, respectively. Expenditures for maintenance and repairs are
charged to income as incurred, and expenditures for major renewals and additions
are capitalized.

(j) Title Plants and Records-Title plants and records are carried at original
cost or appraised value at the date of purchase. Such values represent the cost
of producing or acquiring interests 1in title records and indexes and the
appraised value of purchased subsidiaries' title records and indexes at dates of
acquisition. The cost of maintaining, updating, and operating title records is
charged to income as incurred. Title records and indexes are ordinarily not
amortized unless events or circumstances indicate that the carrying amount of
the capitalized costs may not be recoverable.

(k) Goodwill- Pursuant to Statement of Financial Accounting Standards No. 142
(FAS-142) "Goodwill and Other Intangible Assets", all goodwill resulting from
business combinations will no longer be amortized against operations but must be
tested periodically for possible impairment of its continued value ($92.2 and
$87.5 at December 31, 2004 and 2003, respectively). Such a test was performed in
early 2004 and 2003 and did not result in impairment charges.

(1) Employee Benefit Plans— The Corporation has three pension plans covering a
portion of its work force. The three plans are the 0ld Republic International
Salaried Employees Restated Retirement Plan (the 0ld Republic Plan), the
Bituminous Casualty Corporation Retirement Income Plan (the Bituminous Plan) and
the 0ld Republic National Title Group Pension Plan (the Title Plan). The plans
are defined benefit plans pursuant to which pension payments are based primarily
on years of service and employee compensation near retirement. It is the
Corporation's policy to fund the plans' costs as they accrue. These plans were
closed to new participants as of December 31, 2004.

Plan assets are comprised principally of bonds, common stocks and
short-term investments. The dates used to determine pension measurements are
December 31 for the 0ld Republic Plan and the Bituminous Plan, and September 30
for the Title Plan.
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The changes in the projected benefit obligation are as follows at the above

measurement dates:

of

2004
Projected benefit obligation at beginning of year................. S 195.8
Increases (decreases) during the year attributable to:
ST VS 1 7.7
Interest COSt .ttt ittt it i i ittt ittt ittt e 11.5
ACtUArial LOSSES .ttt ittt ittt ittt et e e e e e 7.6
Benefits paid. ...ttt ittt e e e e e e e e e e et (8.3)
Net InCrease 0T YeaT . i it ittt ittt ittt et eeeeeeeeeeeaaeeeeeeens 18.5
Projected benefit obligation at end of year....... ... ... S 214.4
The changes in the fair value of net assets available for plan benefits as
the above measurement dates are as follows:
2004
Fair value of net assets available for plan benefits
at beginning of the year. ... ...ttt ittt S 175.0
Increases (decreases) during the year attributable to:
Actual return oOn pPlan aSSet S . i ittt ittt eeneeeeeeeenneaeens 13.5
SPOoNSOr CONELribULIoNS. @ittt ittt i ettt e e e e ettt 5.7
Benefits paid. ...ttt it e e e e e e e e e e et e e (8.3)
Administrative eXPeNSES . ittt ittt ittt ettt eae e (.1)
L =N o R (T el o -
Net increase (decrease) fOr Year ... i ittt tteeeeeeeeaneeeeeeens 10.7
Fair value of net assets available for plan benefits
at the end o0f the Year ...ttt ittt ittt ettt eeeenaaeeenns S 185.7
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A reconciliation of the funded status of +the ©plans as of the above

measurement dates is as follows:

Plan assets less than projected benefit obligationsS.......cuiii ittt iimeneeeeennnnn
Prior service cost not yet recognized in net periodic

[ 25T 0= R o N o ¥

Unrecognized NEt L1OS S . i ittt i it it ittt aeeee et eeaeeeeeeeeeeeeeeeeeeneeeeeeeeaeens

Pension asset recognized in the consolidated balance sheet.......... ... .. ...

Amounts recognized in the statement of financial position as of the above
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measurement dates consist of the following:

Prepaid benef it CoOSt ...t ittt ettt e e e e e e ettt ettt e e
Accrued benef il CoOSt .ttt ittt it ettt e e et e ettt e ae e ettt e
Additional minimum pension 1iability. ...ttt ettt e e

Net amount reCOgNIzZed. . v i it ittt ittt ettt e et e ettt aeeeeeeeeeaeeeeeeeenneeeens

The Old Republic Plan and the Title Plan have the following accumulated
benefit obligations in excess of plan assets as of the above measurement dates:

Projected benefit obligationsS . @i ittt ittt ittt ettt et et ettt
Accumulated benefit 0bligations. ...ttt ittt et ettt et e et
Falr value Of pPlan aSSei S . it ittt it ittt ittt ettt ettt eeeeeeeeeeeneeeeeeeeaaens

The weighted-average asset allocations of the Plans as of the above
measurement dates are as follows:

Plan Assets

2004 2003
Equity securities:
Common shares of Company stock........... %
Other. .t et e e e e e e e e 47.8 4
Debt securities. ...t eennenens 47.8 4
Other (including short-term and
accrued interest and dividends) ............. 4.4
e o= 100.0% 10

The Corporation's three plans adhere to the same investment policy pursuant
to which the Corporation's general assets are managed. Asset/liability matching
techniques, diversification, and high quality investments are stressed. Lower
quality issuers and derivatives are avoided. Non-callable, U.S. government and
investment grade corporate fixed income securities of intermediate maturities
are purchased to meet the plans' obligations out to ten years. Holdings of
equity securities, which are comprised of value oriented index funds, are
preferred investment vehicles to meet the longer term obligations of the plans.
Some funds are employed for diversification purposes. Short-term securities are
held to cover current plan obligations and anticipated expenses. Investment
policy asset allocation range targets, listed above, are applicable to each
plan, and allow for modest changes in investment strategy as financial market
conditions warrant.

The O0ld Republic Plan has used 8.75% as the expected long-term rate of
return for its 2004 and 2003 pension cost calculations. This rate was based on
the time weighted vyield of historical asset returns for the five year period
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beginning with 2000, without adjustment for expectations of future returns. The
Bituminous and Title Plans used 8.25% as the expected long-term rate of return
for calculating their 2004 and 2003 pension costs. To develop the expected
long-term rate of return on assets assumption, the Plans considered the
historical returns and the future expectations for returns for each asset class,
as well as the target asset allocation of the pension portfolios.

The components of aggregate annual net periodic pension costs that take
into account the above measurement dates consisted of the following:

LV I o Y @7 X $
0 S = W 1@
Expected return on pPlan asSSel S ...t iiiin ittt eteeeeeeeeaneeeeneens
Recognized (gain) LoOSS . i ittt ii i ettt eeeeeeeeeeenneeeeeeeeaeeeeeneens

A LSS T o A $
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The projected Dbenefit obligations for the plans were determined using the
following weighted-average assumptions as of the above measurement dates:

Settlement disSCOUNL LAt e S .. i ittt ittt ittt ettt ettt
Rates 0f compensation 1NCrEaS e . v v vttt ittt ittt ettt ettt eeeeeeeeeeaaeeeeneens
Long-term rates of return on pPlans' @SSel S ... i it iiii ittt eeeeeeeeeneeeens

The net periodic Dbenefit cost for the Plans were determined using the
following weighted-average assumptions, for the plan years taking into account
the above measurement dates:

Settlement disSCOUNL LAt e S . ittt ittt ittt ettt ittt
Rates 0f compensation 1NCrEaS e . v v i ittt ittt ittt ettt ettt eeeeeeeeeeaneeeeeeens
Long-term rates of return on pPlans' @SSel S ...ttt ittt neeeeeeeeeneeeens

The accumulated Dbenefit obligation for the Plans was $187.1 and $172.2 for
the 2004 and 2003 plan years taking into account the above measurement dates,
respectively.

The Dbenefits expected to be paid as of December 31, 2004 for the next 10
years are as follows: 2005: $8.6; 2006: $8.9; 2007: $9.6; 2008: $10.2; 2009:
$10.7; and for the five years after 2009: $68.7.

The companies are not expecting to make cash or non-cash contributions to
their pension plans in calendar year 2005.

The Corporation has a number of profit sharing and other incentive
compensation programs for the benefit of a substantial number of its employees.
The costs related to such programs are summarized below:
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Employees Savings and Stock Ownership Plan..........c.iiiiiiiieeeenenn $
Other profit sharing pPlans. .. ...ttt ittt ittt ettt eaeeeeeaeens
Deferred and incentive compensation...........iiiiietteennnnneennn $

The Company sponsors an Employees Savings and Stock Ownership Plan (ESSOP)
in which a majority of its employees participate. The ESSOP initially acquired
its stock of the Company in 1987 and prior vyears. All such shares have been
released over the years, and current Company contributions are directed to the
open market purchase of its shares. Dividends on released shares are allocated
to participants as earnings. The Company's annual contributions are based on a
formula that takes growth in net income per share over consecutive five year
periods into account. As of December 31, 2004, there were 9,408,066 0ld Republic
common shares owned by the ESSOP, all of which were released and allocated to
employees' account balances. There are no repurchase obligations in existence.

(m) Escrow Funds-Segregated cash deposit accounts and the offsetting liabilities
for escrow deposits 1in connection with Title Insurance Group real estate
transactions in the same amounts ($1,171.0 and $763.5 at December 31, 2004 and
2003, respectively) are not included as assets or liabilities in the
accompanying consolidated Dbalance sheets as the escrow funds are not available
for regular operations.
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(n) Earnings Per Share-Consolidated Dbasic earnings per share excludes the
dilutive effect of common stock equivalents and is computed by dividing income
available to common stockholders by the weighted-average number of common shares
actually outstanding for the year. Diluted earnings per share are similarly
calculated with the inclusion of common stock equivalents. The following tables
provide a reconciliation of net income and number of shares wused in basic and
diluted earnings per share calculations.

Years En
4
5.6
8.3
32.1

Years Ended

2004
Numerator:

NEet TNCOME it ittt it e e e e oo eeeeeeeeeeeeeeenaeeeseeenenns S
Less: Convertible preferred stock dividends...........
Numerator for basic earnings per share -

income available to common stockholders...........
Effect of dilutive securities:

Convertible preferred stock dividends.............
Numerator for diluted earnings per share -

income available to common stockholders

after assumed CONVErSiONS. ...ttt teeeneeeeennnns $

Denominator:
Denominator for basic earnings per share -
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weighted—-average shares....... ..o, 182,541,822 181
Effect of dilutive securities:
Stock OPLiIoNS. it it e e e e e e e e 2,065,810 1
Convertible preferred stock....... ... ..
Dilutive potential common shares.................. 2,065,810 1
Denominator for diluted earnings per share -
adjusted weighted-average shares and
assumed CONVETrSIONS .« ittt eeeeneeneeeneeneeeneenns 184,607,632 183
Basic earnings per share (1) ......cceiiiiiinnneeeeennn S .38 S
Diluted earnings per share (1) .....c.iiiiiinnnneenennn S .36 S

(1) All per share statistics have been restated to reflect all stock dividends
or splits declared through December 31, 2004.

(o) Cash Flows-In preparing the Consolidated Statements of Cash Flows, the
Company considers short-term investments, consisting of money market funds,
certificates of deposit, and commercial paper with original maturities of less
than 90 days to be cash equivalents. These securities are carried at cost which
approximates fair value.

(p) Concentration of Credit Risk-Excluding U.S. government fixed maturity
securities, the Company is not exposed to material concentrations of credit
risks as to any one issuer.

(q) Stock Option Compensation-The Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 148 ("FAS 148") "Accounting for
Stock-Based Compensation - Transition and Disclosure - an amendment of FAS No.
123" for periods starting after December 15, 2002. As of April 1, 2003, the
Company adopted the requirements of FAS 148 utilizing the prospective method.
Under this method, stock-based compensation expense is recognized for awards
granted after the Dbeginning of the fiscal year of adoption, as such awards
become vested. For all other stock option awards outstanding, the Company
continues to use the intrinsic value method permitted under existing accounting
pronouncements. The following table shows a comparison of net income and related
per share information as reported, and on a pro forma basis on the assumption
that the estimated value of stock options was treated as compensation cost for
all years shown. In estimating the compensation cost of options, the fair value
of options has been calculated wusing the Black-Scholes option pricing model.
Expense recognition of stock options granted in 2003 and 2004 reduced earnings
by $5.6 or 3 cents per share in 2004 and $1.4 or less than 1 cent per share in
2003.
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Years Ended

Option pricing/weighted average assumptions:
Risk—free interest rates..... ..ottt tteeeeeeeennnnn
Dividend yield. ...ttt ittt i i i e e
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Common stock market

price volatility factors.......i ittt
Expected option life. ...ttt

Comparative data:
Net income:

2N T o o Yo s =Y O

Add: Stock based compensation expense included

in reported income, net of related tax effects.....

Deduct: Total stock-based employee compensation
expense determined under the fair value based

method for all awards, net of related tax effects..

Pro forma basSis.....iu ittt ittt ittt ettt

Basic earnings per share:

2N T o o Yo =Y O
Pro forma basSis.....i ittt ettt ettt

Diluted earnings per share:

2N T ol o T =Y O
Pro forma basSis.....i ittt ittt ettt

.26

10 yea

435

rs

.0

A summary of the status of the Corporation's stock options as of December
31, 2004, 2003 and 2002, and changes in outstanding options during the years

then ended follows:

As of and for the Years Ended De

Shares

7,193,060
1,851,000
632,430
37,153

Weighted

Average

Exercise
Price

$ 16.46
17.96
12.88
18.47

17.05

2004
Weighted
Average
Exercise
Shares Price
Outstanding at beginning of year ...... 8,374,477 $ 17.05
Granted. . ...ttt e e 2,020,500 24.16
Exercised. ...ttt e et 919,546 14.89
Forfeited and canceled ................ 193,477 19.76
Outstanding at end of year............. 9,281,954 18.75
Exercisable at end of year............. 5,972,051 $ 16.97
Weighted average fair value of
options granted during the year (1).. S 6.77 per share

(1) Based on the Black-Scholes option pricing model and the

outlined in the table above.
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A summary of stock options outstanding and exercisable at December 31,

follows:

assumptions

2004
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Options Outstanding

Years (s) Number Remaining

of Oout- Contractual Exercise
Ranges of Exercise Prices Grant Standing Life Price
$ 9.83 to $11.89. ... 1996-97 699,618 2.00 $ 11.89
S19.30 . e i iee ettt et e 1998 1,062,569 3.00 19.36
$11.71 to $13.00....ceeveennn... 1999 571,220 4.00 13.00
$ 8.00 to $ 9.04. ... ... 2000 413,206 5.00 8.00
S17.95 . i e e 2001 1,408,733 6.00 17.95
15 R 0 2002 1,543,994 7.00 21.07
o X 2003 1,597,864 8.00 17.96
$24.15 to $25.03. ... 2004 1,984,750 9.00 $ 24.16

Total. .ot i i 9,281,954

The maximum number of options available for future issuance as of December
31, 2004, is approximately 1,671,859 shares.

During December, 2004, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 123 - Revised ("FAS 123R") on
Share-Based Payment. FAS 123R requires entities +to recognize the cost of
employee services received in exchange for awards of equity instruments based on
the grant-date fair wvalue of those awards. The effective date of this
pronouncement 1is the beginning of the first interim or annual reporting period
that begins after June 15, 2005. The statement allows for three transition
methods of implementation: the modified prospective application and two versions
of the modified retrospective application. The modified prospective application
requires entities to expense share-based payments for new awards and awards
modified, repurchased, or cancelled after the required effective date.
Additionally, it requires entities to record as an expense, the cost
attributable to the unvested options outstanding as of the required effective
date. Modified retrospective application may be applied either (a) to all prior
years for which Statement 123 was effective (fiscal vyears beginning after
December 15, 1994) or (b) only to prior interim periods in the year of initial
adoption if the required effective date of this statement does not coincide with
the beginning of the entity's fiscal year.

The Company believes that the approximate reduction to fully diluted
earnings per share will be as follows: one cent per share in 2005 and less than
one cent per share cumulatively for all years from 2006 through 2009 calculated
by using the modified prospective transition method.

(r) Statement Presentation—-Amounts shown 1in the consolidated financial
statements and applicable notes are stated (except as otherwise indicated and as
to share data) in millions, which amounts may not add to totals shown due to
truncation. Necessary reclassifications are made in prior periods' financial
statements whenever appropriate to conform to the most current presentation.

Note 2-Debt-Consolidated debt of 0ld Republic and its subsidiaries is summarized
below:
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Carrying
Amount
Commercial paper due within 180 days with an
average yield of 2.50% and 1.23%, respectively....... S 18.9
Debentures maturing in 2007 at 7.0%.... ..t iinenen... 114.9
Other miscellaneous debt..... it 9.0
TOtal DebL u .t ittt et e e et e et et e e $ 143.0

$ 18.9

The Company has access to the commercial paper market for up to $150.0 of
which $131.0 remains unused as of December 31, 2004. The carrying amount of the
Company's commercial paper borrowings approximates its fair value. The fair
value of publicly traded debt is based on its quoted market price.

Scheduled maturities of the above debt at December 31, 2004 are as follows:
2005: $19.9; 2006: $.4; 2007: $120.6; 2008: $.3; 2009: $.3; 2010 and after:
$1.2. During 2004, 2003 and 2002, $8.7, $8.8 and $9.3, respectively, of interest
expense on debt was charged to consolidated operations.
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Note 3-Shareholders' Equity - All common and preferred share data herein has
been retroactively adjusted as applicable for stock dividends or splits declared

through December 31, 2004.

(a) Preferred Stock-The following table shows certain information pertaining to
the Corporation's preferred shares issued and outstanding:

Preferred Stock Series:

Annual cumulative dividend rate per share........ ..ttt teeeeeeeeeannn
Conversion ratio of preferred into common shares ..........c.iiiiiiiiiiieeeeenenn
Conversion right Degins. ... .ttt ittt et e ettt e teeeeee e eaaeeaeenn
Redemption and liquidation value per share........ .ttt iii et eeeneneeeeenns
Redemption beginning 1N Year . ...t ittt ittt ettt ettt aeeeeeeeeeaeeeeeeeanns
Total redemption value (MIllionS) @i it imi i i it eeeeeeeeeenneeeeeeeaeeeeeeens
e} o T o T = o= ol YRR

Shares outstanding:

December 31, 2003 . . ittt ittt ettt ettt ettt et ettt e e e e
December 31, 2004 . . . ittt ittt ettt ettt e et ettt et et e e e

(1) The Corporation has authorized wup to 1,000,000 shares of Series G
Convertible Preferred Stock for issuance pursuant to the Corporation's
Stock Option Plan. Series G had been issued under the designation "G-2". As
of December 31, 2003, all Series "G-2" have been converted into shares of
common stock. In 2001, the Corporation created a new designation, "G-3",
from which no shares have been issued as of December 31, 2004. Management
believes this designation will be the source of possible future issuances
of Series G stock. Except as otherwise stated, Series "G-2" and Series
"G-3" are collectively referred to as Series "G". Each share of Series G
pays a floating rate dividend based on the prime rate of interest. At
December 31, 2004, the annual dividend rate for Series G-3 would have been
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56 cents per share. Each share of Series G is convertible at any time,
after being held six months, into 0.95 shares of Common Stock (See Note
3(c)). Unless previously converted, Series G shares may be redeemed at the
Corporation's sole option five years after their issuance.

(b) Cash Dividend Restrictions- The payment of cash dividends by the
Corporation 1is principally dependent upon the amount of 1its insurance
subsidiaries' statutory policyholders' surplus available for dividend
distribution. The insurance subsidiaries' ability to pay cash dividends to the
Corporation is in turn generally restricted by law or subject to approval of the
insurance regulatory authorities of the states in which they are domiciled.
These authorities recognize only statutory accounting practices for determining
financial position, results of operations, and the ability of an insurer to pay
dividends to its shareholders. Based on 2004 data, the maximum amount of
dividends payable to the Corporation by its insurance and a small number of
non-insurance company subsidiaries during 2005 without the prior approval of
appropriate regulatory authorities is approximately $341.5.

(c) Stock Option Plan- The Corporation has stock option plans for certain
eligible key employees. The plan in effect since 1992 was amended in 2002 for
grants made in 2002 prior to the plan's expiration, and the granting of new
options in May, 2002. A new plan was adopted and approved by the shareholders in
May, 2002 to cover grants made in 2003 and thereafter. The combination of
options awarded at the date of grant and previously issued options still
outstanding at such date, may not exceed 6% of the 0ld Republic common stock
then 1issued and outstanding. The exercise price of options is equal to the
market price of the Corporation's stock at the date of grant, and the term of
the options is generally ten years from such date. Options granted in 2001 and
prior vyears under the 1992 plan may be exercised to the extent of 10% of the
number of options covered thereby on and after the date of grant, and
cumulatively to the extent of an additional 10% on and after each of the first
through ninth subsequent calendar years. Options granted in 2002 and thereafter
may be exercised to the extent of 10% of the number of options covered thereby
on and after the date of grant, and cumulatively to the extent of an additional
15%, 20%, 25% and 30% on and after the second through fifth calendar years,
respectively.

In the event the closing market price of 0ld Republic's common stock
reaches a pre—-established wvalue ("the vesting acceleration price"), options
granted in 2001 and prior years may be exercised cumulatively to the extent of
10% of the number of shares covered by the grant for each year of employment by

the optionee. For grants in 2002 and 2003, optionees Dbecome vested on an
accelerated basis to the extent of the greater of 10% of the options granted
times the number of years of employment, or the sum of the optionee's already
vested grant plus 50% of the remaining unvested grant. There is no vesting

acceleration for 2004 and subsequent years' grants.

The option plans enable optionees to, alternatively, exercise their options
into Series "G" Convertible Preferred Stock. The exercise of options into such
Preferred Stock reduces by 5% the number of equivalent common shares which would
otherwise be obtained from the exercise of options into common shares.

(d) Common Stock-There were 500,000,000 shares of common stock authorized
at December 31, 2004. At the same date, there were 100,000,000 shares of Class
"B" common stock authorized, though none were issued or outstanding. Class "B"
common shares have the same rights as common shares except for being entitled to
1/10th of a vote per share. In May 2003, the Company canceled 1,923,710 common
shares previously reported as treasury stock and restored them to unissued
status; this had no effect on total shareholders' equity or the financial
position of the Company.
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(e) Undistributed Earnings—-At December 31, 2004, the equity of the Corporation
in the undistributed earnings, determined in accordance with generally accepted
accounting principles, and in the net unrealized investment gains (losses) of
its subsidiaries amounted to $2,789.0 and $171.2, respectively. Dividends
declared during 2004, 2003 and 2002, to the Corporation by its subsidiaries
amounted to $186.3, $174.6 and $139.1, respectively.

(f) Statutory Data-The policyholders' surplus and net income (loss), determined
in accordance with statutory accounting practices, of the Corporation's
insurance company subsidiaries was as follows at the dates and for the periods
shown:

Policyholders' Surplus

2004 2003
General INsSUrancCe GIOUP. ... eeeeeeeeeenn $ 1,688.7 $ 1,520.9
Mortgage Guaranty GroUpP. ... .eeeeeeeonnn. 224.5 227.2
Title INSUXrancCe GrOUP . . e e eeeeennnnnns 166.2 143.3
Other (1) ..ttt it it i iie e 49.3 49.7
Combined (2) «uvite ettt e et $ 2,109.0 $ 1,921.4

(1) Represents amounts for Old Republic's small life and health operation.
(2) After elimination of intercompany investments.

Note 4-Commitments and Contingent Liabilities:

(a) Reinsurance and Retention Limits-In order to maintain premium production
within their capacity and to limit maximum losses for which they might become
liable wunder policies they've underwritten, 0ld Republic's insurance
subsidiaries, as is the common practice in the insurance industry, may cede all
or a portion of their premiums and liabilities on certain classes of business to
other insurers and reinsurers. Although the ceding of insurance does not
ordinarily discharge an insurer from liability to a policyholder, it is industry
practice to establish the reinsured part of risks as the 1liability of the
reinsurer. Old Republic also employs retrospective premium and risk-sharing
arrangements for parts of its business in order to reduce underwriting losses
for which it might become 1liable wunder insurance policies it issues. To the
extent that any reinsurance companies, assured or producer might be unable to
meet their obligations under existing reinsurance, retrospective insurance and
production agreements, Old Republic would be liable for the defaulted amounts.
As deemed necessary, reinsurance ceded to other companies is secured by letters
of credit, cash, and/or securities.

Except as noted in the following paragraph, reinsurance protection on
property and 1liability operations generally 1limits the net 1loss on most
individual claims to a maximum of (in thousands) : $1,000 for workers'
compensation; $1,000 for commercial auto liability; $1,000 for general
liability; $3,800 for executive protection (directors & officers and errors &
omissions); $1,000 for aviation; and $500 for property coverages. Substantially
all the mortgage guaranty insurance risk is retained, with the exposure on any
one risk currently averaging approximately $21, though portions of the business
are also ceded to captive reinsurers on an excess of loss Dbasis in most
instances. Title insurance risk assumptions are currently limited to a maximum
of $100,000 as to any one policy. The vast majority of title policies issued,
however, carry exposures of $500 or less.

S 243.
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Due to worldwide reinsurance capacity and related cost constraints,
effective January 1, 2002, the Corporation Dbegan retaining exposures for all,
but most predominantly workers' compensation liability insurance coverages in
excess of $40.0 that were previously assumed by unaffiliated reinsurers for up
to $100.0. Effective January 1, 2003 reinsurance ceded limits were raised to the
$100.0 1level, and as of January 1, 2005, they have been further increased to
$200.0. Pursuant to regulatory requirements, however, all workers' compensation
primary insurers such as the Company remain liable for wunlimited amounts in
excess of reinsured limits. Other than the substantial concentration of workers'
compensation losses caused by the September 11, 2001 terrorist attack on
America, to the best of the Company's knowledge there had not been a similar
accumulation of claims in a single location from a single occurrence prior to
that event. Nevertheless, the possibility continues to exist that non-reinsured
losses could, depending on a wide range of severity and frequency assumptions,
aggregate several hundred million dollars to an insurer such as the Company in
the event a catastrophe such as caused by an earthquake leading to the death or
injury of a large number of employees concentrated in a single facility such as
a high rise building.

As a result of the September 11, 2001 terrorist attack on America, the
reinsurance industry eliminated coverage from substantially all contracts for
claims arising from acts of terrorism. Primary insurers such as the Company
thereby became fully exposed to such claims. Late in 2002, the Terrorism Risk
Insurance Act of 2002 (the "TRIA") was signed into law, immediately establishing
a temporary federal reinsurance program administered by the Secretary of
Treasury. The TRIA defines what constitutes an "act of terrorism" and
establishes a formula Dbased on primary insurers' premium volume to reimburse
such insurers for 93% of any terrorism losses suffered between November 26, 2002
and December 31, 2003, 90% of any losses suffered in 2004 and 85% of any losses
suffered in 2005. Further, pursuant to the TRIA, losses are capped for each year
at $100.0 billion. The TRIA will sunset on December 31, 2005 if not extended or
replaced by similar legislation. The TRIA automatically voided all policy
exclusions which were in effect for terrorism related losses. Under the TRIA,
insurers must offer terrorism coverage with most commercial property and
casualty insurance lines and are permitted to establish an additional premium
charge for their share of such risks, but insureds may elect to reject the
coverage. Insurers are permitted to reinsure that portion of the risk which they
retain under the TRIA, but the reinsurance market has not yet responded with a
widespread willingness to reinsure such risks. As of this date, coverage for
acts of terrorism are excluded from substantially all the Corporation's
reinsurance treaties, and are effectively retained by it subject to any recovery
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that would be collected under the TRIA.

Reinsurance <ceded by the Corporation's insurance subsidiaries 1in the
ordinary course of Dbusiness is typically placed on an excess of loss basis.
Under excess of loss reinsurance agreements, the companies are generally
reimbursed for losses exceeding contractually agreed-upon levels. Quota share
reinsurance is most often effected between the Company's insurance subsidiaries
and industry-wide assigned risk plans or captive insurers owned by assureds.
Under quota share reinsurance, the Company remits to the assuming entity an
agreed upon percentage of premiums written and is reimbursed for applicable
underwriting expenses and claims costs.

Reinsurance recoverable asset Dbalances represent amounts due from or
credited by assuming reinsurers for paid and unpaid claims and premium reserves.
Such reinsurance balances that are recoverable from non-admitted foreign and
certain other reinsurers such as captive insurance companies owned by assureds,
as well as similar balances or credits arising from policies that are
retrospectively rated or subject to assureds' high deductible retentions are
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substantially collateralized by letters of credit, securities, and other

financial instruments. O0Old Republic evaluates on a regular basis the financial
condition of its assuming reinsurers and assureds who purchase 1its
retrospectively rated or self-insured deductible policies. Estimates of

unrecoverable amounts totaling $45.6 as of December 31, 2004 and $27.3 as of
December 31, 2003 are included in the Company's net claim and claim expense
reserves since reinsurance, retrospectively rated, and self-insured deductible
policies and contracts do not relieve 0ld Republic from its direct obligations
to assureds or their beneficiaries.

At December 31, 2004, the Company's ten largest reinsurers represented
approximately 64% of reinsurance recoverable on paid and unpaid losses of which
31.5% of the total was due from American Re-Insurance Company. Of the balance
due from these ten reinsurers, 74.8% was recoverable from A or better rated
reinsurance companies, 20.3% from insurance assigned risk pools, and 4.9% from a
captive reinsurance company.

The following information relates to reinsurance and related data for the
General Insurance and Mortgage Guaranty Groups for the three vyears ended
December 31, 2004. For years 2002 to 2004, reinsurance transactions of the Title
Insurance Group and small life and health insurance operation have not been
material.

Years En

2004
General Insurance Group
Written premiums: Direct ...t e i e $ 2,228
ASSUMEA + vttt ittt ittt ettt 34
Ceded. vttt it e e e e e $ 561
Earned premiums: Direct ...t e i e $ 2,140
ASSUMEA t vttt ittt ittt ettt 30.
Ceded. vttt it e e e e $ 548
Claims Ceded. . v vttt ittt et e e e e e e e e e e e e e $ 395.
Mortgage Guaranty Group
Written premiums: |l Y $ 479
ASSUMEA . ¢ v vt vttt ettt ettt
Ceded. v vttt e e e $ 81
Earned premiums: |l Y $ 483.
ASSUMEA . ¢ v vt vttt ettt ettt 1.
Ceded. v v ittt e e e e $ 81
Claims Ceded. . v vttt ittt e et e e e e e e e e e e e e e $
Mortgage guaranty insurance in force as of
December 31: T Y o $ 104,351.
ASSUMEd . & vttt ettt et e ettt et ee e 2,840.
Ceded. v vttt e e e e e $ 5,944.

(b) Leases-Some of the Corporation's subsidiaries maintain their offices in
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leased premises. Some of these leases provide for the payment of real estate
taxes, 1insurance, and other operating expenses. Rental expenses for operating
leases amounted to $38.8, $36.2 and $32.3 in 2004, 2003 and 2002, respectively.
These expenses relate primarily to building leases of the Company. A number of
the Corporation's subsidiaries also lease other equipment for use in their
businesses. At December 31, 2004, aggregate minimum rental commitments (net of
expected sub-lease receipts) under noncancellable operating leases are
summarized as follows: 2005: $35.0; 2006: $28.9; 2007: $23.9; 2008: $17.0; 2009:
$10.3; 2010 and after: $26.8.

55

(c) General-In the normal course of Dbusiness, the Corporation and its
subsidiaries are subject to various contingent liabilities, including possible
income tax assessments resulting from tax law interpretations or issues raised
by taxing or regulatory authorities in their regular examinations, catastrophic
claims occurrences not indemnified by reinsurers such as noted at 4 (a) above, or
failure to collect all amounts on its investments, or balances due from assureds
and reinsurers. Other than the item discussed in the following paragraph, the
Corporation does not have a basis for anticipating any significant losses or
costs to result from any known or existing contingencies.

In April, 2004 the Internal Revenue Service ("IRS") issued a so-called "30
Day Letter" to the Company as a result of a recently completed examination of
tax returns for years 1998 to 2000. In substance, the letter alleges that
certain claim reserve deductions taken through year end 2000 were overstated and
thus served to reduce taxable income for those vyears. The Company has made a
review of the IRS calculations and has concluded its loss reserves were
calculated consistently and provide a fair and reasonable estimate of its unpaid
losses. Accordingly, the Company intends to defend vigorously the validity of
claim reserve deductions taken in its tax returns. In the event the Company's
position is not fully sustained, payments of any additional taxes owed would be
categorized as temporary differences, and as such would 1likely have little
effect on its GAAP financial statements. The matter has been assigned to an IRS
appeals officer.

(d) Legal Proceedings- Legal proceedings against the Company arise in the normal
course of business and usually pertain to claim matters related to insurance
policies and contracts issued by its insurance subsidiaries. Other legal
proceedings are discussed below.

In 1998 the City and County of San Francisco and certain escrow customers
of an underwritten title agency subsidiary headquartered in the State of
California filed lawsuits alleging that the subsidiary had: 1) failed to escheat
unclaimed escrow funds; 2) charged for services not necessarily provided; and 3)
collected illegal interest payments or fees from banks on the basis of funds
held for escrow customers. The subsidiary in turn conducted an internal review
of its records and concluded that it had certain 1liabilities for part of the
issues denoted at (1) and (2). The subsidiary defended against the alleged
practice denoted at (3) on the grounds that such practices are common within the
industry, are not in conflict with any laws or regulations, and other
meritorious defenses. The consolidated lawsuits were tried and a Jjudgment
rendered, affirming in part and denying in part the subsidiary's defenses. 1In
the aggregate, the judgment, excluding post-judgment interest, amounted to
approximately $33.0, of which about $6.5 was paid in partial settlements. The
subsidiary appealed the most significant portions of the judgment. On January
20, 2005 the Court of Appeals affirmed the judgment against the subsidiary. The
subsidiary has elected not to pursue a further appeal and instead paid the
balance of the judgment on February 28, 2005.

Purported class actions have been filed in state courts in Ohio and Florida
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against the Company's principal title insurance subsidiary, 0ld Republic
National Title Insurance Company ("ORNTIC"). Substantially similar lawsuits have
been filed against other title insurance companies in New York and Florida.
Plaintiffs allege that, pursuant to rate schedules filed Dby ORNTIC with

insurance regulators, ORNTIC was required to, but failed to give consumers a
reissue credit on the premiums charged for title insurance covering mortgage
refinancing transactions. Both actions seek damages and declaratory and

injunctive relief. ORNTIC intends to defend vigorously against these actions,
but at this early stage in the litigation the Company cannot estimate the costs
it may incur as the actions proceed to their conclusions. The Ohio case has been
stayed, pending an appeal in a similar action against another title insurer, and
ORNTIC has filed a motion to stay one of the two Florida cases.

An action was filed in the Federal District court for South Carolina
against the Company's wholly-owned mortgage guaranty insurance subsidiary,
Republic Mortgage Insurance Company ("RMIC"). Similar lawsuits have been filed
against the other six private mortgage insurers in different Federal District
Courts. The action against RMIC seeks certification of a nationwide <class of
consumers who were allegedly required to pay for private mortgage insurance at a
cost greater than RMIC's "best available rate". The action alleges that the
decision to insure their loans at a higher rate was based on the consumers'
credit scores and constituted an "adverse action" within the meaning, and in
violation of the Fair Credit Reporting Act, that requires notice, allegedly not
given, to the consumers. The action seeks statutory and punitive damages, as
well as other costs. RMIC intends to defend vigorously against the action, but
at this early stage in the litigation the Company cannot estimate the costs it
may incur as the litigation proceeds to its conclusion. RMIC filed a motion to
compel arbitration of the dispute with the named plaintiff. The motion was
denied and RMIC has filed an appeal.
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Note 5-Consolidated Quarterly Results-Unaudited - 0ld Republic's consolidated

quarterly operating data for the two years ended December 31, 2004 is presented
below.

In the opinion of management, all adjustments consisting of normal
recurring adjustments necessary for a fair statement of quarterly results have
been reflected 1in the data which follows. It is also management's opinion,

however, that quarterly operating data for insurance enterprises such as the
Company is not 1indicative of results to be achieved in succeeding quarters or
years. The long-term nature of the insurance business, seasonal and cyclical
factors affecting premium production, the fortuitous nature and, at times,
delayed emergence of claims, and changes in yields on invested assets are some
of the factors necessitating a review of operating results, changes in
shareholders' equity, and cash flows for periods of several years to obtain a
proper 1indicator of performance trends. The data below should be read in
conjunction with the "Management Analysis of Financial Position and Results of
Operations":

1st 2nd
Quarter Quarter

Year Ended December 31, 2004:

Operating Summary:

Net premiums, fees, and other income................ S 736.2 S 790.8
Net investment income and realized gains (losses)... 86.1 76.1
TOLAl FEVENUES e v i vttt ettt e ettt eee et eeaaeeeeneens 822.4 867.1
Benefits, claims, and eXPEeNSEeS .. ... vt eeeeeeeannns 664.2 689.8
Net INCOME ittt ittt ettt e ee et e seeeeeeennaeeeeeenenns S 106.4 S 119.0




Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

Net income per share: BasiC......ieiiieieeeeeennnnn. S .58 S .65
Diluted. ..ot $ .57 S .65

Average shares outstanding:

= 1 X 181,962,757 182,123,337
3 G Y 184,504,465 184,218,883
1st 2nd
Quarter Quarter

Year Ended December 31, 2003:
Operating Summary:

Net premiums, fees, and other income................ S 676.3 S 731.8
Net investment income and realized gains (losses)... 62.7 82.7
TOLAl FEVENUES e v i vttt ettt et ettt eeeeeee e eeaneeeaanens 739.0 814.6
Benefits, claims, and eXPeNSEeS ... ...t eeeeeeeennnn 585.2 635.0
Net INCOME ittt it ittt et et e ettt eeeeeeeennaeeeeeennns S 104.3 S 121.5
Net income per share: BasiC......ieiiieieeeeennnnnn. S .57 S .67
Diluted. ..ot innnnneeennn $ 57 S 66

Average shares outstanding:
BaASIC e ittt ittt ettt e ettt e 180,932,204 181,209,284
3 T I oY 181,985,790 182,926,973

Note 6-Information About Segments of Business - The Corporation's major business
segments are organized as the General Insurance (property and liability
insurance), Mortgage Guaranty and Title Insurance Groups. Effective with the
second quarter of 2004 the Company has included the results of its small life &
health insurance business with those of its corporate and minor service
operations; prior period data has been reclassified accordingly. Each of the
Corporation's segments underwrites and services only those insurance coverages
which may be written by it pursuant to state insurance regulations and corporate
charter provisions. Segment results exclude realized investment gains or losses
and impairments, and these are aggregated 1in consolidated totals. The
contributions of 0ld Republic's insurance industry segments to consolidated
totals are shown in the following table.

The Corporation does not derive over 10% of its consolidated revenues from
any one customer. Revenues and assets connected with foreign operations are not
significant in relation to consolidated totals.

The General Insurance Group provides property and liability insurance
primarily to commercial clients. Old Republic does not have a meaningful
participation in personal lines of insurance. Commercial automobile (principally
trucking) insurance is the largest type of coverage underwritten by the General
Insurance Group, accounting for approximately 33.0% of the Group's direct

premiums written 1in 2004. The remaining premiums written by the General
Insurance Group are derived largely from a wide variety of coverages, including
workers' compensation, general liability, 1loan credit indemnity, general

aviation, directors and officers indemnity, fidelity and surety indemnities, and
home and auto warranties.
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Private mortgage insurance produced by the Mortgage Guaranty Group protects
mortgage lenders and investors from default related losses on residential
mortgage loans made primarily to homebuyers who make down payments of less than
20% of the home's purchase price. The Mortgage Guaranty Group insures only first
mortgage loans, primarily on residential properties having one-to-four family
dwelling wunits. The Mortgage Guaranty segment's ten largest customers were
responsible for approximately 41.8%, 37.3% and 38.3% of traditional primary new
insurance written in 2004, 2003 and 2002, —respectively. The largest single
customer accounted for 11.7% of traditional primary new insurance written in
2004 compared to 7.2% and 10.6% in 2003 and 2002, respectively.

The title insurance business consists primarily of the issuance of policies
to real estate ©purchasers and investors Dbased upon searches of the public
records which contain information concerning interests in real property. The
policy insures against losses arising out of defects, loans and encumbrances
affecting the insured title and not excluded or excepted from the coverage of
the policy.

The accounting policies of the segments parallel those described in the
summary of significant accounting policies pertinent thereto.

Segment Reporting

Years
2004
General Insurance:
Net pPremiums €arned. . v v vttt i ittt ettt ettt e eeaeeeeeeeeneeaeeeeeanns S 1,623.0
Net investment income and other income .......... ..ttt nennnn 199.5
Total revenues before realized gains (lOSSES) « v v vttt it e eeeennn S 1,822.5
Income before taxes and realized investment gains (lossesS) ........... S 333.0
Income tax exXPeNnsSe (L) v vt ittt ittt ettt e eaeeeeeeeeeneaeeeeeenns S 104.3
Segment assets — at year end. . ... ..ttt e e e e S 7,222.8
Mortgage Guaranty:
Net premiums €arned. . v v v it i ittt ittt ettt eeaeeeeeeeeneeaeeeneenns S 403.2
Net investment income and other income .......... ..ttt nennnn 86.6
Total revenues before realized gains (lOSSES) c v v vttt ieeeeeeeeennn S 489.9
Income before taxes and realized investment gains (losses) ........... S 224.5
TNCOME TAX EXPEINSE « vt et ettt tae e e oo e e oeeeeeseeaeeeeeeeeenaeeeeeneenns S 75.2
Segment assets — at year end. . ... ..ttt e e e e S 2,205.9
Title Insurance:
Net pPremiums €arned. ..o v vt i i ittt ettt et ettt eeeeeeeeeeeneeaeeeeeanns S 714.0
Title, escrow and other fees. ...ttt ittt ettt et et eetaeeanns 311.2
3G o R wi o X o= 1,025.2
Net investment income and other income .......... ..ttt nennnn 26.5
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Total revenues before realized gains (lOSSES) c v v vttt it meeneeeeennn
Income before taxes and realized investment gains (losses) (2)........
INCOME TAX EXPEIISE 4 ittt ittt ittt ottt oottt neneneeeneeeneeeeeneeeeeens

Segment assets — at year end. . ... ..ttt e e e e
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Reconciliations of Segmented Amounts to Consolidated Totals

Consolidated Revenues:
Total revenues of above Company SegmentsS.......oeeeeeeennneneennnn
OL T SOUTCES  (3) 4 it ittt ettt e e e e e e et e e et et et et ettt ettt eeaeaean
Consolidated net realized investment gains...............coo....
Elimination of intersegment revenues (4) ...ttt eeeeeeeannnn

Consolidated revVEeNUES . @ v vt ittt ittt ittt eeeeeeeeeeaneeeeneens

Consolidated Income before taxes:
Total income before taxes and realized investment
gains (losses) of above Company segmentsS.........ceoeeeeeeeen.
Other sources — nNet (3) (5) v ittt ittt it it et e e e e e et ettt eeeeaenn
Consolidated net realized investment gains...............coo....

Consolidated income before income taxes..........eueeeieeeenen.

Consolidated Income Tax Expense:
Total income tax expense of above Company segments..............
Other SoUrCES — NEL  (3) ittt it ittt e et e e et et ettt ettt
Income tax expense on consolidated net realized
Investment gainS . ..o ittt i ittt ittt ettt et e

Consolidated 1ncome taX EXPEeNSE . .. v ittt eeeeeeenneeeeneens

Assets:
Total assets for above Company segments..........ieeeuennneennn.
(O]l TS a3 = = it T (1 1

Elimination of intersegment investments (4) .......c.cuiiiiieennnn.

Consolidated assSel S . i i ittt ittt ittt ettt eeaneeeaeeens

S 1,051.8
$ 62.5
$ 25.9
$ 753.0
Years E
2004
$ 3,364.3
83.5
47.9
(4.1)
$ 3,491.6
$ 620.1
(17.2)
47.9
$ 650.9
$ 205.4
(6.5)
17.0
S 215.9
S 10,181.8
495.3
(106.4)
$ 10,570.8

In the above tables, net premiums earned on a GAAP basis differ slightly from
statutory amounts due to certain differences in calculations of unearned premium

reserves under each accounting method.

(1) General Insurance tax expense was reduced by $10.9 in 2002 due to the final
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resolution of tax issues dating back to the Corporation's 1987 tax return.

(2) Title Insurance income before taxes and realized investment gains (losses)
was reduced by $22.9 in 2004 due to an increase in previously posted
litigation reserves necessitated by a ruling on January 20, 2005 by the
California Court of Appeals affirming a prior trial court verdict against
0ld Republic Title Company.

(3) Represents amounts for 0Old Republic's holding company parent, minor internal
service subsidiaries, and a small life and health insurance operation.

(4) Represents consolidation elimination adjustments.

(5) Includes a $10.5 special charge in 2004 resulting from a write down of
previously deferred acquisition costs applicable to a 1life insurance
product discontinued during the fourth quarter of 2004.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
0ld Republic International Corporation:

We have completed an integrated audit of 0ld Republic International Corporation
and its subsidiaries' 2004 consolidated financial statements and of its internal
control over financial reporting as of December 31, 2004 and audits of its 2003
and 2002 consolidated financial statements in accordance with the standards of
the Public Company Accounting Oversight Board (United States). Our opinions,
based on our audits, are presented below.

Consolidated financial statements

In our opinion, the consolidated financial statements listed in the accompanying

index, ©present fairly, in all material respects, the financial position of 01ld
Republic International Corporation and its subsidiaries at December 31, 2004 and
2003, and the results of their operations and their cash flows for each of the

three years in the period ended December 31, 2004 in conformity with accounting
principles generally accepted in the United States of America. These financial
statements are the responsibility of the Company's management . Our
responsibility 1is to express an opinion on these financial statements based on
our audits. We conducted our audits of these statements 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 of financial statements includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management's assessment, included in "Management's Report
on Internal Control Over Financial Reporting," appearing under Item 9A, that the
Company maintained effective internal control over financial reporting as of
December 31, 2004 based on criteria established in Internal Control - Integrated
Framework issued by the Treadway Commission (C0S0), is fairly stated, in all
material respects, Dbased on those criteria. Furthermore, in our opinion, the
Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2004, Dbased on criteria established in
Internal Control - 1Integrated Framework issued by the COSO. The Company's
management 1is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal

85



Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

control over financial reporting. Our responsibility is to express opinions on
management's assessment and on the effectiveness of the Company's internal
control over financial reporting based on our audit. We conducted our audit of
internal control over financial reporting 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 1internal control over financial reporting was maintained in
all material respects. An audit of internal control over financial reporting

includes obtaining an understanding of internal control over financial
reporting, evaluating management's assessment, testing and evaluating the design
and operating effectiveness of internal control, and performing such other

procedures as we consider necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinions.

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 (i) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (ii)
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 authorizations of management and directors of
the company; and (iii) provide reasonable assurance regarding prevention or
timely detection of wunauthorized acquisition, wuse, 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.

/s/ PricewaterhouseCoopers LLP

Chicago, Illinois
March 30, 2005
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Management's Responsibility for Financial Statements

Management 1is responsible for the preparation of the Company's consolidated
financial statements and related information appearing in this report.
Management Dbelieves that the consolidated financial statements fairly reflect
the form and substance of transactions and that the financial statements
reasonably present the Company's financial position and results of operations in
conformity with generally accepted accounting principles. Management also has
included in the Company's financial statement amounts that are based on
estimates and judgments which it Dbelieves are reasonable under the
circumstances.

The independent registered public accounting firm audits the Company's
consolidated financial statements in accordance with the standards of the Public
Company Accounting Oversight Board and provides an objective, independent review
of the fairness of reported operating results and financial position.

The Board of Directors of the Company has an Audit Committee composed of
eight non-management Directors. The committee meets periodically with financial
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management, the internal auditors and the independent registered public
accounting firm to review accounting, control, auditing and financial reporting
matters.

Item 9-Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

None.
Item 9A-Controls and Procedures
Evaluation of Disclosure Controls and Procedures

The Company's principal executive officer and its principal financial
officer have evaluated the Company's disclosure controls and procedures as of
the end of the period covered by this annual report. Based wupon their
evaluation, the principal executive officer and principal financial officer have
concluded that the Company's disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934) are
effective for the above referenced evaluation period.

Changes in Internal Control

During the three month period ended December 31, 2004, there were no
changes in internal control over financial reporting that have materially
affected, or are reasonably likely to materially affect, the Company's internal
control over financial reporting.

Management's Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate

internal control over financial reporting, as such term is defined in Exchange
Act Rules 13a - 15(f) and 15d-15(f). ©Under the supervision and with the
participation of our management, 1including our principal executive officer and

principal financial officer, we conducted an evaluation of the effectiveness of
our internal control over financial reporting based on the framework in Internal
Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

The Company's internal control over financial reporting 1s 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. The Company's internal
control over financial reporting includes those policies and procedures that (i)
pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the Company;
(ii) 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 authorizations of management and directors of
the Company; and (iii) provide reasonable assurance regarding prevention or

timely detection of wunauthorized acquisition, wuse 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.

Based on our evaluation wunder the framework in Internal Control -
Integrated Framework, our management concluded that our internal control over

87



Edgar Filing: OLD REPUBLIC INTERNATIONAL CORP - Form 10-K/A

financial reporting was effective as of December 31, 2004.
PricewaterhouseCoopers LLP, an independent registered public accounting firm,
has audited our management's assessment of the effectiveness of our internal
control over financial reporting as of December 31, 2004. Their report is shown
on page 60 in this Annual Report.
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Item 9B-Other Information
None.

PART ITII

Item 10-Directors and Executive Officers of the Registrant

Omitted pursuant to General Instruction G(3). The Company will file with
the Commission prior to April 1, 2005 a definitive proxy statement pursuant to
Regulation 14a in connection with its Annual Meeting of Shareholders to be held
on May 27, 2005. A list of Directors appears on the "Signature" page of this
report. Information about the Company's directors is contained in the Company's
definitive proxy statement for the 2005 Annual Meeting of shareholders, which is
incorporated by reference herein.

Item ll1-Executive Compensation

Information with respect to this Item is incorporated herein by reference
to the section entitled "Executive Compensation" 1in the Company's Proxy
Statement in connection with the Annual Meeting of Shareholders to be held on
May 27, 2005, which will be on file with the Commission by April 1, 2005.

Item 12-Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters

Information with respect to this Item is incorporated herein by reference
to the sections entitled "General Information" and "Principal Holders of
Securities"™ in the Company's Proxy Statement in connection with the Annual
Meeting of Shareholders to be held on May 27, 2005, which will be on file with
the Commission by April 1, 2005.

Item 13-Certain Relationships and Related Transactions

Information with respect to this Item is incorporated herein by reference
to the section entitled "Principal Holders of Securities" in the Company's Proxy
Statement in connection with the Annual Meeting of Shareholders to be held on
May 27, 2005, which will be on file with the Commission by April 1, 2005.
Item 14-Principal Accounting Fees and Services

Information with respect to this Item is incorporated herein by reference
to the section entitled "Board Committees" in the Company's Proxy Statement in
connection with the Annual Meeting of Shareholders to be held on May 27, 2005,
which will be on file with the Commission by April 1, 2005.

PART IV

Item 15-Exhibits, Financial Statement Schedule

Documents filed as a part of this report:
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1. Financial statements: See Item 8, Index to Financial Statements.

2. Financial statement schedules will be filed on or before April 15, 2005
under cover of Form 10-K/A.

3. See exhibit index on page 65 of this report.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the registrant has duly caused this report to be signed on its

behalf by the undersigned, thereunto duly authorized (Name, Title or Principal
Capacity, and Date).

(Registrant) : 0ld Republic International Corporation

By : /s/ A.C. Zucaro 3/31/05
A. C. Zucaro, Chairman of the Board, Date
Chief Executive Officer, President and Director

By : /s/ Karl W. Mueller 3/31/05

Karl W. Mueller, Senior Vice President Date
and Chief Financial Officer
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Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed Dbelow by the following persons on behalf of the
registrant and in the capacities and on the dates indicated (Name, Title or
Principal Capacity, and Date).

/s/ Harrington Bischof /s/ William A. Simpson

William A. Simpson, Director*
President of Republic Mortgage
Insurance Company

Harrington Bischof, Director*

/s/ Arnold L. Steiner

/s/ Jimmy A, Dew

Jimmy A. Dew, Director* Arnold L. Steiner, Director*
Sales Group Manager of Republic

Mortgage Insurance Company

/s/ John M. Dixon /s/ Fredricka Taubitz

John M. Dixon, Director*

/s/ Peter Lardner

Fredricka Taubitz, Director*

/s/ Charles F. Titterton
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Peter Lardner, Director* Charles F. Titterton, Director*
/s/ Wilbur S. Legg /s/ Dennis P. Van Mieghem
Wilbur S. Legg, Director* Dennis P. Van Mieghem, Director*
/s/ John W. Popp /s/ William G. White, Jr.
John W. Popp, Director* William G. White, Jr., Director*

* By/s/A.C. Zucaro
Attorney-in-fact
Date: March 8, 2005
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EXHIBIT INDEX

An index of exhibits required by item 601 of Regulation S-K follows:
(3) Articles of incorporation and by-laws.
(A) Restated Certificate of Incorporation.

(B) * By-laws, as amended. (Exhibit 3.2 to Form S-3 Registration
Statement No. 333-43311).

(4) Instruments defining the rights of security holders, including indentures.

(A) * Amended and Restated Rights Agreement dated as of May 15, 1997
between 0ld Republic International Corporation and First Chicago
Trust Company of New York. (Exhibit 4.1 to Registrant's Form 8-K
filed May 30, 1997).

(B) * Agreement to furnish certain long term debt instruments to the
Securities & Exchange Commission upon request. (Exhibit 4 (D) on
Form 8 dated August 28, 1987).

(C) * Form of Indenture dated as of August 15, 1992 between O0ld Republic
International Corporation and Wilmington Trust Company, as Trustee.
(Exhibit 4(G) to Registrant's Annual Report on Form 10-K for 1993).
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(D) * Supplemental Indenture No. 1 dated as of June 16, 1997 supplementing
the Indenture. (Exhibit 4.3 to Registrant's Form 8-A filed June 16,
1997) .

(E) * Supplemental Indenture No. 2 dated as of December 31, 1997
supplementing the Indenture. (Exhibit 4(G) to Registrant's Annual
Report on Form 10-K for 1997).

Material contracts.

(A) * Amended and Restated 01ld Republic International Corporation Key
Employees Performance Recognition Plan. (Exhibit 10(A) to
Registrant's Annual Report on Form 10-K for 2002).

(B) * Amended and Restated 1992 01d Republic International Corporation
Non-qualified Stock Option Plan. (Exhibit 10 (B) to Registrant's
Annual Report on Form 10-K for 2002).

(C) * Amended and Restated 2002 0Old Republic International Corporation
Non-qualified Stock Option Plan. (Exhibit 10 (C) to Registrant's
Annual Report on Form 10-K for 2002).

(D) * Amended and Restated 0ld Republic 1International Corporation
Executives Excess Benefits Pension Plan. (Exhibit 10(E) to
Registrant's Annual Report on Form 10-K for 1997).

(E) * Form of Indemnity Agreement Dbetween O0ld Republic International
Corporation and each of its directors and certain officers. (Exhibit
10 to Form S-3 Registration Statement No. 33-16836).

(F) * Directors and officers 1liability and company reimbursement policy
dated October 6, 1970. (Exhibit 12 (A) to Form S-1 Registration
Statement No. 2-41089).

(G) * Bitco Key Employees Performance Recognition Plan. (Exhibit 10 (H) to
Registrant's Annual Report on Form 10-K for 1997).

(H) * RMIC Corporation/Republic Mortgage Insurance Company Amended and
Restated Key Employees Performance Recognition Plan. (Exhibit 10(I)
to Registrant's Annual Report on Form 10-K for 2000).

(I) * RMIC Corporation/Republic Mortgage Insurance Company Executives
Excess Benefits Pension Plan. (Exhibit 10(J) to Registrant's Annual
Report on Form 10-K for 2000).

(J) * Amended and Restated 01ld Republic Risk Management Key Employee
Recognition Plan. (Exhibit 10 (J) to Registrant's Annual Report on
Form 10-K for 2002).

(K) * 0ld Republic ©National Title Group Incentive Compensation Plan.
(Exhibit 10(K) to Registrant's Annual Report on Form 10-K for 2003).

* Code of Ethics for the Principal Executive Officer and Senior
Financial Officer. (Exhibit 14 to Registrant's Annual Report on
Form 10-K for 2003).
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(32.

(99.

(99.

(99.

(99.

(99.
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Subsidiaries of the registrant.

Consent of PricewaterhouseCoopers LLP.

Powers of attorney.

Consolidated Schedule P (To be filed by amendment) .

Certification by A.C. Zucaro, Chief Executive Officer, pursuant to
Rule 13a-14(a) and 15d-14(a), as adopted pursuant to Section 302 of
the Sarbannes-Oxley Act of 2002.

Certification by Karl W. Mueller, Chief Financial Officer, pursuant
to Rule 13a-14(a) and 15d-14(a), as adopted pursuant to Section 302
of the Sarbannes-Oxley Act of 2002.

Certification by A.C. Zucaro, Chief Executive Officer, pursuant to
Section 1350, Chapter 63 of Title 18, United States Code, as
adopted pursuant to Section 906 of the Sarbannes-Oxley Act of 2002.

Certification by Karl W. Mueller, Chief Financial Officer, pursuant
to Section 1350, Chapter 63 of Title 18, United States Code, as
adopted pursuant to Section 906 of the Sarbannes-Oxley Act of 2002.

0ld Republic International Corporation Audit Committee Charter.
(Exhibit 99.1 to Registrant's Annual Report on Form 10-K for 2003).

0ld Republic International Corporation Nominating Committee Charter.
(Exhibit 99.2 to Registrant's Annual Report on Form 10-K for 2003).

0ld Republic International Corporation Compensation Committee
Charter. (Exhibit 99.3 to Registrant's Annual Report on Form 10-K
for 2003).

Code of Business Conduct and Ethics. (Exhibit 99.4 to Registrant's
Annual Report on Form 10-K for 2003).

Corporate Governance Guidelines. (Exhibit 99.5 to Registrant's
Annual Report on Form 10-K for 2003).

* K

Exhibit incorporated herein by reference.

Denotes a management or compensatory plan or arrangement required to be
filed as an exhibit pursuant to Item 601 of Regulation S-K.
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