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(Registrant s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark if the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of accelerated
filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated Filer © Non-accelerated filer ~
Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x
APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY
PROCEEDINGS DURING THE PRECEDING FIVE YEARS:

Indicate by check mark whether the registrant has filed all documents and reports to be filed by Section 12,13 or 15(d) of the Securities
Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes © No ~

APPLICABLE ONLY TO CORPORATE ISSUERS:
Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

On December 29, 2006, there were 96,483,510 Common shares outstanding.
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CERTAIN STATEMENTS MADE IN THIS QUARTERLY REPORT ON FORM 10-Q INCLUDING THOSE RELATING TO PENSION
PLAN CONTRIBUTIONS; THE DIFFERENCE BETWEEN THE COMPANY S ACTUARY S ESTIMATE OF LIKELY LOSS EXPOSURE
AND THE COMPANY S PROJECTED IBNR BALANCE; THE EFFECT OF CLASS ACTIONS, OTHER LITIGATION, INVESTIGATIONS
AND REGULATORY MATTERS; AND CASH REQUIREMENTS ARE FORWARD LOOKING STATEMENTS WITHIN THE MEANING
OF SECTION 27A OF THE SECURITIES ACT OF 1933 AS AMENDED, AND SECTION 21E OF THE SECURITIES EXCHANGE ACT
OF 1934, AS AMENDED. THESE FORWARD-LOOKING STATEMENTS MAY CONTAIN THE WORDS BELIEVE, ANTICIPATE,
EXPECT, PREDICT, ESTIMATE, PROJECT, WILLBE, WILL CONTINUE, WILL LIKELY RESULT, OR OTHER SIMILAR W(
AND PHRASES. RISKS AND UNCERTAINTIES EXIST THAT MAY CAUSE RESULTS TO DIFFER MATERIALLY FROM THOSE SET
FORTH IN THESE FORWARD-LOOKING STATEMENTS. FACTORS THAT COULD CAUSE THE ANTICIPATED RESULTS TO
DIFFER FROM THOSE DESCRIBED IN THE FORWARD-LOOKING STATEMENTS INCLUDE: INTEREST RATE FLUCTUATIONS;
CHANGES IN THE PERFORMANCE OF THE REAL ESTATE MARKETS; ACCESS TO PUBLIC RECORDS AND OTHER DATA;
GENERAL VOLATILITY IN THE CAPITAL MARKETS; CHANGES IN APPLICABLE GOVERNMENT REGULATIONS;
HEIGHTENED SCRUTINY BY LEGISLATORS AND REGULATORS OF THE COMPANY S TITLE INSURANCE AND SERVICES
SEGMENT AND CERTAIN OTHER OF THE COMPANY S BUSINESSES; CONSOLIDATION AMONG THE COMPANY S
SIGNIFICANT CUSTOMERS AND COMPETITORS; THE COMPANY S CONTINUED ABILITY TO IDENTIFY BUSINESSES TO BE
ACQUIRED; CHANGES IN THE COMPANY S ABILITY TO INTEGRATE BUSINESSES WHICH IT ACQUIRES; AND OTHER
FACTORS DESCRIBED IN PART I, ITEM 1A OF THE COMPANY S ANNUAL REPORT ON FORM 10-K FOR THE YEAR ENDED
DECEMBER 31, 2005 AND IN PART II, ITEM 1A OF THE COMPANY S QUARTERLY REPORTS ON FORM 10-Q FOR THE
RESPECTIVE QUARTERS ENDED MARCH 31, 2006 AND JUNE 30, 2006, IN ALL CASES AS FILED WITH THE SECURITIES AND
EXCHANGE COMMISSION. THE FORWARD-LOOKING STATEMENTS SPEAK ONLY AS OF THE DATE THEY ARE MADE. THE
COMPANY DOES NOT UNDERTAKE TO UPDATE FORWARD-LOOKING STATEMENTS TO REFLECT CIRCUMSTANCES OR
EVENTS THAT OCCUR AFTER THE DATE THE FORWARD-LOOKING STATEMENTS ARE MADE.
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PART I: FINANCIAL INFORMATION
Item 1: Financial Statements.
THE FIRST AMERICAN CORPORATION
AND SUBSIDIARY COMPANIES
Condensed Consolidated Balance Sheets
(in thousands)

(unaudited)

Assets
Cash and cash equivalents

Accounts and accrued income receivable, net
Income taxes receivable

Investments:

Deposits with savings and loan associations and banks
Debt securities

Equity securities

Other long-term investments

Loans receivable, net
Property and equipment, net
Title plants and other indexes
Goodwill

Other intangible assets, net

Other assets

Liabilities and Stockholders Equity

Demand deposits

Accounts payable and accrued liabilities

Deferred revenue

Reserve for known and incurred but not reported claims

Table of Contents

September 30,

2006

$ 1,372,577

564,279

13,572

128,231
1,101,434
50,229
556,195

1,836,089

101,252

722,852

570,361

2,294,477

266,640

280,959

$ 8,023,058

$ 721,393
979,937
755,127
921,418

December 31,

2005
(as restated)

$ 1,561,144

486,933

90,383
1,100,728
47,101
394,367

1,632,579
94,812
685,522
539,083
2,092,612
247,117
258,839

$ 7,598,641

$ 693,175
1,027,893
762,157
671,054
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Income taxes payable 2,847

Deferred income taxes

Notes and contracts payable 889,838

Deferrable interest subordinated notes 100,000
4,370,560

Minority interests in consolidated subsidiaries 496,756

Commitments and contingencies

Stockholders equity:

Preferred stock, $1 par value Authorized - 500 shares; outstanding - none
Common stock, $1 par value:

Authorized - 180,000 shares

Outstanding - 95,999 and 95,860 shares 95,999

Additional paid-in capital 973,702

Retained earnings 2,210,828
Accumulated other comprehensive loss (124,787)

3,155,742

$ 8,023,058

See notes to condensed consolidated financial statements.
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17,386
13,009
848,569
100,000

4,133,243

459,665

95,860
956,720
2,078,969

(125,816)

3,005,733

$ 7,598,641
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THE FIRST AMERICAN CORPORATION

AND SUBSIDIARY COMPANIES

Condensed Consolidated Statements of Income and Comprehensive Income

(in thousands, except per share amounts)

(unaudited)
For the Three Months
Ended
September 30,
2006 2005

(as restated)

Revenues
Operating revenues $2,106,322  $2,103,153
Investment and other income 61,230 58,196
Gain on stock issued by a subsidiary 478 5,283
Net realized investment (losses)gains (58) 1,550
2,167,972 2,168,182

Expenses
Salaries and other personnel costs 646,033 629,012
Premiums retained by agents 622,898 607,239
Other operating expenses 494,132 461,064
Provision for policy losses and other claims 131,257 126,186
Depreciation and amortization 51,856 38,049
Premium taxes 17,584 16,954
Interest 17,320 15,647
1,981,080 1,894,151
Income before income taxes and minority interests 186,892 274,031
Income taxes 72,900 100,900
Income before minority interests 113,992 173,131
Minority interests 23,563 25,139
Net income 90,429 147,992

Other comprehensive income (loss), net of tax
Unrealized gain (loss) on securities 7,798 (2,452)
Minimum pension liability adjustment

7,798 (2,452)
Comprehensive income $ 98227 $ 145,540
Net income per share (Note 6):
Basic $ 094 $ 1.55

Table of Contents

For the Nine Months Ended
September 30,
2006 2005
(as restated)

$6,158,708 $5,691,610

171,333 152,527
8,914 8,049
(11) 4,455

6,338,944 5,856,641

1,926,613 1,780,071
1,819,095 1,632,863
1,416,881 1,240,415

527,361 316,820
150,514 110,998
52,550 45,897
49,989 39,603

5,943,003 5,166,667

395,941 689,974
146,800 254,900
249,141 435,074
65,436 71,246
183,705 363,828
1,028 (4,803)
1,028 (4,803)

$ 184,733 $ 359,025

$ 191 § 3.88
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Diluted $ 092 $ 1.50 $ 1.86 $ 3.75
Cash dividends per share $ A8 $ A8 § S48 .54

Weighted average number of shares (Note 6):
Basic 96,054 95,341 96,159 93,852

Diluted 98,482 98,768 98,878 97,307

See notes to condensed consolidated financial statements.
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THE FIRST AMERICAN CORPORATION

AND SUBSIDIARY COMPANIES

Condensed Consolidated Statements of Cash Flows

Cash flows from operating activities:
Net income

(in thousands)

(unaudited)

Adjustments to reconcile net income to cash provided by operating activities-

Provision for policy losses and other claims
Depreciation and amortization

Minority interests in net income

Net realized investment gains

Stock-based compensation expense

Other, net

Changes in assets and liabilities excluding effects of company acquisitions and noncash transactions-

Claims paid, net of recoveries

Net change in income tax accounts

Increase in accounts and accrued income receivable
Decrease in accounts payable and accrued liabilities
(Decrease) increase in deferred revenue

Other, net

Cash provided by operating activities

Cash flows from investing activities:

Net cash effect of company acquisitions

Net (increase) decrease in deposits with banks
Net (increase) decrease in loans receivable
Purchases of debt and equity securities
Proceeds from sales of debt and equity securities
Proceeds from maturities of debt securities
Net decrease in other investments

Capital expenditures

Purchases of capitalized data

Proceeds from sale of property and equipment

Cash used for investing activities

Cash flows from financing activities:

Net change in demand deposits

Proceeds from issuance of debt

Repayment of debt

Repurchase of company stock

Proceeds from exercise of stock options

Proceeds from the issuance of stock to employee benefit plans

Table of Contents

For the Nine Months Ended
September 30,
2006 2005
(as restated)

$ 183,705 $ 363,828

527,361 316,820
150,514 110,998
65,436 71,246
(8,903) (12,504)
21,027 1,541
(30,864) (49,413)
(268,932) (259,056)
(41,006) 153,914
(62,701) (78,000)
(81,446) 56,689
(8,263) 20,781
(26,320) (56,673)
419,608 640,171

(216,439) (210,820)

(37,242) 5,496
(6,440) 8,892
(218,552) (512,497)
78,228 48,767
146,358 118,535
(44,447) 41,199
(159,112) (136,363)
(17,862) (15,908)
3,460 6,913

(472,048) (645,786)

28,218 391,904
85,634 142,166
(123,160) (160,058)
(46,518) (36,941)
5,779 39,433
5,684 6,274
9
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Contributions from minority shareholders
Distributions to minority shareholders
Cash dividends

Cash (used) provided by financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents - Beginning of year

- End of the period

Supplemental information:

Cash paid during the period for:

Interest

Premium taxes

Income taxes

Noncash investing and financing activities:
Shares issued for employee benefit plans
Shares issued in repayment of convertible debt

Liabilities incurred in connection with company acquisitions

Company acquisitions in exchange for common stock

See notes to condensed consolidated financial statements.
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(39,951)
(51,813)

(136,127)

(188,567)
1,561,144

$ 1,372,577

52,161
53,263
183,678

@hH PBH P

279
112,438
31,857

@ PH P

10,700
(47,857)
(47,782)

297,839

292,224
1,336,643

$ 1,628,867

$ 36,857
$ 44931
$ 88,154
119,117

108,005
88,005
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THE FIRST AMERICAN CORPORATION
AND SUBSIDIARY COMPANIES
Condensed Consolidated Statement of Stockholders Equity

(in thousands)

(unaudited)
Accumulated
Additional other
Common paid-in Retained comprehensive
Shares Stock capital earnings income (loss) Total

Balance at December 31, 2005 (as restated) 95,860 $95,.860 $ 956,720 $2,078,969 $ (125,816) $3,005,733
Net income for nine months ended September 30, 2006 183,705 183,705
Dividends on common shares (51,846) (51,846)
Purchase of Company shares (1,158) (1,158) (45,360) (46,518)
Conversion of debt 9 9 270 279
Shares issued in connection with company acquisitions 806 806 31,051 31,857
Shares issued in connection with option, benefit and

savings plans 482 482 10,981 11,463
Share-based compensation expense 20,040 20,040
Other comprehensive loss 1,029 1,029
Balance at September 30, 2006 95,999 $95999 $973,702 $2,210,828 $ (124,787) $3,155,742

See notes to condensed consolidated financial statements.
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THE FIRST AMERICAN CORPORATION
AND SUBSIDIARY COMPANIES
Notes to Condensed Consolidated Financial Statements
(Unaudited)
Note 1 - Basis of Condensed Consolidated Financial Statements

The condensed consolidated financial information included in this report has been prepared in accordance with accounting principles generally
accepted in the United States for interim financial information and with the instructions to Securities and Exchange Commission ( SEC ) Form
10-Q and Article 10 of SEC Regulation S-X. The principles for condensed interim financial information do not require the inclusion of all the
information and footnotes required by generally accepted accounting principles for complete financial statements. Therefore, these financial
statements should be read in conjunction with the Company s Annual Report on Form 10-K for the year ended December 31, 2005. The
condensed consolidated financial statements included herein are unaudited; however, in the opinion of management, they contain all normal
recurring adjustments necessary for a fair statement of the consolidated results for the interim periods. Prior year results have been restated as
explained below in Note 2.

Note 2 Restatement of Consolidated Financial Statements

On August 9, 2006, the Company announced that its Audit Committee formed a special subcommittee comprised solely of independent directors
to conduct a thorough review of the Company s stock option grant program. The independent committee retained independent outside counsel
who retained forensic accountants to assist it in conducting its review.

On August 10, 2006, the Company filed a Notification of Inability to Timely File its Quarterly Report on Form 10-Q for the quarter ended
June 30, 2006 and indicated that the Company would not be able to file such Quarterly Report in the extended time period for filing provided by
Rule 12b-25 under the Securities Exchange Act of 1934, as amended, due to the ongoing review of the Company s stock option grant program.

On August 11, 2006, the Company received a waiver, dated as of August 9, 2006, from a majority of lenders under the Company s $500 million
credit facility of the breach created by the Company s inability to timely file its quarterly report on Form 10-Q for June 30, 2006, due to the
ongoing review of the Company s stock option grant program.

On November 3, 2006, the Company entered into an Amendment No. 1 and Waiver with the lenders under the Company s $500 million credit
facility, amending the Restated Credit Agreement dated as of November 7, 2005 and waiving the breach created by the Company s inability to
timely file its quarterly reports on Form 10-Q for the fiscal quarters ended June 30 and September 30, 2006 due to the ongoing review of the
Company s stock option grant program.

On November 13, 2006, the Company filed a Notification of Inability to Timely File its Quarterly Report on Form 10-Q for the quarter ended
September 30, 2006 and indicated that the Company would not be able to file such Quarterly Report in the extended time period for filing
provided by Rule 12b-25 under the Securities Exchange Act of 1934, as amended, due to the ongoing review of the Company s stock option
grant program.

On January 4, 2007, the Company announced that the special subcommittee of its Audit Committee completed its review of the Company s
historical stock option granting practices and related tax and accounting matters. In the course of its four month review, the special
subcommittee conducted an extensive investigation and evaluated all option grants made under the Company s 1996 Stock Option Plan, 1997
Director s Stock Plan and 2006 Incentive Compensation Plan. The special subcommittee determined that the Company used incorrect
measurement dates for financial reporting purposes with respect to a number of stock option grants made between 1996 and 2006 and
improperly accounted for the mispriced options under Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees
and FAS 123R, Share-Based Payment . As a result, the cumulative impact to the Company s financial results over this period totaled
approximately $35.7 million, the majority of which is non-cash in nature. The special subcommittee determined that these errors were the result
of date selection methods, internal control deficiencies and the misapplication of technical accounting provisions. The special subcommittee did
not find that these errors were the result of fraud, self-interest on the part of management or members of the Board of Directors or intent to
misstate the Company s financial statements.
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The Company believes that the impact of the above referenced error is immaterial to all prior periods. However, the cumulative amount would
be material to 2006 if corrected in the current year and, therefore, the Company will restate its financial statements for the years 2001 through
2005, each quarter in 2005 and the first quarter of 2006. All restatements will
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be reflected in this filing and future filings. The effect of this restatement on the years 2001 through 2005 is a reduction in net income of
approximately $5.3 million, $4.5 million, $4.1 million, $3.3 million and $4.9 million, respectively, representing an estimated percentage to net
income previously reported of 3.2%, 1.9%, 0.9%, 0.9% and 1.0%, respectively. The effect of this restatement on the first, second, third and
fourth quarters of 2005 and the first quarter of 2006 is a reduction in net income of approximately $1.7 million, $1.3 million, $1.1 million, $0.9
million and $1.9 million, respectively, resulting in a change to net income previously reported of approximately 2.1%, 0.9%, 0.7%, 0.8% and
2.7%, respectively.

The following tables set forth the effects of the restatement on certain line items within the Company s consolidated statements of income and
comprehensive income for the three and nine months ended September 30, 2005 (in thousands except per share amounts):

Three Months Ended Nine Months Ended
September 30,2005 September 30,2005 September 30, 2005  September 30, 2005
(as (as
reported) (as restated) reported) (as restated)
Salaries and other personnel costs $ 628,559 $ 629,012 $1,778,531 $ 1,780,071
Other operating expenses $ 460,366 $ 461,064 $1,237,713 $ 1,240,415
Interest $ 15,468 $ 15,647 $ 39,196 $ 39,603
Income before income taxes and minority interests $ 275,361 $ 274,031 $ 694,623 $ 689,974
Income taxes $ 101,100 $ 100,900 $ 255,600 $ 254,900
Income before minority interests $ 174,261 $ 173,131 $ 439,023 $ 435,074
Net income $ 149,122 $ 147,992 $ 367,777 $ 363,828
Comprehensive income $ 146,670 $ 145,540 $ 362,974 $ 359,025
Basic net income per share $ 156 $ 1.55 $ 3.92 $ 3.88
Diluted net income per share $ 151 $ 1.50 $ 3.79 $ 3.75
The following tables set forth the effects of the restatement on certain line items within the Company s consolidated balance sheet as of
March 31, 2006 and December 31, 2005 (in thousands):
As of As of
March 31, 2006 December 31, 2005
(as reported) (as restated) (as reported) (as restated)

Additional paid-in capital $ 917397 $ 961,812 $ 923,237 $ 956,720
Retained earnings $2,165,718 $2,130,159 $2,113,266 $ 2,078,969
Accounts payable and accrued liabilities $ 833,674 $ 840,817 $1,021,554 $1,027,893
Deferred income taxes $ 30,08 $ 23576 $ 18,534 $ 13,009

Note 3 Escrow Deposits

The Company administers escrow deposits as a service to its customers. Escrow deposits totaled $7.4 billion and $6.2 billion at September 30,
2006 and December 31, 2005, respectively, of which $671.8 million and $639.9 million were held at the Company s trust and thrift division. The
escrow deposits held at the Company s trust and thrift division are included in the accompanying consolidated balance sheets, with $142.1
million and $75.6 million included in cash and cash equivalents and $529.6 million and $564.3 million included in debt securities at

September 30, 2006 and December 31, 2005, respectively. The remaining escrow deposits were held at third party financial institutions. Trust
deposits totaled $3.2 billion and $3.0 billion at September 30, 2006 and December 31, 2005, respectively and were held at the Company s trust
division. Escrow deposits held at third party financial institutions and trust deposits are not considered assets of the Company and, therefore, are
not included in the accompanying consolidated balance sheets. However, the Company remains contingently liable for the disposition of these
assets.
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Note 4 Goodwill

A reconciliation of the changes in the carrying amount of goodwill, by operating segment, for the nine months ended September 30, 2006, is as
follows:

Balance as of

Balance as of Acquired Post

December 31, During the Acquisition September 30,
(in thousands) 2005 Period Adjustments 2006
Financial Services:
Title Insurance $ 582,542 $ 149,716 $ 2,144 $ 734,402
Specialty Insurance 19,794 19,794
Information Technology:
Mortgage Information 590,495 4,250 2,758 597,503
Property Information 277,694 (144) 277,550
Risk Mitigation and Business Solutions 622,087 40,621 2,520 665,228

$ 2,092,612 $ 194,587 $ 7,278 $ 2,294,477

The Company s reporting units, for purposes of applying the provisions of SFAS No. 142, Goodwill and Other Intangible Assets (SFAS 142), are
title insurance, home warranty, property and casualty insurance, trust and other services, mortgage origination products and services, mortgage
servicing products and services, property information services, lender services, data services, dealer services, employer services, multifamily
services and investigative and litigation services.

The Company tests goodwill for impairment at the reporting unit level at least annually in accordance with the provisions of SFAS 142. There
have been no impairments of goodwill during the nine months ending September 30, 2006. If an event occurs or circumstances change that
would more likely than not reduce the fair value of a reporting unit below its carrying value, goodwill will be evaluated between annual tests.

Note S Other Intangible Assets

Other intangible assets consist of the following:

September 30, December 31,
(in thousands) 2006 2005
Covenants not to compete $ 50,844 $ 47,696
Customer lists 254,151 212,375
Trademarks and licenses 48,123 44213
353,118 304,284
Accumulated amortization (86,478) (57,167)
$ 266,640 $ 247,117

Amortization expense for other finite-lived intangible assets, with definite lives ranging from three to ten years, was $29.5 million and $17.6
million for the nine months ended September 30, 2006 and 2005, respectively.

Estimated amortization expense for other finite-lived intangible assets anticipated for the next five years is as follows:
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(in thousands)

Year
Remainder of 2006
2007
2008
2009
2010
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$11,217
$ 40,893
$37,158
$ 35,472
$ 33,147
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Note 6 Earnings Per Share

(in thousands, except per share amounts)

Numerator:

Net Income - numerator for basic net income per share

Effect of dilutive securities convertible debt - interest expense (net of tax)
Effect of subsidiary potential dilutive shares

Net Income - numerator for dilutive net income per share

Denominator:

Weighted average shares-denominator for basic net income per share
Effect of dilutive securities:

Employee stock options and restricted common shares

Convertible debt

Denominator for diluted net income per share
Basic net income per share

Diluted net income per share

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2006 2005 2006 2005

(as restated) (as restated)

$90,429 $ 147,992 $183,705 $ 363,828
190 209 586 644
(13) (489)

$90,606 $ 148201 $183,802 §$ 364472

96,054 95,341 96,159 93,852
1,853 2,784 2,125 2,795
575 643 594 660
98,482 98,768 98,878 97,307

$ 094 $ 155 $ 191 § 3.88

$ 092 $ 150 $ 186 $ 3.75

For the three and nine months ended September 30, 2006, 1.0 million and 0.9 million stock options, respectively, were excluded from the
computation of diluted earnings per share due to their antidilutive effect. For the three months ended September 30, 2005, there were no
antidilutive stock options that were excluded from the computation of diluted earnings per share. For the nine months ended September 30,
2005, six thousand stock options were excluded from the computation of diluted earnings per share due to their antidilutive effect.

Note 7 _Employee Benefit Plans

Net periodic pension cost for the Company s defined benefit pension and supplemental benefit plans includes the following components:

(in thousands)

Expense:

Service Cost

Interest Cost

Expected return on plan assets
Amortization of prior service cost (benefit)
Amortization of net loss

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2006 2005 2006 2005

$ 2454 $ 4201 $ 7364 $ 12,614
7,380 6,258 22,146 18,702
4,571)  (4262)  (13,712)  (12,787)

6 (398) 19 (1,189)
4,019 2,940 12,060 8,877

$ 9288 $ 8739 $ 27877 $ 26217

The Company has contributed $34.5 million to its pension plans for the nine months ended September 30, 2006 and expects to contribute an
additional $9.0 million during the remainder of 2006. These contributions are both those required by funding regulations as well as benefit
payments to participants of certain of the Company s non-qualified supplemental benefit plans.
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Note 8 Share-Based Compensation

On May 18, 2006, the Company s shareholders voted to approve the Company s 2006 Incentive Compensation Plan, which was previously
approved by the Board of Directors. Eligible participants in the plan include the Company s directors and executive officers, as well as other
employees of the Company and certain of its affiliates. The plan permits the grant of Stock Options, Stock Appreciation Rights, Restricted
Stock, Restricted Stock Units, Performance Units, Performance Shares and Other Stock-Based Awards. Under the terms of the Plan, 4,700,000
Company Common shares can be awarded, subject to certain annual limits on the amounts that can be awarded based on the type of award
granted. The plan terminates 10 years from the effective date unless cancelled prior to that date by the Company s Board of Directors.

Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123R, Share-Based Payment (SFAS 123R),
which establishes standards for share-based awards for employee services and requires companies to expense the grant-date fair value of these
awards (with limited exceptions) over the requisite employee service period. SFAS 123R has two transition method applications to choose from
and the Company selected the modified-prospective method, under which prior periods are not revised for comparative purposes. Share-based
compensation expense included in salaries and other personnel costs recognized during the three and nine months ended September 30, 2006

was $5.7 million or $0.04 per diluted share and $21.0 million or $0.14 per diluted share, respectively. This amount includes expense for all
share-based payments granted prior to, but not yet vested as of December 31, 2005 as well as share-based awards granted during the nine months
ended September 30, 2006.

Pro forma net income and earnings per share for the three and nine months ended September 30, 2005, had the Company determined
compensation expense based on the fair value of the stock options at grant date, are as follows:

For the Nine Months
For the Three Months
Ended Ended
September 30, September 30,
(in thousands, except per share amounts) 2005 2005
(as restated) (as restated)

Net income:
Net income, as restated $ 147,992 $ 363,828
Add: APB No. 25 compensation recognized, net of tax 294 1,001
Less: stock based compensation expense, net of tax 2,724) (8,404)
Pro forma net income $ 145,562 $ 356,425
Earnings per share:
As restated
Basic $ 1.55 $ 3.88
Diluted $ 1.50 $ 3.75
Pro forma
Basic $ 1.53 $ 3.80
Diluted $ 1.48 $ 3.67

Commencing with the effective date, the Company transitioned from the Black-Scholes option model to a binomial lattice model to estimate the
fair value of new employee stock options on the date of the grant. The Company believes that the binomial lattice option pricing model provides
a more refined estimate of the fair value of the stock options. Options granted prior to January 1, 2006 were valued using the Black Scholes
option-pricing model. The following assumptions were used in valuing the options granted during the nine months ended September 30, 2006
and 2005:

For the Nine Months

Ended September 30,
2006 2005
(as restated)

Table of Contents 19



Edgar Filing: FIRST AMERICAN CORP - Form 10-Q

Risk free average interest rate 4.53%
Dividend yield 1.67%
Volatility 25%
Expected life (years) 4.45
Weighted average grant-date fair value for options granted $9.60
Weighted average grant-date fair value for options vested $8.65

4.62%

1.96%

40%
5.64
$ 13.86
$ 8.23

These assumptions are based on multiple factors, including historical patterns, post-vesting termination rates, expected future exercise patterns
and the expected volatility of the Company s stock price. Expected volatility is based on historical and implied volatilities. The risk-free interest

rate is the imputed forward rate based on the US Treasury yield at the date of grant.

11

Table of Contents

20



Edgar Filing: FIRST AMERICAN CORP - Form 10-Q

Table of Conten

The expected term of options granted is derived from the output of the lattice model and represents the period of time that options granted are
expected to be outstanding. Forfeitures are estimated at the date of grant based on historical experience. Prior to the adoption of SFAS 123R, the
Company recorded forfeitures as they occurred for purposes of estimating pro forma compensation expense under SFAS 123. The impact of
forfeitures is not material.

As of September 30, 2006, there was $18.9 million of total unrecognized compensation cost related to non-vested stock options that is expected
to be recognized over a weighted-average period of 1.24 years. In addition, the Company s publicly-traded subsidiary, First Advantage
Corporation, has $12.5 million of total unrecognized compensation cost related to non-vested stock options that is expected to be recognized
over a weighted-average period of 1.6 years. Cash received from the exercise of stock options for the nine months ended September 30, 2006
and 2005 totaled $5.8 million and $39.4 million, respectively.

The following table summarizes stock option activity related to the Company s plans for the nine months ended September 30, 2006:

Weighted-average Average remaining Aggregate
Number
outstanding exercise price life in years intrinsic value
(in thousands, except weighted-average exercise price)

(as restated) (as restated)
Balance at December 31, 2005 5,935 $ 25.41
Granted during 2006 695 $ 43.32
Exercised during 2006 (323) $ 18.40
Forfeited during 2006 (86) $ 22.89
Balance at September 30, 2006 6,221 $ 27.81 5.9 $ 94,535
Vested and expected to vest at September 30, 2006 6,212 $ 27.54 5.9 $ 94,455
Exercisable at September 30, 2006 3,352 $ 21.78 4.0 $ 69,220

Total intrinsic value of options exercised for the nine months ended September 30, 2006 and 2005 was $7.6 million and $45.4 million,
respectively. This intrinsic value represents the difference between the fair market value of the Company s common stock on the date of exercise
and the exercise price of each option.

Nonvested stock option activity for the nine months ended September 30, 2006 is as follows:

Weighted-average
grant-date

Shares fair value
(in thousands, except weighted-

average grant-date fair value)

(as restated) (as restated)
Nonvested options outstanding at December 31, 2005 3,081 $ 12.04
Granted during 2006 695 $ 9.60
Vested during 2006 (878) $ 11.28
Forfeited during 2006 30) $ 11.23
Nonvested options outstanding at September 30, 2006 2,868 $ 11.70
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In addition to requiring companies to recognize the estimated fair value of share-based payments in earnings, SFAS 123R modified the
presentation of tax benefits received in excess of amounts determined based on the compensation expense recognized. For periods after adopting
SFAS 123R under the modified prospective method, such benefits are presented in the statement of cash flows as a financing activity rather than
an operating activity.

The Company has an employee stock purchase plan that allows eligible employees to purchase common stock of the Company at 85% of the
closing price on the last day of each month. Under the provisions of SFAS 123R, the Company recognized an expense of $1.2 million for the
nine months ended September 30, 2006.

The impact of the adoption of SFAS 123R of the Company s consolidated publicly-traded subsidiary, First Advantage, have been included in the
Company s consolidated financial statements. Disclosures related to the assumptions used by First Advantage to value its stock options have not
been included and can be found in its Form 10-Q for the corresponding period.
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Note 9 Business Combinations

During the nine months ended September 30, 2006, the Company completed 44 acquisitions. These acquisitions were not material, individually
or in the aggregate. Of these acquisitions 34 have been included in the Company s title insurance segment, 1 in the Company s mortgage
information segment and 9 in the Company s risk mitigation and business solutions segment. The aggregate purchase price for the 35 acquisitions
included in the Company s title insurance and mortgage information segments was $110.4 million in cash, $78.1 million in notes payable and
806,400 shares of the Company s common stock valued at $31.9 million. The 9 acquisitions included in the Company s risk mitigation and
business solutions segment were completed by the Company s publicly-traded subsidiary, First Advantage Corporation. The aggregate purchase
price for these acquisitions was $31.0 million in cash, $5.6 million in notes payable $3.2 million in deferred payments and 411,300 shares,
valued at $9.7 million, of First Advantage s class A common stock. In accounting for the First Advantage shares issued in these acquisitions, the
Company recorded a pretax gain of $8.9 million. The purchase price of each acquisition was allocated to the assets acquired and liabilities
assumed using a variety of valuation techniques including discounted cash flow analysis. As a result of the 44 acquisitions, the Company
recorded approximately $195.5 million of goodwill and $45.9 million of intangible assets with definite lives.

The Company is awaiting information necessary to finalize the purchase accounting adjustments for these acquisitions and the final purchase
price allocations could change the recorded assets and liabilities. However, any changes are not expected to have a material effect on the
Company s financial statements as of, or for the period ended September 30, 2006.

In addition to the acquisitions discussed above, the Company also purchased the remaining minority interests in 4 companies already included in
the Company s consolidated financial statements and an equity interest in 6 companies. The total purchase price of these transactions was $29.8
million in cash and $2.0 million in notes.

Note 10 _Segment Information

The Company has five reporting segments that fall within two primary business groups, financial services and information technology.
Commencing in the second quarter of 2006, the Company began allocating certain expenses which had previously been reported as corporate
expenses to the title insurance, specialty insurance, mortgage information and property information segments. These expenses include costs
associated primarily with a supplemental employee retirement plan, stock option expense and certain general expenses. The expenses associated
with the supplemental retirement plan and the stock option plan were allocated to each segment based on actual costs. The allocation of certain
general expenses was made to the title insurance and specialty insurance segments based on their proportionate contribution to net operating
revenues (operating revenues less agent retention, if applicable). Specifically, those segments were allocated corporate expenses in an amount
equal to one percent of their respective net operating revenues. The mortgage and property segments had been receiving corporate expense
allocations in an amount equal to one percent of their respective net operating revenues; therefore, no additional allocation was made to these
segments. Certain 2005 amounts have been reclassified to conform to the 2006 presentation. The financial services group includes the
Company s title insurance and services segment and its specialty insurance segment. The information technology group includes the mortgage
information, property information and risk mitigation and business solutions segments. Selected financial information by reporting segment is as
follows:
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For the three months ended September 30, 2006:

(in thousands)

Financial Services:

Title Insurance and Services
Specialty Insurance

Information Technology:

Mortgage Information

Property Information

Risk Mitigation and Business Solutions

Corporate
Eliminations

For the three months ended September 30, 2005:

(in thousands)

Financial Services:
Title Insurance and Services
Specialty Insurance

Information Technology:
Mortgage Information
Property Information
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Revenues

$ 1,595,810
83,111

1,678,921

129,946
162,432
212,914

505,292

2,184,213
1,008
(17,249)

$2,167,972

Revenues

$ 1,618,340
78,873

1,697,213

153,616
146,722

Income (loss)
before