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Letter  to Shareholders 

 

Dear Fellow Shareholders: 

2001 was a landmark year for Investors Title as we set all-time highs for premiums written and 
net income. We benefited from an operating environment very favorable to real estate consumers 
and continued to realize strong returns from marketing efforts. 

Although the economy in general suffered through a mild recession, the real estate segment 
remained robust. The downward trend in interest rates that began in 2000 continued last year, 
and was a primary reason for the relative strength in real estate. In 2001, the average for a 30-
year fixed-rate mortgage was 6.97% according to data published by Freddie Mac. This rate was 
more than one point below the average of 8.05% in 2000. 

 

In 2001, we realized significant returns from marketing efforts undertaken during the last several 
years. Agencies that were put in place 12 to 24 months ago contributed substantially to the 
growth in our revenue. Recently established agencies in Pennsylvania and New York drove the 
increase in our premiums written in those states 269% to $3,554,748 and 339% to $3,384,451 
respectively during 2001, as compared to the previous year.  

As the year progressed, we successfully developed additional agency relationships and extended 
the geographic territories in which we operate. Agent operations were established in two new 
states and in a number of new locations to fill in existing markets. 

In support of our expansion efforts, we are making the necessary commitments to technology to 
accommodate growing operations. Investments in software and information systems remain 
critical to achieving sales objectives and operating efficiencies.  

The decline in rates greatly improved housing affordability, 
which spurred home sales to record levels. According to 
statistics from the National Association of Realtors, annual 
existing home sales reached a new high of 5,295,000. This pace 
of sales represents an increase of 3.5% from 2000 and an 
increase of 1.7% over 1999, the previous record year. 

Lower interest rates also fueled a surge of refinancing of 
existing mortgages. By the fourth quarter, the average 30-year 
fixed-rate mortgage had declined to 6.8%. For 2001 in total, 
refinancing volume was around $1.2 trillion, which was $1 
trillion more than the preceding year according to the Mortgage 
Bankers Association. The level of mortgage refinancing and the 
number of existing home sales are primary drivers of our 
premiums written. 
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A primary focus is the ongoing development of a proprietary software program utilized to 
underwrite and generate policies. Originally designed for our North Carolina branch offices, the 
program has been rewritten to serve all of our new operating territories. Ongoing improvements 
are geared towards deriving greater utilization of data generated and improving processing 
efficiencies. As a production tool, the software serves as the backbone of our workflow. 
Enhancements to the software allowed our branch offices in North Carolina to process a 40% 
increase in volume from the previous year with essentially the same number of employees. 

Another project involves the use of the Internet to generate and process orders for policies. This 
e-commerce product was introduced as a prototype in 2000 and received a favorable response in 
the marketplace. Based on user feedback, it was substantially overhauled and re-released last fall 
with numerous enhancements. By year-end, the volume of orders processed through the 
upgraded version more than doubled.  

Other areas where significant progress was made during the year include the Companies’  two 
exchange subsidiaries. Investors Title Exchange Corporation, which handles standard tax-
deferred exchanges for real estate investors, enjoyed another record setting year in terms of 
transactions handled. 

2001 marked the first full year of operations for Investors Title Accommodation Corporation. 
Created to assist real property investors in effecting reverse tax-deferred exchanges, the 
subsidiary gained valuable experience and exposure in this new area of the tax code. The 
Company handled a significant volume of transactions while working with commercial clients. 

Financial highlights of the year include an 18% increase in assets from $59,339,007 to 
$70,219,700. Stockholders’  equity increased 13% from $39,189,649 to $44,271,768. Return on 
equity was 14.4%, while book value per share increased 15.2% to $17.59 at year-end. 

Our financial condition, which provides substantial protection to our policyholders, remains 
strong. Investors Title Insurance Company currently holds ratings by Lace Financial Corporation 
and Demotech, Inc. of “A”  and “A Double Prime,”  respectively. Northeast Investors Title 
Company currently holds ratings by Lace and Demotech of “A”  and “A Prime,”  respectively. 
Lace and Demotech are two rating companies specializing in the title insurance industry. 

Under the Company’s stock buy-back program approved by the Board of Directors, the 
Company continued to make periodic purchases in 2001. During the year, 57,950 shares of stock 
were purchased, reducing the total number of outstanding shares to 2,516,298. Over the past 
three years, approximately 338,000 shares have been purchased in the open market. 

In review, 2001 was a year in which we were able to reap the harvest of recent years’  efforts. It is 
exciting to witness the maturing of our new title agent ventures, most of which we personally 
assisted in developing from the ground up. It was especially gratifying to see a number of them 
hit full stride in time to take advantage of favorable market conditions and record real estate 
activity.  
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We continue to develop expertise in the markets we serve, strengthen our staffing, and increase 
the employment of technology to support sales and operations. The Company remains focused 
on delivering superior support to our business partners. All of these efforts are essential in 
maximizing the value of our existing relationships and expanding the number of agents to 
represent our Company.  

We look forward to building on our record year and thank you for your support. 

  

J. Allen Fine 
Chairman 
Chief Executive Officer 

 

James A. Fine, Jr . 
President 
Treasurer 

 

W. Morr is Fine 
Executive Vice President 
Secretary 
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MD& A 
 
The following discussion should be read in conjunction with the consolidated financial 
statements and the related footnotes on pages 12-22 of this report.  

OVERVIEW  
Investors Title Company (the “Company”) engages primarily in two segments of business. The 
main business activity is the issuance of title insurance through two title insurance subsidiaries, 
Investors Title Insurance Company (“ ITIC”) and Northeast Investors Title Insurance Company 
(“NE-ITIC”). Factors which influence the land title business include mortgage interest rates, the 
availability of mortgage funds, the level of real estate activity, the cost of real estate, consumer 
confidence, the supply and demand of real estate, inflation and general economic conditions.  

The Company’s second segment provides tax-free exchange services through its two 
subsidiaries, Investors Title Exchange Corporation (“ ITEC”) and Investors Title Accommodation 
Corporation (“ ITAC”). ITEC serves as a qualified intermediary in §1031 like-kind exchanges of 
real or personal property. ITAC serves as exchange accommodation titleholder in reverse 
exchanges. 

Although the economy in general suffered through a mild recession in 2001, the real estate 
segment remained robust. The downward trend in interest rates that began in 2000 continued last 
year and was the primary factor in the relative strength in real estate activity. According to data 
published by Freddie Mac, the monthly average 30-year fixed mortgage interest rates were 
reported to be 6.97%, 8.05% and 7.44% in 2001, 2000 and 1999, respectively. According to 
statistics from the National Association of Realtors, existing home sales reached a record high of 
5.3 million. This represents an increase of 3.5% from 2000, and an increase of 1.7% over 1999. 
New and existing home sales were 6.2 million, 6 million and 6.1 million in 2001, 2000 and 1999, 
respectively.  

During 2001, the monthly average 30-year fixed mortgage interest rates began the year at 7.38%, 
declined to 6.62% in October and gradually increased to end the year at 7.07%. The decline in 
rates contributed to improved housing affordability, which helped home sales reach record 
levels. Lower interest rates also fueled a surge in refinancing of existing mortgages. For 2001 in 
total, refinancing volume was approximately $1.2 trillion, which was $1 trillion more than the 
preceding year according to the Mortgage Bankers Association. The level of mortgage 
refinancing and the number of existing home sales are primary drivers of our premiums written. 

Management cannot predict the future level of mortgage interest rates nor the impact such rates 
will have on home sales, housing starts, mortgage lending or other real estate activity. The 
Company strives to offset the cyclical nature of the real estate market by increasing its market 
share. This effort includes expanding into new markets primarily by continuing to develop 
agency relationships, as well as improving market penetration with existing offices and agents.  

CREDIT RATING  
ITIC has been recognized by two independent Fannie Mae approved actuarial firms, Demotech, 
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Inc. and Lace Financial Corporation, with rating categories of “A Double Prime – unsurpassed 
financial stability”  and “A – strong overall financial condition.”   

NE-ITIC’s financial stability has been recognized by two Fannie Mae approved actuarial firms, 
Demotech, Inc. and Lace Financial Corporation, with rating categories of “A Prime – 
unsurpassed financial stability”  and “A – strong overall financial condition.”   
 
RESULTS OF OPERATIONS 
OPERATING REVENUES 
A summary by segment of the Company’s operating revenues is as follows: 

 

Title Insurance: Net premiums written increased 57.8% in 2001 and decreased 14% and 3.4% 
in 2000 and 1999, respectively. The increase in sales in 2001 resulted primarily from declining 
mortgage interest rates, which sparked a surge in refinance activity. The number of policies and 
commitments issued in 2001 was 292,328, an increase of 48.5% compared with 196,836 in 2000. 
In 2000, the number of policies and commitments issued decreased by 23.2% compared with 
256,272 in 1999.  

Shown below is a schedule of net premiums written for 2001, 2000 and 1999 in all states where 
our two insurance subsidiaries, Investors Title Insurance Company and Northeast Investors Title 
Insurance Company, currently underwrite insurance:  
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Branch net premiums written as a percentage of total net premiums written were 36.7%, 42.2% 
and 45.2% in 2001, 2000 and 1999, respectively. Net premiums written from branch operations 
increased 37.3% in 2001 compared with 2000 and decreased 19.8% in 2000 compared with 
1999. 

Agency net premiums written as a percentage of total net premiums written were 63.3%, 57.8% 
and 54.8% in 2001, 2000 and 1999, respectively. Net premiums written from agency operations 
increased 72.8% compared with 2000 and decreased 9.2% in 2000 compared with 1999. 

Exchange Services: Operating revenues from exchange transactions decreased 2.7% in 2001 
and increased 44.5% and 13.7% in 2000 and 1999, respectively. On September 15, 2000, the 
Internal Revenue Service issued Revenue Procedure 2000-37, which provides a safe harbor for 
reverse exchanges. The original safe harbors, which established procedures to follow for 
standard exchange transactions, excluded the more complicated reverse transactions. The 
Company has dedicated a separate subsidiary to assist clients in structuring this type of 
exchange.  

SEASONALITY 
Title Insurance: Title insurance premiums are closely related to the level of real estate activity 
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and the average price of real estate sales. The availability of funds to finance purchases directly 
affects real estate sales. Other factors include consumer confidence, economic conditions, supply 
and demand, mortgage interest rates and family income levels. Generally, the first quarter has the 
least real estate activity, while the remaining quarters are more active. Fluctuations in mortgage 
interest rates can cause shifts in real estate activity outside of the normal seasonal pattern, 
especially as these changes relate to refinance activity.  

Exchange Services: Seasonal factors affecting the level of real estate activity and the volume of 
title insurance premiums written will also affect the demand for exchange services. 

INVESTMENT INCOME 
Investments are an integral part of the Company’s business. In formulating its investment 
strategy, the Company has emphasized after-tax income. Investments in marketable securities 
have increased from funds retained in the Company. The investments are primarily in debt 
securities, and to a lesser extent, equity securities. The effective maturity of the majority of the 
fixed-income investments is within 15 years.  

As new funds become available, they are invested in accordance with the Company’s investment 
policy and corporate goals. Securities purchased may include a combination of taxable fixed-
income securities, tax-exempt securities and equities. The Company strives to maintain a high 
quality investment portfolio.  

Investment income increased 8.4%, 16.2% and 18.6% in 2001, 2000 and 1999, respectively. 
These increases were primarily attributable to increases in the average investment portfolio 
balances.  

EXPENSES 
A summary by segment of the Company’s operating expenses is as follows: 

 

On a combined basis, profit margins were 9.32%, 7.44% and 9.33% in 2001, 2000 and 1999, 
respectively. The increase of 57.8% in net premiums written coupled with a smaller increase of 
only 46.8% in operating expenses contributed to the increase in profit margin for 2001. Expenses 
increased due to the increase in premium volume as well as an increase in costs associated with 
entering and supporting new market areas.  

Title Insurance: Profit margins for the title insurance segment were 8.69%, 6.02% and 8.39% in 
2001, 2000 and 1999, respectively. The increase in premiums written along with concerted 
efforts to contain costs contributed to the improvement in the profit margin for 2001. In order to 
maintain and improve margins, the Company strives to identify opportunities to refine operating 
procedures and to implement programs designed to reduce expenses.  
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Commissions increased 81.5% in 2001 and decreased 9.2% and 2% in 2000 and 1999, 
respectively. Commission expense as a percentage of net premiums written by agents was 
74.6%, 71% and 71% for 2001, 2000 and 1999, respectively. Commission rates vary 
geographically and may be influenced by state regulations.  

The provision for claims as a percentage of net premiums written was 11.4%, 15.6% and 13.8% 
in 2001, 2000 and 1999, respectively. The provision reflects actual payments of claims, net of 
recovery amounts, plus adjustments to the specific and general claims reserves, the latter of 
which are actuarially determined based on historical claims experience. Payments of claims, net 
of recoveries, were $3,270,928, $3,785,355 and $3,524,064 in 2001, 2000 and 1999, 
respectively.  

The Company has continued to strengthen its reserves for claims. At December 31, 2001, the 
total reserves for claims were $21,460,000. Of that total, $3,788,091 was reserved for specific 
claims, and $17,671,909 was reserved for claims for which the Company had no notice. 
Management relies on actuarial techniques to estimate future claims by analyzing historical 
claim payment patterns. Claims reserves are reviewed and certified as to their adequacy by 
independent actuaries annually. There are no known claims which are expected to have a 
materially adverse effect on the Company’s financial position. 

On a consolidated basis, salaries and employee benefits as a percentage of net premiums written 
were 18.1%, 25.5% and 22.5% in 2001, 2000 and 1999, respectively. Though salaries and 
employee benefits have risen in total, in 2001 the percentage to net premiums written decreased 
attesting to an improvement in productivity. The title insurance segment’s total salaries and 
employee benefits accounted for 92.8%, 95.1% and 98.4% of total salaries for 2001, 2000 and 
1999, respectively. Overall office occupancy and operations as a percentage of net premiums 
was 8.3%, 9.5% and 9.7% in 2001, 2000 and 1999, respectively. The title insurance segment’s 
total office occupancy and operations accounted for 95.2%, 93.5% and 94.9% in 2001, 2000 and 
1999, respectively. In 2001, the improvement in the percentage of overall office occupancy and 
operations to net premiums reflects the increase in premium volume and the fixed cost nature of 
some of the office occupancy and operations expenses.  

Premium and retaliatory taxes increased 66.5% in 2001 and decreased 13% and 2.1% in 2000 
and 1999, respectively, in direct proportion to the fluctuations in premium volume. 

Exchange Services: The exchange services segment’s total operating expenses as a percentage 
of the Company’s total expenses were .8%, .6%, and .4% for 2001, 2000 and 1999, respectively. 
The increase in operating expenses was due to an increase in staff. 

NET INCOME 
A summary by segment of the Company’s net income is as follows: 
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On a consolidated basis, the Company reported an increase in net income of 91% in 2001 and a 
decrease in net income of 29% and 19% in 2000 and 1999, respectively. The increase in 2001 
was primarily attributable to increased revenues and improved operating efficiencies resulting 
from expense control procedures. The decreases in 2000 and 1999 were primarily due to 
decreases in net premiums written of 14% and 3.4%, partially offset by increases in net income 
of the exchange services segment and increases in investment income.  

Title Insurance: Net income for the title insurance segment increased 123% in 2001 and 
decreased 37.5% and 22.1% in 2000 and 1999, respectively. The increase in 2001 was primarily 
attributable to increased revenues and improved operating efficiencies resulting from expense 
control procedures. Decreases in net premiums written, coupled with the fixed nature of certain 
operating expenses contributed to the decreases in net income for 2000 and 1999. 

Exchange Services: The exchange services segment saw a net income decrease of 28% in 2001 
and increases of 51.3% and 8.9% in 2000 and 1999, respectively. A decrease in fee  
revenue coupled with an expansion of staff contributed to the decrease in net income for the 
exchange services segment.  

L IQUIDITY AND CAPITAL RESOURCES  
Cash flows provided by operating activities were $8,723,704, $7,135,956 and $7,738,524 in 
2001, 2000 and 1999, respectively. The increase in 2001 is primarily the result of the increase in 
net income compared with 2000. 

As of December 31, 2001 and 2000, approximately $41,670,000 and $36,792,000 respectively, 
of the consolidated stockholders’  equity represent net assets of the Company’s subsidiaries that 
cannot be transferred in the form of dividends, loans or advances to the parent company under 
statutory regulations without prior insurance department approval. The parent company’s ability 
to pay dividends and operating expenses is dependent upon funds received from the insurance 
subsidiaries. The Company believes amounts available for transfer from the insurance 
subsidiaries are adequate to meet the parent company’s operating needs.  

On December 9, 1996, the Board of Directors approved the repurchase by the Company of up to 
150,000 shares of the Company’s common stock from time to time at prevailing market prices. A 
portion of the repurchases is to avoid dilution to existing shareholders as a result of issuances of 
stock in connection with stock options and stock bonuses. Pursuant to this approval, the 
Company repurchased all 150,000 shares prior to 2001 at an average price of $19.37 per share 
including 6,211 shares purchased at an average purchase price of $17.58 during 2000 and 99,645 
shares at an average purchase price of $19.05 per share during 1999. 
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On May 11, 1999, the Board of Directors approved the repurchase of an additional 200,000 
shares of the Company’s common stock. Pursuant to this approval, the Company repurchased all 
200,000 shares at an average price of $12.50 per share including 25,766 shares purchased at an 
average purchase price of $14.73 during 2001 and 174,234 shares at an average purchase price of 
$12.18 per share during 2000. 

On May 9, 2000, the Board of Directors approved the repurchase of an additional 500,000 shares 
of the Company’s common stock. Pursuant to this approval, the Company repurchased 32,184 
shares in the twelve months ended December 31, 2001 at an average per share price of $14.75. 

During the twelve months ended December 31, 2001, the Company repurchased common stock 
for $854,138 and issued common stock totaling $95,134 in satisfaction of stock option exercises, 
stock bonuses and other stock issuances. In 2001, retained earnings had a net increase of 
$4,907,305, after repurchases and issuances reduced retained earnings  
by $759,004.  

Management believes that funds generated from operations (primarily underwriting and 
investment income) will enable the Company to adequately meet its operating needs and is 
unaware of any trend likely to result in adverse liquidity changes. In addition to operational 
liquidity, the Company maintains a high degree of liquidity within its investment portfolio in the 
form of short-term investments and other readily marketable securities.  

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 
The Company’s primary exposure to market risk relates to the impact of adverse changes in 
interest rates and market prices of its investment portfolio. Increases in interest rates diminish the 
value of fixed-income securities and preferred stock and decreases in stock market values 
diminish the value of common stocks held.  

CORPORATE OVERSIGHT 
The Company generates substantial investable funds from its two insurance subsidiaries. In 
formulating and implementing policies for investing new and existing funds, the Company has 
emphasized maximizing total after-tax return on capital and earnings while ensuring the safety of 
funds under management and adequate liquidity. The Company’s Board of Directors oversees 
investment risk management processes. The Company seeks to invest premiums and other 
income to create future cash flows that will fund future claims, employee benefits and expenses, 
and earn stable margins across a wide variety of interest rate and economic scenarios. The Board 
has established specific investment policies that define the overall framework for managing 
market and other investment risks, including the accountabilities and controls over these 
activities. The Company may use the following tools from time to time to manage its exposure to 
market risk within defined tolerance ranges: 1) rebalance its existing asset portfolios or 2) change 
the character of future investments. 

INTEREST RATE RISK 
Interest rate risk is the risk that the Company will incur economic losses due to adverse changes 
in interest rates. This risk arises from the Company’s investments in interest-sensitive debt 
securities. These securities are primarily fixed-rate municipal bonds and corporate bonds. The 
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Company does not purchase such securities for trading purposes. At December 31, 2001, the 
Company had approximately $48 million in fixed-rate bonds. The Company manages the interest 
rate risk inherent in its assets by monitoring its liquidity needs and by targeting a specific range 
for the portfolio’s duration or weighted average maturity. 

To determine the potential effect of interest rate risk on interest-sensitive assets, the Company 
calculates the effect of a 10% change in prevailing interest rates (“ rate shock”) on the fair market 
value of these securities considering stated interest rates and time to maturity. Based upon the 
information and assumptions the Company uses in its calculation, management estimates that a 
10% immediate, parallel increase in prevailing interest rates would decrease the net fair market 
value of its debt securities by approximately $5.5 million. The selection of a 10% immediate 
parallel increase in prevailing interest rates should not be construed as a prediction by the 
Company’s management of future market events, but rather, to illustrate the potential impact of 
such an event. To the extent that actual results differ from the assumptions utilized, the 
Company’s rate shock measures could be significantly impacted. Additionally, the Company’s 
calculation assumes that the current relationship between short-term and long-term interest rates 
(the term structure of interest rates) will remain constant over time. As a result, these calculations 
may not fully capture the impact of nonparallel changes in the term structure of interest rates 
and/or large changes in interest rates. 

EQUITY PRICE RISK 
Equity price risk is the risk that the Company will incur economic losses due to adverse changes 
in a particular stock or stock index. At December 31, 2001, the Company had approximately 
$5.4 million in preferred and common stocks. By statutory policy, the Company’s maximum 
exposure to the equity market is limited to 20% of the Company’s statutorily admitted assets. 
Equity price risk is addressed in part by varying the specific allocation of equity investments 
over time pursuant to management’s assessment of market and business conditions and ongoing 
liquidity needs analysis. The Company’s largest equity exposure is declines in the S&P 500; its 
portfolio of equity instruments is similar to those that comprise this index. Based upon the 
information and assumptions the Company used in its calculation, management estimates that an 
immediate decrease in the S&P 500 of 10% would decrease the net fair value of the Company’s 
assets identified above by approximately $540,000. The selection of a 10% immediate decrease 
in the S&P 500 should not be construed as a prediction by the Company’s management of future 
market events, but rather, to illustrate the potential impact of such an event. Since this calculation 
is based on historical performance, projecting future price volatility using this method involves 
an inherent assumption that historical volatility and correlation relationships will remain stable. 
Therefore, the results noted above may not reflect the Company’s actual experience if future 
volatility and correlation relationships differ from such historical relationships. 

SAFE HARBOR STATEMENT  
Except for the historical information presented, the matters disclosed in the foregoing discussion 
and analysis and other parts of this report include forward-looking statements. These statements 
represent the Company’s current judgment on the future and are subject to risks and uncertainties 
that could cause actual results to differ materially. Such factors include, without limitation: (1) 
that the demand for title insurance will vary with factors beyond the control of the Company 
such as changes in mortgage interest rates, availability of mortgage funds, level of real estate 
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activity, cost of real estate, consumer confidence, supply and demand for real estate, inflation 
and general economic conditions; (2) that losses from claims may be greater than anticipated 
such that reserves for possible claims are inadequate; (3) that unanticipated adverse changes in 
securities markets could result in material losses on investments made by the Company; and (4) 
the dependence of the Company on key management personnel the loss of whom could have a 
material adverse effect on the Company’s business. Other risks and uncertainties may be 
described from time to time in the Company’s other reports and filings with the Securities and 
Exchange Commission.  
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