
2007 2006 2005

Revenues and other income $ 1,154,895,000 $ 862,672,000 $ 689,883,000

Net securities gains $ 95,641,000 $ 117,159,000 $ 208,816,000

Income (loss) from continuing operations 
before income taxes and equity in income (losses) 
of associated companies $ (57,088,000) $ 133,820,000 $ 134,435,000

Income tax (benefit) provision $ (559,771,000) $ 41,771,000 $ (1,131,038,000)

Equity in income (losses) of associated 
companies, net of taxes $ (21,875,000) $ 37,720,000 $ (45,133,000)

Income from continuing operations $ 480,808,000 $ 129,769,000 $ 1,220,340,000

Income (loss) from discontinued operations, 
net of taxes $ 159,000 $ (3,960,000) $ 115,329,000

Gain on disposal of discontinued operations,
net of taxes $ 3,327,000 $ 63,590,000 $ 300,372,000

Net income $ 484,294,000 $ 189,399,000 $ 1,636,041,000

Earnings (loss) per common share:

Basic: Income from continuing operations $ 2.20 $ .60 $ 5.66

Income (loss) from discontinued operations $ - $ (.02) $ .54

Gain on disposal of discontinued operations $ .02 $ .30 $ 1.39

Net income $ 2.22 $ .88 $ 7.59

Diluted: Income from continuing operations $ 2.09 $ .60 $ 5.34

Income (loss) from discontinued operations $ - $ (.02) $ .50

Gain on disposal of discontinued operations $ .01 $ .27 $ 1.30

Net income $ 2.10 $ .85 $ 7.14

Total assets $ 8,126,622,000 $ 5,303,824,000 $ 5,260,884,000

Cash and investments $ 4,216,690,000 $ 2,657,021,000 $ 2,687,846,000

Common shareholders’ equity $ 5,570,492,000 $ 3,893,275,000 $ 3,661,914,000

Book value per common share $ 25.03 $ 18.00 $ 16.95

Cash dividends per common share $ .25 $ .25 $ .13

Financial Highlights
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Book Value
Per Share

Book Value
% Change

% Change in
S&P 500 with

Dividends
Included

Market 
Price 

Per
Share

Market
Price %
Change Equity  

Net 
Income 

(Loss)

Return on
Average

Equity

(a) A negative number cannot be compounded; therefore, we have used 1979.
(b) Reflects a reduction resulting from dividend payments in 1999 totaling $811.9 million or $4.53 per share.
(c) Reflects the recognition of $1,135.1 million of the deferred tax asset or $5.26 per share.
(d) Reflects the recognition of $542.7 million of the deferred tax asset or $2.44 per share.

(Dollars in thousands, except per share amounts)

Leucadia National Corporation Scorecard

1978 ($0.04) NA NA $0.01 NA ($7,657) ($2,225) NA

1979 0.11 NM 18.2% 0.07 600.0% 22,945 19,058 249.3%

1980 0.12 9.1% 32.3% 0.05 (28.6%) 24,917 1,879 7.9%

1981 0.14 16.7% (5.0%) 0.11 120.0% 23,997 7,519 30.7%
1982 0.36 157.1% 21.4% 0.19 72.7% 61,178 36,866 86.6%
1983 0.43 19.4% 22.4% 0.28 47.4% 73,498 18,009 26.7%

1984 0.74 72.1% 6.1% 0.46 64.3% 126,097 60,891 61.0%
1985 0.83 12.2% 31.6% 0.56 21.7% 151,033 23,503 17.0%

1986 1.27 53.0% 18.6% 0.82 46.4% 214,587 78,151 42.7%

1987 1.12 (11.8%) 5.1% 0.47 (42.7%) 180,408 (18,144) (9.2%)

1988 1.28 14.3% 16.6% 0.70 48.9% 206,912 21,333 11.0%
1989 1.64 28.1% 31.7% 1.04 48.6% 257,735 64,311 27.7%

1990 1.97 20.1% (3.1%) 1.10 5.8% 268,567 47,340 18.0%
1991 2.65 34.5% 30.5% 1.79 62.7% 365,495 94,830 29.9%

1992 3.69 39.2% 7.6% 3.83 114.0% 618,161 130,607 26.6%
1993 5.43 47.2% 10.1% 3.97 3.7% 907,856 245,454 32.2%
1994 5.24 (3.5%) 1.3% 4.31 8.6% 881,815 70,836 7.9%
1995 6.16 17.6% 37.6% 4.84 12.3% 1,111,491 107,503 10.8%

1996 6.17 0.2% 23.0% 5.18 7.0% 1,118,107 48,677 4.4%

1997 9.73 57.7% 33.4% 6.68 29.0% 1,863,531 661,815 44.4%
1998 9.97 2.5% 28.6% 6.10 (8.7%) 1,853,159 54,343 2.9%

1999 6.59(b) (33.9%) 21.0% 7.71 26.4% 1,121,988 (b) 215,042 14.5%

2000 7.26 10.2% (9.1%) 11.81 53.2% 1,204,241 116,008 10.0%

2001 7.21 (0.7%) (11.9%) 9.62 (18.5%) 1,195,453 (7,508) (0.6%)

2002 8.58 19.0% (22.1%) 12.44 29.3% 1,534,525 161,623 11.8%
2003 10.05 17.1% 28.7% 15.37 23.6% 2,134,161 97,054 5.3%

2004 10.50 4.5% 10.9% 23.16 50.7% 2,258,653 145,500 6.6%

2005 16.95 61.4% 4.9% 23.73 2.5% 3,661,914(c) 1,636,041 55.3%
2006 18.00 6.2% 15.8% 28.20 18.8% 3,893,275 189,399 5.0%
2007 25.03 39.1% 5.5% 47.10 67.0% 5,570,492 (d) 484,294 10.2%

CAGR
(1978-2007)(a) 9.9% 33.9%

CAGR 
(1979-2007)(a)    21.4% 9.8% 26.2% 21.7%
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To Our Shareholders

In 2007, Leucadia reported $484.3 million in after tax income ($2.10 per share, fully diluted). We
lost $88.3 million from continuing operations pre-tax1 and had non-cash income of $542.7 million
by bringing into income part of our deferred tax asset.2 In the confusing world of GAAP,3 in a year
where we lost money, did not harvest any major gains and all of our reported income came from tax
savings on income we have yet to earn, net worth went up 43%, principally from marking to market
our investment in one security. The chart below reconciles the increase in net worth for 2007.

(In millions)

Net increase in unrealized gain on investments 
after taxes (largely Fortescue Metals Group Ltd) $ 959.9

Net income (includes $542.7 million of deferred tax asset) 484.3

Stock sale (5.5 million common shares) 242.0

Less: Dividends paid (55.6)

Other 46.6

Increase in net worth $ 1,677.2

To sum up as we see it: 2007 was a mediocre year in which (a) the combination of operating
company earnings, corporate overhead and security gains were negative and (b) interest on our cash
hoard was less than the interest due on our corporate debt. We also had mark to market losses in
several limited partnership investments. Time will tell whether they recover. Fortunately our
investments in our two mining ventures described below are progressing very well and we have
potential profits in both, only some of which has already been recognized in shareholders’ equity. 
See the scorecard footnotes to the left for the history of the deferred tax asset.

Run Spot Run

What follows is our oversimplified version of what has happened to the world over the last 30 years.

In 1988, one of us, with children, took a trip up the Amazon River on a flat bottom boat. After a
week of travel, as the river grew shallower and narrower, we rounded a bend. There ahead, someone
had cleared an open space where a small village resided. We disembarked to investigate.

Off in the distance a familiar sound could be heard. With the village children in tow we followed a
path into the jungle. There was a small Sony generator, a TV and a moveable satellite dish that a
scientific team left behind years before. Using this equipment, the inhabitants of the village were
watching CNN.

Letter from the Chairman and President

1 The sum of loss from continuing operations before income taxes ($57.1 million), loss of associated companies, net of taxes
($21.9 million) and the tax benefit that reduced the associated companies loss ($9.3 million). 

2 The deferred tax asset is the tax benefit resulting from the future utilization of a $5.1 billion net operating loss carry forward
which we retained when we sold the assets of WilTel in 2005. There is still about $300 million of deferred tax asset remaining
to be recognized in the appropriate circumstances. For more information on our tax position please visit 
pages F-32 to F-34 of our 2007 10-K.

3 GAAP stands for generally accepted accounting principles in the U.S.
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Even people living in the jungle eking out a subsistence living were watching television and
vicariously experiencing the abundance of the Northern Hemisphere. Governments in every part of
the world have responded to the rising expectations of their populations. China, despite being a
dictatorship, has devised ways for its population to raise its standard of living by becoming the low
cost manufacturing center of the world. India has followed a slightly different path, but there too
living standards are rising at a dramatic rate. These two countries alone account for one-third of the
earth’s population and adding in the rest of Asia over half. The demand generated by the growth of
Asia accounts for the dramatic increase in commodity prices that we are all experiencing and
reading about in the newspapers. 

This prologue explains why we have ended up doing well with our investments in two mining
companies. A great deal of steel and copper is required to supply and build the infrastructure for 3.7
billion people. The growth story in Asia is continuing and in the future we may be looking for more
opportunities to participate, whether inside or outside the U.S. 

Our Name

We have been asked numerous times from whence the name Leucadia appeared. Thirty years ago in
the summer, one of us, then age 37 was elected Chairman of Talcott National Corporation, the other,
then age 34 became President shortly thereafter. Talcott’s existence goes back to 1854. We have
documents showing that, during the Civil War, Talcott financed socks for the Union Army.

Talcott became listed on the New York Stock Exchange in 1937 and evolved into a finance company
with four businesses: consumer finance, commercial finance, factoring and real estate. Interest rates
were very high and imprudent real estate investments left the Company with a negative net worth
and lots of debt. That is when we jumped where others had feared to tread!

On May 27, 1980, we sold Talcott’s factoring business, James Talcott Factors, Inc., to Lloyds and
Scottish Limited, a joint company of Lloyds Bank and the Royal Bank of Scotland. James Talcott
was a name long associated with factoring and the buyers wanted the name. After a spirited
negotiation, we were paid more money but were left nameless.

We had suspected this might be the outcome and had been trying to register names acceptable to
New York State. There have been lots of names filed in New York since the Indians sold Manhattan
Island. Driving north on Route 5 from San Diego, California, we passed a big green sign “Leucadia
Next Exit”, so decided to try Leucadia. It was immediately approved.

The word Leucadia is of Greek origin. Lefkadia (Leucadia) is one of the Ionian Islands and has a
long and colorful history. 

Iron Ore—a primer

Iron ore is found in varying quantities and concentrations all over the world, including in China and
India, but not in sufficient quantities to meet their growing needs. The biggest producers of seaborne
iron ore are Brazil and the Pilbara region of Western Australia. Three iron ore producers—Vale
(formerly known as CVRD) from Brazil, and BHP Billiton and Rio Tinto from the Pilbara, have
come to dominate the market for seaborne iron ore, collectively accounting for approximately 70%
of global supply. Seaborne iron ore is, not surprisingly, ore which has to travel by sea from the mine
to the steel mill customer.
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The benchmark contract price for seaborne iron ore is set annually through direct negotiations between
the big three iron ore producers and the world’s largest steel mills. This year Vale, the biggest producer
of seaborne iron ore, reached agreements with steel mills in China, Japan and Korea that set its
benchmark price for April 2008 through March 2009 at an increase of 65%-71% over the 2007 price
(depending on iron concentration). In previous years the Australian iron ore producers would have
accepted the same benchmark price, but this year the Australians are holding out for a higher price.
Why?

For decades iron ore prices in real terms followed a long-term downward trend (see below). 
This resulted in companies and investors not spending capital to develop new reserves and mining
capabilities. But since 2003, driven by China’s surging iron ore appetite, prices have been increasing
and producers have been unable to keep up with this demand. Global demand for seaborne iron ore in
2007 was 788 million tonnes, of which China represented 48% of the total, compared with 16% in
2000 and 11% ten years ago. Iron ore prices have reacted to this supply deficit: in 2003 the contract
benchmark price increased by 9%, followed by 18.6% in 2004, 71.5% in 2005, 19% in 2006, and 9.5%
in 2007. Naturally, increased demand and stagnant supply led to shortages, resulting in increased prices. 

Having failed to anticipate China’s surging demand the iron ore producers have now been frantically
investing to build supply. The shortage worsened in 2007 as India imposed iron ore export tariffs
which contributed to soaring iron ore spot prices. In the first few months of 2008, spot prices were
170% above the 2007 benchmark price. This supply imbalance and soaring iron ore spot price is what
allowed Vale to secure such a large price increase for 2008.

The ocean freight market was similarly caught off guard. There were not enough iron ore freighters 
in the fleets to meet the needs of the mills. Shipping rates tripled in 2003, and for longer routes 
(such as Brazil to China), they have since doubled again. This has created a transport cost advantage 
of as much as $40-$50 per tonne for Australian iron ore compared to iron ore shipped from Brazil.
Historically, this differential was in the $3-$5 per tonne range.

Rio Tinto and BHP Billiton want a freight premium to reflect Australia’s relative proximity to China.
They argue that the Chinese steel mills are effectively paying significantly more for Vale’s Brazilian
iron ore than theirs once you factor in freight costs. The Australians want to capture some of this
differential. The Chinese mills are not eager to pay and, at this writing, have yet to settle on a price for
2008 Australian iron ore.

Real and Nominal Iron Ore Prices*
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Stacy Clark is the winemaker at Pine Ridge. This year we celebrate her 25th year at Pine Ridge and
her 20th year as the winemaker. She is the soul of Pine Ridge!

Anna Matzinger has been the winemaker at Archery Summit since 2002. Leigh Bartholomew, the
viticulturalist,10 has been at Archery Summit since 2000. These two are the angel brigade that has
managed to make Archery Summit a Pinot Noir recognized the world over. Recently, one of us hiked
up to the top of a hill in Positano, Italy and at an osteria found a bottle of Archery Summit on the
wine list to enjoy with pasta primavera. 

Winemakers and viticulturalists labor long and hard in the vineyards and caves. Through good
seasons and bad, they put their hearts and souls into making the best possible wines. To our delight,
and to the delight of our customers, they have been remarkably successful. Winemaking is part
chemistry, but mostly artistic. We could not be happier with the results.

Depending upon your state liquor laws, 35 states now allow you to order our wine on the Internet
and have it shipped to you (www.pineridgewinery.com or www.archerysummit.com) or join our
Wine Clubs and receive periodic delicious libations.

Visit the wineries in person and enjoy the tasting room experience. Shareholders of Leucadia 
receive a 20% discount—on the honor system. Call Pine Ridge at (800) 575-9777 or Archery Summit
at (800) 732-8822. Call ahead to arrange to take a tour of the facilities.

Remember, wine is food, and we think red wine leads to longevity!

Medical Products

Sangart11 

At December 31, 2007, the Company owned approximately 87% of Sangart, a biopharmaceutical
company that has been working for many years developing an oxygen transport agent as a substitute
for whole blood. Through the end of 2007, we had invested $97.7 million in Sangart. Blood
substitutes have had a difficult time. Several companies have failed, some spectacularly, where
people have died. We began financing Sangart in 2003 which was then as now, led by Dr. Robert
Winslow, its founder. 

The company has completed five Phase I and Phase II human clinical trials. Phase I trials begin to
test that the product is safe and Phase II trials begin to determine if the product is potentially
efficacious. In February 2007, we commenced two Phase III trials. Phase III trials are designed to
demonstrate in a larger, statistically sound group of patients that the product, Hemospan®, is safe and
effective in preventing and treating low blood pressure during surgery and in reducing post-operative
complications. The Phase III studies are being conducted in six countries in Europe. Enrollment will
total 830 patients.

If the trials are successful, we will apply to the European authorities to market the product and then
make a similar application in the U.S. So far so good! For more information about Sangart and
Hemospan, visit its website at www.sangart.com.

It is noteworthy that the signatories to this letter tell themselves they do not do start-ups! Further
evidence of the frailty of mankind.

10 Farmer.
11 Sangart: a word derived from the merger of “sanguis”, Latin for blood, and “artificial”, English.
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Chakshu12 

In August 2005, Leucadia made a $10 million investment for a 20% stake in another early stage,
specialty pharmaceutical company called Chakshu Research (www.chakshu.com). Chakshu is
currently developing prescription eye drops to address the symptoms of early stage cataracts. With
baby boomers increasingly growing older, we believe a product that addresses age-related vision loss
is attractive. Studies have indicated that approximately 90 million Americans suffer from cataracts
but less than 40 million have been diagnosed. Since only mature cataracts are recommended for
surgery, just 1.4 million Americans had cataract surgery in 2005.

FDA Phase I/II clinical trials commenced in January 2006 with 105 patients enrolled. The studies are
“double masked”. This means that some patients receive the drug while others get a placebo,13 but 
it is a secret who received which until the end of the trial. In April 2007, when the trial ended and
the results were unmasked, it turned out the drug won, but not by a statistically significant margin.

To make it short, the scientific-types decided that a larger trial is needed to begin to prove the
efficacy of the drug. Tune in again next year for the next chapter.

ResortQuest

ResortQuest was acquired during 2007 for $11.9 million in cash. The company is headquartered in
Fort Walton Beach, Florida on the Panhandle and manages vacation rentals for the owners of 7,766
units. We provide marketing services for their units, housekeeping, routine maintenance and other
services. We also manage the front desk of many of the buildings where our owners’ properties are
located and provide check in and concierge services in some of these buildings as well. Our
managed units are principally located in Florida and on the East Coast, and at various ski resorts
including Aspen, Vail and Telluride. Our managed inventory varies from modest to luxurious and
includes both condos and homes. 

When we purchased ResortQuest the company was disheveled and almost bedridden. To repair the
damage we brought back as CEO, Park Brady, one of the original founders of the company. Since
our acquisition we have invested heavily in keeping and attracting owners, in expanding our internet
presence and reducing unnecessary corporate expenses. 

Since acquisition the company has lost $6.5 million, but seems back on track to a successful
turnaround. The task at hand is to satisfy our owners and guests and to regain units lost to
competitors during the course of the previous ownership. We think the current oversupply of condos
in Florida will provide us with opportunities to increase our managed inventory of desirable units 
in attractive locations. 

Looking for a delightful vacation spot? Go to www.resortquest.com and look around. Zalman Jacobs
and Luis Medeiros found this small diamond.

12 Eye in Sanskrit.
13  Placebo: a pill, medicine, etc., prescribed for psychological reasons but having no physiological effects, The Concise 

Oxford Dictionary.
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Energy Sector

We have three investments described below which are all related to the price and availability of
energy here in the U.S. This is a very complicated subject and we are not experts, but we believe
that for many reasons high energy prices are here to stay. On an inflation adjusted basis oil is still
relatively cheap and domestic gas is very cheap compared to oil. The growth of the Asian economies
is creating more and more demand for energy which will need to be satisfied. Many financial
investors think that by diversifying their portfolios to include commodities (of which important ones
are oil and gas) that they can reduce volatility in their portfolios and improve performance. This has
created investment demand for all major commodities, including oil and gas. Lastly, there is a theory
that the Earth may have reached the point of peak oil,14 a time at which the world’s oil supply
reaches its highest sustainable output. We do not know if this theory is correct, but it is certainly
thought provoking and worrisome. 

Goober Drilling

In April 2006, we met Chris McCutchen and John Special, owners of Goober Drilling, a small land
based contract oil and gas drilling operation with 11 operating drilling rigs based in Stillwater,
Oklahoma. Suspecting an increase in oil and gas prices and aware of the steadily depleting number
of land rigs, they ordered 18 new rigs.15 They did not have the cash to pay for them and ended up in
our offices in search of money. As it turned out, their intuition was correct and drilling rigs became
in high demand, supply was low and per diem rates were rising. By the time we closed on the
purchase of 30% of Goober Drilling, there was a year’s waiting list for the construction of new rigs.
Chris and John’s prescience was well founded.

Goober Drilling provides services to oil and natural gas exploration and production companies in 
the Mid-Continent Region of the U.S., primarily in Oklahoma and Texas. The majority of wells
drilled are in search of natural gas. Goober Drilling generates revenues through contracts based on
daily rates, supplies the rigs and all ancillary equipment and personnel, and with a fleet of large
trucks moves the rigs to the next location.

Goober Drilling now has 36 rigs, 25 of which were constructed after April 2006. The growth in the
company has challenged management. Head count grew from 400 to 1,000 as the company managed
a $260 million capital expansion. It has been difficult at times, but progress is being made. Goober
Drilling’s excellent reputation has not changed and the company’s rigs, new and powerful, are in
high demand, as are their efficient crews.

Supply and demand are in our favor now, but as rig counts continue to rise, day rates will inevitably
come down. We have to be very careful in the face of increasing costs and competition. Our first
goal is to pay off all of Goober Drilling’s debt and to accumulate a war chest. This is a boom or bust
business.

Our equity ownership has increased to 50% and our total cash investment is $276 million, of which
$171 million is loaned to Goober Drilling at profitable rates. At the time of this writing, gas prices
are high with prices trending higher and we are hoping for an excellent year in 2008. Gas prices
though are famously fickle.

14 Twilight in the Desert: The Coming Saudi Oil Shock and the World Economy by Matthew R. Simmons.
15 Nationwide the number of land based oil and gas drilling rigs peaked in 1982 at 5,139; at December 31, 2007, there were 2,598.
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Louisiana Gasification Project

For many years Tom Mara and his team have been working on developing a petroleum coke
gasification project at the Port of Lake Charles located in Lake Charles, Louisiana. The project is
being designed to produce synthetic natural gas and hydrogen along with several byproducts using
petroleum coke as the feedstock. In April 2008, $1 billion of tax exempt Gulf Opportunity Zone
Bonds were sold in support of the project; total construction cost is estimated to be $1.6 billion. The
bonds are collateralized by the project’s revenues but are not guaranteed by or have recourse to
Leucadia. Our wholly owned subsidiary and beneficiary of the financing, Lake Charles Cogeneration
LLC, expects to begin construction in 2009 once permits are received and certain other conditions of
the financing agreement are satisfied. As we get further along with development, more details will
follow. Tom and his team are working on several other energy projects.

Liquefied Natural Gas

In January 2007, Leucadia acquired from Calpine Corporation a leasehold interest and certain
permits to construct and operate an onshore liquefied natural gas (“LNG”) receiving terminal. The
facility will be located on the Skipanon Peninsula near the confluence of the Skipanon River and the
Columbia River in Warrenton, Clatsop County, Oregon. Additional state and local permits have yet
to be issued and FERC (Federal Energy Regulatory Commission) has to issue a license. We are a
year into this process. When ready to go, the project is expected to cost about $1.3 billion in today’s
dollars. As with the Lake Charles project, when we get further along we will provide more details.
At present there is not much demand for the importation of LNG into the U.S., but this will change
when and if U.S. natural gas prices get closer to the price of natural gas in Asia, which at present is
much higher. For the time being natural gas producers are making more money selling gas in Asia
rather than importing it into the U.S. 

Real Estate

At December 31, 2007, our domestic real estate properties had a book value of $225.4 million, up
from $176.7 million the previous year.

• An office building in Tulsa, Oklahoma, previously the headquarters of WilTel Communications,
stayed behind when the company was sold to Level 3. The building was sold to the City of
Tulsa in 2007 for net cash proceeds of $53.5 million, which resulted in a small gain.

• Our 104 acre development in Myrtle Beach, South Carolina is substantially completed.
The site is a large scale mixed-use project with residential, retail and commercial space 
(see www.marketcommonmb.com). 

• 76 acres in Islesboro Island, Maine plus 120 acres in Rockport, Maine. Both have submitted
plans for upscale residential subdivisions.

• 15 acres of unentitled air rights above the railway track behind Union Station and next to the
Capitol in Washington, D.C. We are planning to submit a planned unit development
application for zoning permission of up to 3 million square feet of mixed use development.

• A 71,000 square foot operating shopping center on Long Island, New York.

• A 540 acre parcel in San Miguel County, Colorado, next to the Telluride Ski Resort. 

12
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• In October 2007, the Company entered into an agreement to purchase 708 acres of land which
is now the airport in Panama City, Florida. We have $56.5 million in escrow and title will pass
to us when a new airport on another site is complete. We keep the interest on the escrow.
Hopefully, by the time we are ready to develop this parcel the vast oversupply of houses and
condos in process or already built on the Florida Panhandle will have been absorbed. This is a
great piece of land.

• We are partners in the Brooklyn Renaissance Plaza in Brooklyn, New York, and own 26% of a
665 room Marriott Hotel and 61% of an 800,000 square foot high rise office building with a
1,100 parking space garage.

• Leucadia owns 30% of the outstanding common stock of HomeFed Corporation. The undersigned
own 16.3% of HomeFed. HomeFed is a public company engaged in the land development
business in California. The stock symbol is HOFD on the NASD.OTC Bulletin Board. One of
us is the Chairman.

Our approach to real estate is strictly tactical. If it looks like there is an opportunity to make a good
return over an extended holding period, we may proceed to a purchase. Current market gyrations
exemplify the dangers of owning non-income producing real estate with borrowed money!

Money and Other Things

At December 31, 2007, Leucadia had almost $3.8 billion of cash and investments to meet its
liquidity and investment needs. Included in that amount is $1.8 billion of FMG common stock.

During 2007, Leucadia and Jefferies & Company, Inc. formed JHYH (Jefferies High Yield
Holdings), a successor entity to JPOF II which returned 20% compounded annually for seven years.
Our commitment to JHYH is $600 million of which $350 million has been funded. JHYH operates
in every corner of the high yield market (but no sub-prime mortgages) and has thus far escaped
harm, though our share of 2007 earnings was just $4.3 million. For the time being JHYH is
hunkered down and has weathered the storm. Thanks to Rich Handler, Chairman and CEO of
Jefferies. 

In June 2007, we invested $200 million for a 10% limited partnership interest in Pershing Square IV,
a newly-formed investment partnership. The objective is to invest in Target Corporation. Through
December 31, 2007, we have recorded pre-tax losses of $85.5 million on this investment. So far not
so good. It may get better.

As of this writing, we have acquired 26% of AmeriCredit Corp. (“ACF”) for $373.9 million. We
have known of this excellent company for many years, having been in the sub-prime auto business
ourselves. ACF has made and financed over $53 billion of these loans and none of its lenders has
lost a penny. In this environment, financing for ACF is going to be very difficult and management is
taking appropriate steps to downsize the company. We are guardedly optimistic that the financial
market will climb out of its bunker next year. People need auto financing to get to work. 

In 2007, Leucadia invested $74 million in Highland Opportunity Fund L.P. and $25 million in HFH
ShortPLUS Fund, L.P. We recorded a pre-tax loss of $17.6 million on Highland and a $54.5 million
pre-tax profit on ShortPLUS.

Leucadia invested $75 million in RCG Ambrose, L.P. during 2007 and recorded a $1.1 million 
pre-tax loss.
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Smelling impending trouble in the financial markets we sold $500 million principal amount of 
newly authorized 71/8% Senior Notes due 2017 at par, and $500 million of 81/8% Senior Notes due
2015 at 98.307%. Leucadia also sold 5.5 million common shares at $45.50 per share realizing $242
million. We are glad to have this extra cash and are hopeful that we will put it to good use 
over the next year or two.

Leucadia owns a $319.5 million portfolio of mortgage-backed securities all of which are issued by
government agencies or U.S. Government-Sponsored Enterprises. They are all rated AAA (for what
that is worth) and have a very short duration of just under one year. They have performed admirably
in the midst of a terrible market. In financing this portfolio we have used leverage sparingly and 
we have not received any irate calls from our lenders. 

Credit Armageddon

One of us has been mumbling about Credit Armageddon for years and it seemed earlier this year that
his fears were to be realized. At least for the time being, this nightmare has been avoided by strong
government intervention.

Unfortunately, we suspect that the wizards of Wall Street have not only made mischief in the
mortgage market, but in all other loan markets as well and that the full effect of this is not yet
visible. It seems that almost all financial institutions and investors have mispriced risk, and many
financial institutions have found themselves carrying assets on their balance sheets at amounts
considerably higher than market or their intrinsic worth. Recently, and often at the behest of
regulators, financial institutions have been forced to sell these assets or to recognize the mark to
market losses, all of which erodes net worth, forcing them to raise new equity capital and/or to
reduce leverage, a process that has come to be known as deleveraging.16 It may take quite a while 
for the scrubbing of balance sheets and the unwinding of leverage to come to an end, and we 
suspect that not all will survive.

We were not immune and have suffered some small damage in one of our investments. We are
confident that the financial system will repair itself and to learn to better distinguish who is a worthy
borrower and what is a worthy loan. On the bright side, opportunities for courageous investors
should abound.

Exodus

Eleven years later following a dozen or more transactions our colleagues Zalman Jacobs and Luis
Medeiros are leaving Leucadia to independently manage a private equity fund as part of a large
hedge fund management company. We take pride and have profited from their accomplishments at
Leucadia and wish them well.

14

16  The reduction of financial instruments or borrowed capital previously used to increase the potential return of an investment. 
The opposite of leverage.
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A Milestone

As we mentioned in the beginning of this letter, in the summer of 1978 one of us joined Talcott and
shortly thereafter the other joined as well. At that time the balance sheet had a $7.7 million 
negative net worth and nearly $400 million of liabilities. During the course of a restructuring of
Talcott’s debt we heard 123 garrulous bankers lecture us on the sanctity of senior debt. Somehow 
we survived and prospered.

Today’s net worth is almost $5.6 billion. It has been a wonderful, exhilarating ride—and 30 years
later, it is more fun because we have more capital! We are signed up till 2015. If we are lucky—more
after that!

Businesses are not well described as being hierarchal structures, but are best compared to a family.
People work hard because they want to not because they are told to. Our family is over 4,000
members strong, and it takes all of us to make it work. The undersigned are grateful to one and all,
and delighted to be part of it.

P.S.: As we completed this letter we had the opportunity to make a large investment in a real estate,
farming and ranching business in Argentina. More about that next year.
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Joseph S. Steinberg
President

Ian M. Cumming
Chairman
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and
Shareholders of Leucadia National Corporation:

In our opinion, the consolidated financial statements listed in the accompanying index appearing under item
15(a)(1)(2) present fairly, in all material respects, the financial position of Leucadia National Corporation and its
subsidiaries at December 31, 2007 and 2006, and the results of their operations and their cash flows for each of
the three years in the period ended December 31, 2007 in conformity with accounting principles generally
accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in
the index appearing under item 15(a)(1)(2) presents fairly, in all material respects, the information set forth
therein when read in conjunction with the related consolidated financial statements. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December
31, 2007, based on criteria established in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is responsible for
these financial statements and financial statement schedule, for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included
in “Management’s Report on Internal Control Over Financial Reporting” appearing under Item 9A. Our
responsibility is to express an opinion on these financial statements, on the financial statement schedule, and on
the Company’s internal control over financial reporting based on our integrated audits. We conducted our audits
in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement and whether effective internal control over financial reporting was
maintained in all material respects. Our audits of the financial statements included 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.
Our audit of internal control over financial reporting included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk. Our audits also included performing such
other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable
basis for our opinions.

As discussed in Note 2 and Note 13 to the consolidated financial statements, the Company changed the manner in
which it accounts for share-based compensation in 2006.

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 unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over f inancial 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.

F-1

01_51936_Leucadia_10-K  4/8/08  11:36 AM  Page F-1



As described in “Management’s Report on Internal Control Over Financial Reporting,” management has excluded
ResortQuest International and STi Prepaid, LLC from its assessment of internal control over financial reporting
as of December 31, 2007 because those entities were acquired by the Company during 2007. We have also
excluded ResortQuest International and STi Prepaid, LLC from our audit of internal control over financial
reporting. ResortQuest International and STi Prepaid, LLC are consolidated subsidiaries whose total assets and
total revenues represent approximately 2% and 38%, respectively, of the related consolidated financial statement
amounts as of and for the year ended December 31, 2007.

/s/ PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP
New York, New York
February 28, 2008
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2007 and 2006
(Dollars in thousands, except par value)

2007 2006______ ______
Assets
Current assets:

Cash and cash equivalents  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 456,970 $ 287,199
Investments  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 983,199 903,973
Trade, notes and other receivables, net  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133,765 69,822
Prepaids and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146,199 105,215_________________ _________________

Total current assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,720,133 1,366,209
Non-current investments  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,776,521 1,465,849
Notes and other receivables, net  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,388 24,999
Intangible assets, net and goodwill  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79,506 59,437
Deferred tax asset, net  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,113,925 978,415
Other assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 544,432 401,689
Property, equipment and leasehold improvements, net  . . . . . . . . . . . . . . . . . . . . . . . . . 512,804 234,216
Investments in associated companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,362,913 773,010_________________ _________________

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $8,126,622 $5,303,824_________________ __________________________________ _________________

Liabilities
Current liabilities:

Trade payables and expense accruals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 229,560 $ 127,739
Deferred revenue  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86,993 –
Other current liabilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,992 5,688
Debt due within one year  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132,405 184,815
Income taxes payable  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 8,411_________________ _________________

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 459,950 326,653
Other non-current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71,061 90,268
Long-term debt  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,004,145 974,646_________________ _________________

Total liabilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,535,156 1,391,567_________________ _________________

Commitments and contingencies

Minority interest  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,974 18,982_________________ _________________

Shareholders’ Equity
Common shares, par value $1 per share, authorized 600,000,000 and 

300,000,000 shares; 222,574,440 and 216,351,466 shares issued and 
outstanding, after deducting 56,886,204 and 56,884,989 shares held in treasury . . . 222,574 216,351

Additional paid-in capital  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 783,145 520,892
Accumulated other comprehensive income (loss)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 975,365 (4,726)
Retained earnings  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,589,408 3,160,758_________________ _________________

Total shareholders’ equity  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,570,492 3,893,275_________________ _________________
Total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $8,126,622 $5,303,824_________________ __________________________________ _________________
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Operations
For the years ended December 31, 2007, 2006 and 2005
(In thousands, except per share amounts)

2007 2006 2005______ ______ ______
Revenues and Other Income:

Manufacturing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 397,113 $450,835 $ 332,253
Telecommunications  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 361,742 – –
Property management and service fees  . . . . . . . . . . . . . . . . . . . . . . . 80,892 – –
Gaming entertainment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,042 – –
Investment and other income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 181,465 294,678 148,814
Net securities gains  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95,641 117,159 208,816_________________ ______________ ___________________

 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,154,895 862,672 689,883_________________ ______________ ___________________
Expenses:

Cost of sales:
Manufacturing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 340,703 386,466 281,451
Telecommunications  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 309,045 – –

Direct operating expenses:
Property management and services  . . . . . . . . . . . . . . . . . . . . . . . . 65,992 – –
Gaming entertainment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,772 – –

Interest  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111,537 79,392 65,523
Salaries and incentive compensation  . . . . . . . . . . . . . . . . . . . . . . . . . 88,269 89,501 71,884
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,238 22,105 18,070
Selling, general and other expenses . . . . . . . . . . . . . . . . . . . . . . . . . . 223,427 151,388 118,520_________________ ______________ ___________________

 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,211,983 728,852 555,448_________________ ______________ ___________________
Income (loss) from continuing operations before income taxes and

equity in income (losses) of associated companies  . . . . . . . . . . . . (57,088) 133,820 134,435_________________ ______________ ___________________
Income tax (benefit) provision:

Current  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 155 (4,902) 4,062
Deferred  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (559,926) 46,673 (1,135,100)_________________ ______________ ___________________

 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (559,771) 41,771 (1,131,038)_________________ ______________ ___________________
Income from continuing operations before equity in 

income (losses) of associated companies  . . . . . . . . . . . . . . . . . . . 502,683 92,049 1,265,473
Equity in income (losses) of associated companies, net of taxes  . . . . . (21,875) 37,720 (45,133)_________________ ______________ ___________________

Income from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . 480,808 129,769 1,220,340
Income (loss) from discontinued operations, net of taxes  . . . . . . . . . . . 159 (3,960) 115,329
Gain on disposal of discontinued operations, net of taxes . . . . . . . . . . . 3,327 63,590 300,372_________________ ______________ ___________________

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 484,294 $189,399 $ 1,636,041_________________ ______________ ____________________________________ ______________ ___________________
Basic earnings (loss) per common share:

Income from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . $2.20 $ .60 $5.66
Income (loss) from discontinued operations  . . . . . . . . . . . . . . . . . . . – (.02) .54
Gain on disposal of discontinued operations  . . . . . . . . . . . . . . . . . . . .02 .30 1.39________ _______ ________

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2.22 $ .88 $7.59________ _______ ________________ _______ ________
Diluted earnings (loss) per common share:

Income from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . $2.09 $ .60 $5.34
Income (loss) from discontinued operations  . . . . . . . . . . . . . . . . . . . – (.02) .50
Gain on disposal of discontinued operations  . . . . . . . . . . . . . . . . . . . .01 .27 1.30________ _______ ________

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2.10 $ .85 $7.14________ _______ ________________ _______ ________
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholders’ Equity
For the years ended December 31, 2007, 2006 and 2005
(In thousands, except par value and per share amounts)

Common Accumulated
Shares Additional Other
$1 Par Paid-In Comprehensive Retained
Value Capital Income (Loss) Earnings Total____________ _____________ ___________________ _______________ _____

Balance, January 1, 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . $215,201 $490,903 $136,138 $1,416,411 $2,258,653_________________
Comprehensive income:

Net change in unrealized gain (loss)
on investments, net of taxes of $0  . . . . . . . . . . . . . . . (175,577) (175,577)

Net change in unrealized foreign exchange
gain (loss), net of taxes of $0  . . . . . . . . . . . . . . . . . . . (17,199) (17,199)

Net change in unrealized gain (loss) on
derivative instruments, net of taxes of $0  . . . . . . . . . 2,747 2,747

Net change in minimum pension liability, 
net of taxes of $0  . . . . . . . . . . . . . . . . . . . . . . . . . . . . (27,611) (27,611)

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,636,041 1,636,041_________________
Comprehensive income  . . . . . . . . . . . . . . . . . . . . . . . 1,418,401_________________

Issuance of common shares on acquisition of
minority interest in MK Resources Company . . . . . . . . 432 7,914 8,346

Exercise of options to purchase common shares  . . . . . . . 432 3,257 3,689
Purchase of common shares for treasury  . . . . . . . . . . . . . (7) (160) (167)
Dividends ($.13 per common share)  . . . . . . . . . . . . . . . . . (27,008) (27,008)______________ ______________ _______________ _________________ _________________
Balance, December 31, 2005  . . . . . . . . . . . . . . . . . . . . . . . . 216,058 501,914 (81,502) 3,025,444 3,661,914_________________
Comprehensive income:

Net change in unrealized gain (loss)
on investments, net of taxes of $34,149 . . . . . . . . . . . 60,187 60,187

Net change in unrealized foreign exchange
gain (loss), net of taxes of $2,137  . . . . . . . . . . . . . . . 3,768 3,768

Net change in unrealized gain (loss) on
derivative instruments, net of taxes of $128  . . . . . . . (224) (224)

Net change in minimum pension liability,
net of taxes of $6,958 . . . . . . . . . . . . . . . . . . . . . . . . . 12,263 12,263

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 189,399 189,399_________________
Comprehensive income  . . . . . . . . . . . . . . . . . . . . . . . 265,393_________________

Share-based compensation expense  . . . . . . . . . . . . . . . . . 15,164 15,164
Adjustment to initially apply SFAS 158, 

net of taxes of $444  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 782 782
Exercise of options to purchase common shares,

including excess tax benefit  . . . . . . . . . . . . . . . . . . . . . 300 3,994 4,294
Purchase of common shares for treasury  . . . . . . . . . . . . . (7) (180) (187)
Dividends ($.25 per common share)  . . . . . . . . . . . . . . . . . (54,085) (54,085)______________ ______________ _______________ _________________ _________________
Balance, December 31, 2006  . . . . . . . . . . . . . . . . . . . . . . . . 216,351 520,892 (4,726) 3,160,758 3,893,275_________________
Comprehensive income:

Net change in unrealized gain (loss)
on investments, net of taxes of $549,415 . . . . . . . . . . 959,872 959,872

Net change in unrealized foreign exchange
gain (loss), net of taxes of $3,512  . . . . . . . . . . . . . . . 6,126 6,126

Net change in unrealized gain (loss) on
derivative instruments, net of taxes of $87  . . . . . . . . 168 168

Net change in pension liability and
postretirement benefits, net of taxes of $7,843  . . . . . 13,925 13,925

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 484,294 484,294_________________
Comprehensive income  . . . . . . . . . . . . . . . . . . . . . . . 1,464,385_________________

Share-based compensation expense  . . . . . . . . . . . . . . . . . 11,176 11,176
Issuance of common shares  . . . . . . . . . . . . . . . . . . . . . . . 5,500 236,500 242,000
Exercise of options to purchase common shares,

including excess tax benefit  . . . . . . . . . . . . . . . . . . . . . 728 14,735 15,463
Purchase of common shares for treasury  . . . . . . . . . . . . . (5) (158) (163)
Dividends ($.25 per common share)  . . . . . . . . . . . . . . . . . (55,644) (55,644)______________ ______________ _______________ _________________ _________________
Balance, December 31, 2007  . . . . . . . . . . . . . . . . . . . . . . . . $222,574 $783,145 $975,365 $3,589,408 $5,570,492______________ ______________ _______________ _________________ _______________________________ ______________ _______________ _________________ _________________
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Cash Flows
For the years ended December 31, 2007, 2006 and 2005
(In thousands)

2007 2006 2005______ ______ ______
Net cash flows from operating activities:

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 484,294 $ 189,399 $ 1,636,041
Adjustments to reconcile net income to net cash provided by 

(used for) operations:
Deferred income tax provision (benefit)  . . . . . . . . . . . . . . . . . . . . (567,864) 99,990 (1,135,100)
Depreciation and amortization of property, equipment and 

leasehold improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41,216 35,884 186,428
Other amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,227 (11,884) 3,068
Share-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,176 15,164 –
Excess tax benefit from exercise of stock options . . . . . . . . . . . . . (4,022) (456) –
Provision for doubtful accounts  . . . . . . . . . . . . . . . . . . . . . . . . . . . 566 1,089 6,181
Net securities gains  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (95,641) (117,159) (212,299)
Equity in (income) losses of associated companies . . . . . . . . . . . . 31,218 (60,056) 44,403
Distributions from associated companies  . . . . . . . . . . . . . . . . . . . 55,769 75,725 90,280
Net gains related to real estate, property and equipment 

and other assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (30,040) (109,107) (29,386)
Gain on disposal of discontinued operations  . . . . . . . . . . . . . . . . . (4,748) (99,456) (300,372)
Investments classified as trading, net  . . . . . . . . . . . . . . . . . . . . . . 45,128 4,469 18,022
Net change in:

Restricted cash  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,799 8,690 (11,871)
Trade, notes and other receivables  . . . . . . . . . . . . . . . . . . . . . . . 11,989 183,263 20,850
Prepaids and other assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (588) (2,914) (18,107)
Trade payables and expense accruals . . . . . . . . . . . . . . . . . . . . . 835 (73,342) 54,344
Other liabilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,267) (47,230) (36,427)
Deferred revenue  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16,356) – 10,553
Income taxes payable  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,834) (6,628) (2,537)

Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,774 6,081 (2,961)___________________ ___________________ ___________________
Net cash provided by (used for) operating activities  . . . . . . . . . (18,369) 91,522 321,110___________________ ___________________ ___________________

Net cash flows from investing activities:
Acquisition of property, equipment and leasehold improvements . . . (37,700) (39,021) (136,260)
Acquisitions of and capital expenditures for real estate investments  . . (97,393) (71,505) (26,053)
Proceeds from disposals of real estate, property and equipment, 

and other assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81,247 188,836 33,722
Proceeds from disposal of discontinued operations, 

net of expenses and cash of operations sold  . . . . . . . . . . . . . . . . . 4,245 120,228 459,094
Acquisitions, net of cash acquired  . . . . . . . . . . . . . . . . . . . . . . . . . . . (90,269) (105,282) (170,516)
Collection of Premier Entertainment Biloxi, LLC’s

insurance proceeds  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 109,383 –
Net change in restricted cash  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (65,715) (90,959) –
Advances on notes and other receivables  . . . . . . . . . . . . . . . . . . . . . (20,172) (31,518) (100)
Collections on notes, loans and other receivables  . . . . . . . . . . . . . . . 38,868 29,823 3,312
Investments in associated companies . . . . . . . . . . . . . . . . . . . . . . . . . (1,010,211) (313,152) (34,466)
Capital distributions from associated companies  . . . . . . . . . . . . . . . 69,543 4,845 2,644
Investment in Fortescue Metals Group Ltd  . . . . . . . . . . . . . . . . . . . . (44,217) (408,030) –
Purchases of investments (other than short-term)  . . . . . . . . . . . . . . . (5,759,504) (3,661,421) (3,350,651)
Proceeds from maturities of investments . . . . . . . . . . . . . . . . . . . . . . 688,355 1,149,123 1,262,577
Proceeds from sales of investments  . . . . . . . . . . . . . . . . . . . . . . . . . . 5,286,321 2,933,601 1,979,288
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (757) (1,127) –___________________ ___________________ ___________________

Net cash provided by (used for) investing activities  . . . . . . . . . (957,359) (186,176) 22,591___________________ ___________________ ___________________
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Cash Flows (continued)
For the years ended December 31, 2007, 2006 and 2005
(In thousands)

2007 2006 2005______ ______ ______
Net cash flows from financing activities:

Net change in customer banking deposits  . . . . . . . . . . . . . . . . . . . . . $ – $ – $ (24,565)
Issuance of debt, net of issuance costs . . . . . . . . . . . . . . . . . . . . . . . . 1,017,852 96,676 82,753
Reduction of debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (75,509) (66,223) (477,360)
Issuance of common shares  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 253,441 3,838 3,689
Purchase of common shares for treasury  . . . . . . . . . . . . . . . . . . . . . . (163) (187) (167)
Excess tax benefit from exercise of stock options . . . . . . . . . . . . . . . 4,022 456 –
Dividends paid  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (55,644) (54,085) (27,008)
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,461 14,313 –___________________ ___________________ ___________________

Net cash provided by (used for) financing activities  . . . . . . . . . . . 1,145,460 (5,212) (442,658)___________________ ___________________ ___________________
Effect of foreign exchange rate changes on cash . . . . . . . . . . . . . . . . . . 39 108 (1,034)___________________ ___________________ ___________________

Net increase (decrease) in cash and cash equivalents  . . . . . . . . . . 169,771 (99,758) (99,991)
Cash and cash equivalents at January 1,  . . . . . . . . . . . . . . . . . . . . . . . . 287,199 386,957 486,948___________________ ___________________ ___________________
Cash and cash equivalents at December 31,  . . . . . . . . . . . . . . . . . . . . . $ 456,970 $ 287,199 $ 386,957___________________ ___________________ ______________________________________ ___________________ ___________________
Supplemental disclosures of cash flow information:

Cash paid during the year for:
Interest  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 90,640 $ 82,072 $ 96,958
Income tax payments, net  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 11,078 $ 6,707 $ 3,486

Non-cash investing activities:
Common stock issued for acquisition of MK Resources Company  . . . $ – $ – $ 8,346
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The Company is a diversified holding company engaged in a variety of businesses, including manufacturing,
telecommunications, property management and services, gaming entertainment, real estate activities, medical
product development and winery operations. The Company also owns equity interests in operating businesses and
investment partnerships which are accounted for under the equity method of accounting, including a broker-
dealer engaged in making markets and trading of high yield and special situation securities, land based contract
oil and gas drilling, real estate activities and development of a copper mine in Spain. The Company continuously
evaluates the retention and disposition of its existing operations and investments and frequently investigates the
acquisition of new businesses. Changes in the mix of the Company’s owned businesses and investments should be
expected.

The manufacturing operations are conducted through Idaho Timber, LLC (“Idaho Timber”) and Conwed Plastics,
LLC (“Conwed Plastics”). Idaho Timber’s principal product lines include remanufacturing dimension lumber;
remanufacturing, bundling and bar coding of home center boards for large retailers; and production of 5/4”
radius-edge, pine decking. Idaho Timber also manufactures and/or distributes a number of other specialty wood
products. Idaho Timber operates eleven facilities located throughout the United States.

Conwed Plastics manufactures and markets lightweight plastic netting used for a variety of purposes including,
among other things, building and construction, erosion control, packaging, agricultural, carpet padding, filtration
and consumer products. Conwed Plastics manufacturing segment has four domestic manufacturing facilities, and
it owns and operates manufacturing and sales facilities in Belgium and Mexico.

The telecommunications business is conducted by the Company’s 75% owned subsidiary, STi Prepaid, LLC (“STi
Prepaid”). STi Prepaid is a provider of international prepaid phone cards and other telecommunications services
in the United States.

The property management and services business is conducted through ResortQuest International, Inc.
(“ResortQuest”). ResortQuest is engaged in offering management services to vacation properties in beach and
mountain resort locations in the continental United States, as well as in real estate brokerage services and other
rental and property owner services in resort locations.

The gaming entertainment business is conducted through Premier Entertainment Biloxi, LLC (“Premier”).
Premier owns the Hard Rock Hotel & Casino Biloxi (“Hard Rock Biloxi”) located in Biloxi, Mississippi.

The domestic real estate operations include a mixture of commercial properties, residential land development
projects and other unimproved land, all in various stages of development and all available for sale.

The Company’s medical product development operations are conducted through Sangart, Inc. (“Sangart”), which
became a majority-owned subsidiary of the Company in 2005. Sangart is developing a product called
Hemospan®, which is a form of cell-free hemoglobin that is designed for intravenous administration to treat a
wide variety of medical conditions, including use as an alternative to red blood cell transfusions.

The winery operations consist of two wineries, Pine Ridge Winery in Napa Valley, California and Archery
Summit in the Willamette Valley of Oregon, and a vineyard development project in the Columbia Valley of
Washington. The wineries primarily produce and sell wines in the ultra premium and luxury segments of the
premium table wine market.

Certain amounts for prior periods have been reclassified to be consistent with the 2007 presentation.
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(a) Critical Accounting Estimates: The preparation of financial statements in conformity with accounting
principles generally accepted in the United States (“GAAP”) requires the Company to make estimates and
assumptions that affect the reported amounts in the financial statements and disclosures of contingent assets and
liabilities. On an on-going basis, the Company evaluates all of these estimates and assumptions. The following
areas have been identified as critical accounting estimates because they have the potential to have a material
impact on the Company’s financial statements, and because they are based on assumptions which are used in the
accounting records to reflect, at a specific point in time, events whose ultimate outcome won’t be known until a
later date. Actual results could differ from these estimates.

Income Taxes–The Company records a valuation allowance to reduce its deferred tax asset to the amount that is
more likely than not to be realized. If in the future the Company were to determine that it would be able to realize
its deferred tax asset in excess of its net recorded amount, an adjustment would increase income in such period or,
if such determination were made in connection with an acquisition, an adjustment would be made in connection
with the allocation of the purchase price to acquired assets and liabilities. If in the future the Company were to
determine that it would not be able to realize all or part of its deferred tax asset, an adjustment would be charged
to income in such period. The determination of the amount of the valuation allowance required is based, in
significant part, upon the Company’s projection of future taxable income at any point in time. The Company also
records reserves for contingent tax liabilities based on the Company’s assessment of the probability of
successfully sustaining its tax filing positions. See Note 16 for more information.

Impairment of Long-Lived Assets–In accordance with Financial Accounting Standards No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets”, the Company evaluates its long-lived assets for impairment
whenever events or changes in circumstances indicate, in management’s judgment, that the carrying value of such
assets may not be recoverable. When testing for impairment, the Company groups its long-lived assets with other
assets and liabilities at the lowest level for which identifiable cash flows are largely independent of the cash flows
of other assets and liabilities (or asset group). The determination of whether an asset group is recoverable is based
on management’s estimate of undiscounted future cash flows directly attributable to the asset group as compared
to its carrying value. If the carrying amount of the asset group is greater than the undiscounted cash flows, an
impairment loss would be recognized for the amount by which the carrying amount of the asset group exceeds its
estimated fair value.

As more fully discussed in Note 5, during 2005 an impairment loss of $42,400,000 was recorded to reduce the
carrying amount of WilTel Communications Group, LLC’s (“WilTel”), former headquarters facility to its
estimated fair value.

Impairment of Securities–Investments with an impairment in value considered to be other than temporary are
written down to estimated fair value. The write-downs are included in net securities gains in the consolidated
statements of operations. The Company evaluates its investments for impairment on a quarterly basis. The
Company’s determination of whether a security is other than temporarily impaired incorporates both quantitative
and qualitative information; GAAP requires the exercise of judgment in making this assessment, rather than the
application of fixed mathematical criteria. The Company considers a number of factors including, but not limited
to, the length of time and the extent to which the fair value has been less than cost, the financial condition and
near term prospects of the issuer, the reason for the decline in fair value, changes in fair value subsequent to the
balance sheet date, the ability and intent to hold investments to maturity, and other factors specific to the
individual investment. The Company’s assessment involves a high degree of judgment and accordingly, actual
results may differ materially from the Company’s estimates and judgments. The Company recorded impairment
charges for securities of $36,800,000, $12,900,000 and $12,200,000 for the years ended December 31, 2007,
2006 and 2005, respectively.
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Business Combinations–At acquisition, the Company allocates the cost of a business acquisition to the specific
tangible and intangible assets acquired and liabilities assumed based upon their relative fair values. Significant
judgments and estimates are often made to determine these allocated values, and may include the use of
appraisals, consider market quotes for similar transactions, employ discounted cash flow techniques or consider
other information the Company believes relevant. The finalization of the purchase price allocation will typically
take a number of months to complete, and if final values are materially different from initially recorded amounts
adjustments are recorded. Any excess of the cost of a business acquisition over the fair values of the net assets
and liabilities acquired is recorded as goodwill which is not amortized to expense. Recorded goodwill of a
reporting unit is required to be tested for impairment on an annual basis, and between annual testing dates if
events or circumstances change that would more likely than not reduce the fair value of a reporting unit below its
net book value.

Subsequent to the finalization of the purchase price allocation, any adjustments to the recorded values of acquired
assets and liabilities would be reflected in the Company’s consolidated statement of operations. Once final, the
Company is not permitted to revise the allocation of the original purchase price, even if subsequent events or
circumstances prove the Company’s original judgments and estimates to be incorrect. In addition, long-lived
assets like property and equipment, amortizable intangibles and goodwill may be deemed to be impaired in the
future resulting in the recognition of an impairment loss; however, under GAAP the methods, assumptions and
results of an impairment review are not the same for all long-lived assets. The assumptions and judgments made
by the Company when recording business combinations will have an impact on reported results of operations for
many years into the future.

Purchase price allocations for all of the Company’s recent acquisitions have been finalized. Adjustments to the
initial purchase price allocations were not material.

Use of Fair Value Estimates–Substantially all of the Company’s investment portfolio is classified as either
available for sale or as trading securities, both of which are carried at estimated fair value in the Company’s
consolidated balance sheet. The estimated fair values are principally based on publicly quoted market prices,
which can rise or fall in reaction to a wide variety of factors or events, and as such are subject to market-related
risks and uncertainties. The Company also invests in limited partnerships or limited liability companies which are
accounted for under the equity method of accounting. These investees hold investments in publicly and non-
publicly traded securities, and as such are also subject to market-related risks and uncertainties and the risks
inherent in estimating the fair values of such securities. Since changes in the fair value of all of these investments
are recognized in the Company’s consolidated balance sheet, and with respect to trading securities or securities
owned by equity method investees also in the Company’s consolidated statement of operations, the Company is
exposed to volatility in securities markets.

Contingencies–The Company accrues for contingent losses when the contingent loss is probable and the amount
of loss can be reasonably estimated. Estimates of the likelihood that a loss will be incurred and of contingent loss
amounts normally require significant judgment by management, can be highly subjective and are subject to
material change with the passage of time as more information becomes available. As of December 31, 2007, the
Company’s accrual for contingent losses was not material. See Note 18 for more information.

(b) Consolidation Policy: The consolidated financial statements include the accounts of the Company, all variable
interest entities of which the Company or a subsidiary is the primary beneficiary, and all majority-controlled
entities that are not variable interest entities. The Company considers special allocations of cash flows and
preferences, if any, to determine amounts allocable to minority interests. All intercompany transactions and
balances are eliminated in consolidation.

Notes to Consolidated Financial Statements, continued

2. Significant Accounting Policies, continued:
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Associated companies are investments in equity interests that are accounted for on the equity method of accounting.
These include investments in corporations that the Company does not control but has the ability to exercise
significant influence and investments in limited partnerships in which the Company’s interest is more than minor.

(c) Cash Equivalents: The Company considers short-term investments, which have maturities of less than three
months at the time of acquisition, to be cash equivalents. Cash and cash equivalents include short-term
investments of $303,200,000 and $158,100,000 at December 31, 2007 and 2006, respectively.

(d) Investments: At acquisition, marketable debt and equity securities are designated as either i) held to maturity,
which are carried at amortized cost, ii) trading, which are carried at estimated fair value with unrealized gains and
losses reflected in results of operations, or iii) available for sale, which are carried at estimated fair value with
unrealized gains and losses reflected as a separate component of shareholders’ equity, net of taxes. Equity
securities that do not have readily determinable fair values are carried at cost. The cost of securities sold is based
on average cost.

Held to maturity investments are made with the intention of holding such securities to maturity, which the
Company has the ability to do. Estimated fair values are principally based on publicly quoted market prices.

(e) Property, Equipment and Leasehold Improvements: Property, equipment and leasehold improvements are
stated at cost, net of accumulated depreciation and amortization. Depreciation and amortization are provided
principally on the straight-line method over the estimated useful lives of the assets or, if less, the term of the
underlying lease.

(f) Revenue Recognition: Revenues are recognized when the following conditions are met: (1) collectibility is
reasonably assured; (2) title to the product has passed or the service has been rendered and earned; (3) persuasive
evidence of an arrangement exists; and (4) there is a fixed or determinable price. Manufacturing revenues are
recognized when title passes, which for Idaho Timber is generally upon the customer’s receipt of the goods and for
Conwed Plastics upon shipment of goods. Revenues from sales of prepaid phone cards are deferred when the cards
are initially sold and are recognized when the cards are used by the consumer and/or administrative fees are charged in
accordance with the cards’ terms, resulting in a reduction of the outstanding obligation to the customer. ResortQuest
typically receives cash deposits on advance bookings of its vacation properties that are recorded as deferred revenue.
Property management revenues are recognized ratably over the rental period based on ResortQuest’s proportionate
share of the total rental price of the property. Real estate brokerage revenues are recorded when the transactions are
complete. Gaming entertainment revenues consist of casino gaming, hotel, food and beverage, and entertainment
revenues. Casino gaming revenue is the aggregate of gaming wins and losses, reduced for the cash value of rewards
earned by customers based on their level of play on slot machines. Hotel, food and beverage, and entertainment
revenues are recognized as services are performed. Revenue from the sale of real estate is generally recognized when
title passes; however, if the Company is obligated to make improvements to the real estate subsequent to closing, a
portion of revenues are deferred and recognized under the percentage of completion method of accounting.

(g) Cost of Sales: Manufacturing inventories are stated at the lower of cost or market, with cost determined under
the first-in-first-out method. Manufacturing cost of sales principally includes product and manufacturing costs,
inbound and outbound shipping costs and handling costs. STi Prepaid’s cost of sales primarily consists of
origination, transport and termination of telecommunications traffic, and connectivity costs paid to underlying
service providers.

Direct operating expense for property management and services includes expenses relating to housekeeping,
maintenance, reservations, marketing, and other costs associated with rental and management. Direct operating
expenses also include the cost of sales and operating expenses related to food and beverage sales. Direct
operating expense for gaming entertainment includes expenses relating to casino gaming, hotel, food and
beverage, and entertainment, which primarily consists of employees’ compensation and benefits, cost of sales
related to food and beverage sales, marketing and advertising, gaming taxes, insurance and supplies.

Notes to Consolidated Financial Statements, continued

2. Significant Accounting Policies, continued:
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(h) Research and Development Costs: Research and development costs are expensed as incurred.

(i) Income Taxes: The Company provides for income taxes using the liability method. The Company records
interest and penalties, if any, with respect to uncertain tax positions as components of income tax expense.

(j) Derivative Financial Instruments: The Company reflects its derivative financial instruments in its balance
sheet at fair value. The Company has utilized derivative financial instruments to manage the impact of changes in
interest rates on certain debt obligations, hedge net investments in foreign subsidiaries and manage foreign
currency risk on certain available for sale securities. Although the Company believes that these derivative
financial instruments are practical economic hedges of the Company’s risks, except for the hedge of the net
investment in foreign subsidiaries, they do not meet the effectiveness criteria under GAAP, and therefore are not
accounted for as hedges. Amounts recorded as income (charges) in investment and other income were
$(5,800,000), $1,200,000 and $1,700,000 for the years ended December 31, 2007, 2006 and 2005, respectively;
net unrealized losses were $1,100,000 and $1,200,000 at December 31, 2007 and 2006, respectively.

From time to time the Company may also make speculative investments in derivative financial instruments which
are classified as trading securities; see Note 6 for more information.

(k) Translation of Foreign Currency: Foreign currency denominated investments and financial statements are
translated into U.S. dollars at current exchange rates, except that revenues and expenses are translated at average
exchange rates during each reporting period; resulting translation adjustments are reported as a component of
shareholders’ equity. Net foreign exchange transaction gains (losses) were $4,100,000 for 2007, and $(2,700,000)
for each of 2006 and 2005. Net unrealized foreign exchange translation gains (losses) were $7,000,000, $900,000
and $(2,900,000) at December 31, 2007, 2006 and 2005, respectively.

(l) Share-Based Compensation: Effective January 1, 2006, the Company adopted Statement of Financial
Accounting Standards No. 123R, “Share-Based Payment” (“SFAS 123R”), using the modified prospective
method. SFAS 123R requires that the cost of all share-based payments to employees, including grants of
employee stock options and warrants, be recognized in the financial statements based on their fair values. The
cost is recognized as an expense over the vesting period of the award. Prior to adoption of SFAS 123R, no
compensation cost was recognized in the statements of operations for the Company’s share-based compensation
plans; the Company disclosed certain pro forma amounts as required. The fair value of each award is estimated at
the date of grant using the Black-Scholes option pricing model.

(m) Recently Issued Accounting Standards: In September 2006, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting Standards No. 157, “Fair Value Measurements” (“SFAS
157”), which defines fair value, establishes a framework for measuring fair value and expands disclosures about
fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007. In February
2008, the FASB deferred for one year the effective date of SFAS 157 only with respect to nonfinancial assets and
nonfinancial liabilities that are recognized or disclosed at fair value in the financial statements on a nonrecurring
basis, and removed certain leasing transactions from the scope of SFAS 157. The Company does not believe that
the adoption of SFAS 157 will have a material impact on its consolidated financial statements; however, fair value
measurements for new assets or liabilities, and fair value measurements for existing nonfinancial assets and
nonfinancial liabilities, may be materially different under SFAS 157.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The Fair Value Option
for Financial Assets and Financial Liabilities – Including an amendment of FASB Statement No. 115” (“SFAS
159”), which permits entities to choose to measure many financial instruments and certain other items at fair value.
SFAS 159 is effective for fiscal years beginning after November 15, 2007. The Company does not intend to apply
the provisions of SFAS 159 to those items addressed by the standard and held as of January 1, 2008. However, for
financial instruments and other items addressed by the standard acquired or entered into after January 1, 2008, the
Company will make an assessment at such time as to whether to apply the provisions of SFAS 159.

Notes to Consolidated Financial Statements, continued
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In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141R, “Business
Combinations” (“SFAS 141R”) and Statement of Financial Accounting Standards No. 160, “Noncontrolling
Interests in Consolidated Financial Statements” (“SFAS 160”). SFAS 141R will change how business
combinations are accounted for and will impact financial statements both on the acquisition date and in
subsequent periods. SFAS 160 will change the accounting and reporting for minority interests, which will be
recharacterized as noncontrolling interests and classified as a component of equity. SFAS 141R and SFAS 160 are
effective for fiscal years beginning after December 15, 2008. The Company is currently evaluating the impact of
adopting SFAS 141R and SFAS 160 on its consolidated financial statements.

3. Acquisitions:

STi Prepaid

In March 2007, STi Prepaid purchased 75% of the assets of Telco Group, Inc. and its affiliates (collectively,
“Telco”) for an aggregate purchase price of $121,800,000 in cash, including expenses. The remaining Telco assets
were contributed to STi Prepaid by the former owners in exchange for a 25% interest in STi Prepaid.

The acquisition cost was principally allocated to components of working capital and to deferred tax assets. In
connection with the acquisition, the Company revised its projections of future taxable income and reassessed the
required amount of its deferred tax valuation allowance. As a result of the reassessment, the Company concluded
that it was more likely than not that it could realize additional deferred tax assets in the future; accordingly, a
reduction to the deferred tax valuation allowance of $98,600,000 was recognized in the purchase price allocation
(in addition to certain acquired deferred tax assets). Based upon its allocation of the purchase price, the Company
has recorded STi Prepaid intangible assets of $4,400,000.

ResortQuest

In June 2007, the Company completed the acquisition of ResortQuest for $11,900,000, including expenses and
working capital adjustments finalized subsequent to the closing date.

Unaudited pro forma operating results for the Company, assuming the acquisitions of STi Prepaid and
ResortQuest had occurred as of the beginning of each year presented below, are as follows (in thousands, except
per share amounts):

2007 2006______ ______

Revenues  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,310,000 $1,545,100
Income before extraordinary items and cumulative effect of a change in 

accounting principles  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 482,200 $ 214,000
Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 482,200 $ 214,000
Per Share:

Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2.21 $.99
Diluted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2.09 $.96

The amounts above reflect the historical operating results of Telco and ResortQuest for periods prior to the
purchase transactions. Telco’s 2007 historical results include a $3,300,000 charge to write down certain inventory.
ResortQuest’s 2006 historical results include $4,900,000 of revenue relating to the full settlement of its claim
under its insurance policies as a result of hurricanes.

Notes to Consolidated Financial Statements, continued
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Pro forma adjustments principally reflect the allocation of the purchase price to the difference between fair value
and book value of property and equipment, resulting in increases or decreases to historical depreciation expense,
and the allocation to identifiable intangible assets, resulting in increased amortization expense. The unaudited pro
forma data is not indicative of future results of operations or what would have resulted if the acquisitions had
actually occurred as of the beginning of the periods presented. Unaudited acquisition balance sheets are not
included as amounts were not material.

Premier

During 2006, the Company indirectly acquired a controlling voting interest in Premier for an aggregate purchase
price of $90,800,000, excluding expenses. The Company owns approximately 56% of the common units of
Premier and all of Premier’s preferred units, which accrue an annual preferred return of 17%. The Company also
acquired Premier’s junior subordinated note due August 2012, and during 2007 provided Premier with a
$180,000,000 senior secured credit facility to partially fund Premier’s bankruptcy plan of reorganization
(discussed below). As of December 31, 2007, the Company’s investment in Premier was $267,600,000. At
acquisition, the Company consolidated Premier as a result of its controlling voting interest; during the pendency
of bankruptcy proceedings Premier was deconsolidated and accounted for under the equity method.

Premier owns the Hard Rock Biloxi, which opened to the public on June 30, 2007. The Hard Rock Biloxi was
scheduled to open to the public on August 31, 2005; however, two days prior to opening, Hurricane Katrina hit the
Mississippi Gulf Coast and severely damaged the hotel and related structures and completely destroyed the casino. On
September 19, 2006, Premier and its subsidiary filed voluntary petitions for reorganization under the bankruptcy
code, before the United States Bankruptcy Court for the Southern District of Mississippi, Southern Division. Premier
filed its petitions in order to seek the court’s assistance in gaining access to Hurricane Katrina-related insurance
proceeds (an aggregate of $161,200,000) which had been denied to Premier by its pre-petition secured bondholders.

Premier filed an amended disclosure statement and plan of reorganization on February 22, 2007 which provided
for the payment in full of all of Premier’s creditors, including payment of principal and accrued interest due to the
holders of Premier’s 103/4% senior secured notes at par (the “Premier Notes”). On July 30, 2007, the court entered
an order confirming the plan, subject to a modification which Premier filed on August 1, 2007; Premier emerged
from bankruptcy and once again became a consolidated subsidiary of the Company on August 10, 2007. The plan
was funded in part with the $180,000,000 senior secured credit facility provided by a subsidiary of the Company.
The credit facility matures on February 1, 2012, bears interest at 103/4%, is prepayable at any time without penalty,
and contains other covenants, terms and conditions similar to those contained in the indenture governing the
Premier Notes. Since the plan did not result in any change in ownership of the voting interests in Premier, the
Company did not apply “fresh start” accounting and did not treat the reconsolidation of Premier as the acquisition
of a business that, under the purchase method of accounting, requires the measurement of assets and liabilities at
fair value. Accordingly, the Company reconsolidated the assets and liabilities of Premier upon its emergence from
bankruptcy using its historical basis in Premier’s assets and liabilities.

See Note 18 for information concerning contingencies related to Premier.

NSW, LLC U.S. (“NSW”)

In February 2005, Conwed Plastics acquired the assets of NSW for a purchase price of approximately
$26,600,000; based upon its allocation of the purchase price the Company recorded an aggregate of $10,200,000
of intangible assets and $8,200,000 of goodwill. NSW has a manufacturing and distribution facility in Roanoke,
Virginia, which manufactures a variety of products including produce and packaging nets, header label bags, case
liners and heavy weight nets for drainage and erosion control purposes. For more information concerning
intangible assets and goodwill, see Note 8.

Notes to Consolidated Financial Statements, continued
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Idaho Timber

In May 2005, the Company acquired Idaho Timber for total cash consideration of $133,600,000, including
working capital adjustments and expenses, and has consolidated Idaho Timber from the date of acquisition. Based
upon its allocation of the purchase price, the Company recorded Idaho Timber intangible assets of $45,100,000.

4. Investments in Associated Companies:

The Company has investments in several Associated Companies. The amounts reflected as equity in income
(losses) of associated companies in the consolidated statements of operations are net of income tax provisions
(benefits) of $(9,300,000), $22,400,000 and $700,000 for the years ended December 31, 2007, 2006 and 2005,
respectively. Included in consolidated retained earnings at December 31, 2007 is approximately $24,100,000 of
undistributed earnings of the associated companies.

Goober Drilling, LLC (“Goober Drilling”)

In the second quarter of 2006, the Company acquired a 30% limited liability company interest in Goober Drilling
for aggregate consideration of $60,000,000, excluding expenses, and agreed to lend to Goober Drilling, on a
secured basis, up to $126,000,000 to finance new rig equipment purchases and construction costs and to repay
existing debt. Goober Drilling is a land based contract oil and gas drilling company based in Stillwater, Oklahoma
that provides land based drilling services to oil and natural gas exploration and production companies in the Mid-
Continent Region of the U.S., primarily in Oklahoma and Texas. During 2007, the Company increased its equity
interest to 50% for additional payments aggregating $45,000,000. In addition, the credit facility was amended to
increase the borrowing capacity to $138,500,000 and the interest rate to LIBOR plus 5%, the Company provided
Goober Drilling with an additional secured credit facility of $45,000,000 at an interest rate of LIBOR plus 10%,
and the Company provided another secured credit facility of $15,000,000 at an interest rate at the greater of 8%
or LIBOR plus 2.6%. At December 31, 2007, the aggregate outstanding loan amount was $171,000,000 excluding
accrued interest. The additional funding was required due to increased raw material and labor costs to construct
the new rigs and working capital needs due to delays in rig construction. For the years ended December 31, 2007
and 2006, the Company recorded $13,600,000 and $2,000,000, respectively, of pre-tax income from this
investment under the equity method of accounting.

The Company’s investment in Goober Drilling exceeds the Company’s share of its underlying net assets by
approximately $48,000,000 at December 31, 2007. This excess is being amortized over a three to fifteen year period.

Cobre Las Cruces, S.A. (“CLC”)

CLC is a Spanish company that holds the exploration and mineral rights to the Las Cruces copper deposit in the
Pyrite Belt of Spain. It was a consolidated subsidiary of the Company from its acquisition in September 1999
until August 2005, at which time the Company sold a 70% interest to Inmet Mining Corporation (“Inmet”), a
Canadian-based global mining company traded on the Toronto stock exchange (Symbol: IMN). Inmet acquired
the interest in CLC in exchange for 5,600,000 newly issued Inmet common shares, representing approximately
11.6% of Inmet’s current outstanding common shares. The Inmet shares were recorded at their fair value of
approximately $78,000,000, and the Company recorded a pre-tax gain on the sale of $10,500,000, which is
reflected in the caption investment and other income. For more information on the Inmet shares, see Note 6. The
Company retains a 30% interest in CLC.

CLC entered into an agreement with third party lenders for project financing consisting of a ten year senior
secured credit facility of up to $240,000,000 and a senior secured bridge credit facility of up to A69,000,000 to
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finance subsidies and value-added tax. The Company and Inmet have guaranteed 30% and 70%, respectively, of
the obligations outstanding under both facilities until completion of the project as defined in the project financing
agreement. At December 31, 2007 approximately $126,900,000 was outstanding under the senior secured credit
facility and A24,000,000 was outstanding under the senior secured bridge credit facility. The Company and Inmet
have also committed to provide financing to CLC which is currently estimated to be A239,000,000 ($350,000,000
at exchange rates in effect on February 14, 2008), of which the Company’s share will be 30% ($80,000,000 of
which has been loaned as of December 31, 2007). For the years ended December 31, 2007, 2006 and 2005, the
Company recorded pre-tax income (losses) of $4,000,000, $3,800,000 and $(1,600,000), respectively, from this
investment under the equity method of accounting.

HomeFed Corporation (“HomeFed”)

During 2002, the Company sold one of its real estate subsidiaries, CDS Holding Corporation (“CDS”), to
HomeFed for a purchase price of $25,000,000, consisting of $1,000,000 in cash and 2,474,226 shares of
HomeFed’s common stock, which represented approximately 30% of HomeFed’s outstanding common stock. For
the years ended December 31, 2007, 2006 and 2005, the Company recorded $1,500,000, $2,900,000 and
$5,800,000, respectively, of pre-tax income from this investment under the equity method of accounting.
HomeFed is engaged, directly and through subsidiaries, in the investment in and development of residential real
estate projects in the State of California. HomeFed is a public company traded on the NASD OTC Bulletin Board
(Symbol: HOFD).

As a result of a 1998 distribution to all of the Company’s shareholders, approximately 6.6% and 8.2% of
HomeFed is owned by the Company’s Chairman and President, respectively. Both are also directors of HomeFed
and the Company’s President serves as HomeFed’s Chairman.

Jefferies Partners Opportunity Fund II, LLC (“JPOF II”) and Jefferies High Yield Holdings, LLC (“JHYH”)

During 2000, the Company invested $100,000,000 in the equity of JPOF II, a limited liability company, which is
a registered broker-dealer. JPOF II was managed by Jefferies & Company, Inc. (“Jefferies”), a full service
investment bank to middle market companies. JPOF II invested in high yield securities, special situation
investments and distressed securities and provides trading services to its customers and clients. For the period
from January 1, 2007 through March 31, 2007 (date of termination), and for the years ended December 31, 2006
and 2005, the Company recorded pre-tax income from this investment under the equity method of accounting of
$3,000,000, $26,200,000 and $23,600,000, respectively. These earnings were distributed by JPOF II as dividends
shortly after the end of each period.

During 2007, the Company and Jefferies formed JHYH, a newly formed entity, and the Company and Jefferies each
committed to invest $600,000,000. The Company has invested $250,000,000 in cash plus its $100,000,000 investment
in JPOF II; its remaining $250,000,000 commitment will be funded at the sole discretion of Jefferies. JHYH owns
Jefferies High Yield Trading, LLC (“JHYT”), a registered broker-dealer that is engaged in the secondary sales and
trading of high yield securities and special situation securities formerly conducted by Jefferies, including bank debt,
post-reorganization equity, public and private equity, equity derivatives, credit default swaps and other financial
instruments. JHYT makes markets in high yield and distressed securities and provides research coverage on these
types of securities. JHYT does not invest or make markets in sub-prime residential mortgage securities.

Jefferies and the Company each have the right to nominate two of a total of four directors to JHYH’s board, and
each own 50% of the voting securities. The organizational documents also permit passive investors to invest up to
$800,000,000. Jefferies also received additional JHYH securities entitling it to 20% of the profits. The voting and
non-voting interests are entitled to a pro rata share of the profits of JHYH, and are mandatorily redeemable in
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2013, with an option to extend up to three additional one-year periods. Under GAAP, JHYH is considered a
variable interest entity that is consolidated by Jefferies, since Jefferies is the primary beneficiary. The Company’s
share of JHYH’s net income was $4,300,000 during 2007.

Wintergreen Partners Fund, L.P. (“Wintergreen”)

The Company has invested an aggregate of $50,000,000 in Wintergreen, a limited partnership that invests in
domestic and foreign debt and equity securities. For the years ended December 31, 2007, 2006 and 2005, the
Company recorded $14,000,000, $11,000,000 and $500,000, respectively, of pre-tax income from this investment
under the equity method of accounting. At December 31, 2007, the book value of the Company’s investment in
Wintergreen was $75,500,000.

EagleRock Capital Partners (QP), LP (“EagleRock”)

During 2001, the Company invested $50,000,000 in EagleRock, a limited partnership that invests and trades in
securities and other investment vehicles. At December 31, 2007, the book value of the Company’s equity
investment in EagleRock was $33,500,000; the Company received distributions of $15,000,000 and $48,200,000
from EagleRock in 2007 and 2006, respectively. Pre-tax income (losses) of $(11,800,000), $16,400,000 and
$(28,900,000) for the years ended December 31, 2007, 2006 and 2005, respectively, were recorded from this
investment under the equity method of accounting.

Highland Funds

In January 2007, the Company invested $74,000,000 in Highland Opportunity Fund, L.P. (“Highland
Opportunity”), a limited partnership which principally invests through a master fund in mortgage-backed and
asset-backed securities, and $25,000,000 in HFH ShortPLUS Fund, L.P. (“Shortplus”), a limited partnership
which principally invests through a master fund in a short-term based portfolio of asset-backed securities. For the
year ended December 31, 2007, the Company recorded $(17,600,000) and $54,500,000 of pre-tax income (losses)
for Highland Opportunity and Shortplus, respectively.

Pershing Square IV, L.P. (“Pershing Square”)

In June 2007, the Company invested $200,000,000 to acquire a 10% limited partnership interest in Pershing
Square, a newly-formed private investment partnership whose investment decisions are at the sole discretion of
Pershing Square’s general partner. The stated objective of Pershing Square is to create significant capital
appreciation by investing in Target Corporation. For the year ended December 31, 2007, the Company recorded
$85,500,000 of pre-tax losses from this investment under the equity method of accounting, principally resulting
from declines in the market value of Target Corporation’s common stock.

RCG Ambrose, L.P. (“Ambrose”)

In September 2007, the Company invested $75,000,000 in Ambrose, a limited partnership which principally
invests through a master fund in anticipated corporate transactions including mergers, acquisitions,
recapitalizations and similar events. For the year ended December 31, 2007, the Company recorded $1,100,000 of
pre-tax losses from this investment under the equity method of accounting.

Notes to Consolidated Financial Statements, continued
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Union Square

Union Square, two entities in which the Company had non-controlling equity interests, sold their respective
interests in an office complex located on Capitol Hill in Washington, D.C. during 2005. Including repayment of
its mortgage loans at closing, the Company’s share of the net proceeds was $73,200,000, and the Company
recognized a pre-tax gain of $72,300,000 for the year ended December 31, 2005.

Olympus Re Holdings, Ltd. (“Olympus”)

During 2001, the Company invested $127,500,000 for a 25% common stock interest in Olympus, a newly formed
Bermuda reinsurance company primarily engaged in the property excess, marine and aviation reinsurance
business. In 2003, the Company sold a portion of its common shares of Olympus back to Olympus for total
proceeds of $79,500,000 as part of an issuer tender offer available to all of its shareholders.

During 2005, Olympus recorded significant losses as a result of estimated insurance claims from Hurricanes Katrina,
Rita and Wilma. In early 2006, Olympus raised a significant amount of new equity to replace some, but not all of the
capital that was lost as a result of the 2005 hurricanes. Since the Company did not invest additional capital in Olympus,
its equity interest was diluted (to less than 4%) such that it no longer applied the equity method of accounting for this
investment subsequent to December 31, 2005. For the year ended December 31, 2005 the Company recorded
$120,100,000 of pre-tax losses from this investment under the equity method of accounting. In addition, during 2005,
the Company recorded an impairment loss of $3,700,000 to reduce the book value of its investment to zero.

The following table provides summarized data with respect to the Associated Companies accounted for on the
equity method of accounting included in results of operations for the three years ended December 31, 2007.
(Amounts are in thousands.)

2007 2006______ ______

Assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,761,200 $3,553,900
Liabilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,446,500 1,980,500_________________ _________________

Net assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,314,700 $1,573,400_________________ __________________________________ _________________
The Company’s portion of the reported net assets  . . . . . . . . . . . . $1,175,700 $ 770,800_________________ __________________________________ _________________

2007 2006 2005______ ______ ______

Total revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 158,900 $ 640,400 $ 984,400
Income (loss) from continuing operations before

extraordinary items  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (625,100) $ 214,600 $(484,200)
Net income (loss)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (625,100) $ 214,600 $(484,200)
The Company’s equity in net income (loss)  . . . . . . . . . . . . . . . . . $ (31,200) $ 60,100 $ (44,400)

Except for its investment in CLC, the Company has not provided any guarantees, nor is it contingently liable for
any of the liabilities reflected in the above table. All such liabilities are non-recourse to the Company. The
Company’s exposure to adverse events at the investee companies is limited to the book value of its investment.

5. Discontinued Operations:

Symphony Health Services, LLC (“Symphony”)

In July 2006, the Company sold Symphony for approximately $107,000,000. After satisfaction of Symphony’s
outstanding credit agreement by the buyer ($31,700,000 at date of sale) and certain sale related obligations, the
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Company realized net cash proceeds of $62,300,000 and recorded a pre-tax gain on sale of discontinued
operations of $53,300,000 ($33,500,000 after tax).

ATX Communications, Inc. (“ATX”)

In September 2006, the Company sold ATX for aggregate cash consideration of approximately $85,700,000 and
recorded a pre-tax gain on sale of discontinued operations of $41,600,000 ($26,100,000 after tax).

WilTel

In December 2005, the Company sold WilTel to Level 3 Communications, Inc. (“Level 3”) for aggregate cash
consideration of $460,300,000 (net of estimated working capital adjustments of approximately $25,500,000), and
115,000,000 newly issued shares of Level 3 common stock. In connection with the sale, the Company retained
certain assets and liabilities of WilTel that were not purchased by Level 3. The retained assets included (i)
WilTel’s headquarters building (including the adjacent parking garage) located in Tulsa, Oklahoma, (ii) cash and
cash equivalents in excess of $100,000,000, (iii) corporate aircraft and related capital lease obligations, and (iv)
marketable securities. In addition, the Company retained all of WilTel’s right to receive certain cash payments
from AT&T Inc. (formerly SBC Communications Inc.) totaling $236,000,000, of which $37,500,000 was
received prior to closing and the balance was received during 2006. Prior to the closing, WilTel repaid its long-
term debt obligations using its funds, together with $220,000,000 of funds advanced by the Company. The
retained liabilities also include WilTel’s defined benefit pension plan and supplemental retirement plan obligation
and certain other employee related liabilities. The agreement with Level 3 required that all parties make the
appropriate filings to treat the purchase of WilTel as a purchase of assets for federal, state and local income and
franchise tax purposes. As a result, WilTel’s net operating loss carryforwards (“NOLs”), as well as any tax losses
generated by the sale, remained with the Company. For more information on the Company’s NOLs, see Note 16.

The Company recorded a pre-tax gain on disposal of WilTel of $243,800,000 ($243,800,000 after tax). The
calculation of the gain on sale included: (1) the cash proceeds received from Level 3, net of estimated working
capital adjustments; (2) the fair value of the Level 3 common shares of $339,300,000, based on the $2.95 per
share closing price of Level 3 common stock immediately prior to closing; (3) the amount of the AT&T cash
payments that had not been previously accrued prior to closing ($175,900,000); (4) an impairment charge for
WilTel’s headquarters building described below; and (5) the net book value of the net assets sold and estimated
expenses and other costs related to the transaction.

WilTel’s former headquarters building, including the adjacent parking garage, was not included in the sale to
Level 3 and was retained by the Company. The Company concluded that the change in the manner in which the
asset was being used, from a headquarters facility of an operating subsidiary to a property held for investment,
was a change in circumstances which indicated that the carrying amount of the facility might not be recoverable.
On the closing date of the sale to Level 3, the carrying amount of the facility was $96,500,000; the Company
concluded that the carrying amount was not recoverable, and an impairment loss of $42,400,000 was recorded
reducing the gain on disposal of discontinued operations.

During 2007, the facility was sold for net cash proceeds of $53,500,000 which resulted in a small gain.

Gain on disposal of discontinued operations for 2007 includes a pre-tax gain of $800,000 ($500,000 after tax)
from the resolution of sale-related contingencies. Gain on disposal of discontinued operations during 2006
includes $2,400,000 of pre-tax gains ($1,500,000 after tax) principally for the resolution of certain sale-related
contingencies and obligations and working capital adjustments.
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Real Estate

In May 2005, the Company sold its 716-room Waikiki Beach hotel and related assets for an aggregate purchase
price of $107,000,000, before closing costs and other required payments. After satisfaction of mortgage
indebtedness on the hotel of $22,100,000 at closing, the Company received net cash proceeds of approximately
$73,000,000, and recorded a pre-tax gain of $56,600,000 ($56,600,000 after tax) reflected in discontinued
operations for the year ended December 31, 2005. Historical operating results for the hotel were not material.

Other

Gain on disposal of discontinued operations for 2007 includes a pre-tax gain of $4,000,000 ($2,800,000 after tax)
related to the collection of additional amounts from the sale of the Company’s interest in an Argentine shoe
manufacturer in 2005 that had not been previously recognized (collectibility was uncertain). Although there was
no material gain or loss on disposal in 2005, results of discontinued operations during 2005 include a pre-tax loss
of $4,400,000 related to this investment.

In 2006, the Company sold its gas properties and recorded a pre-tax loss on disposal of discontinued operations
of $900,000. Income (loss) from discontinued operations for 2006 includes $2,900,000 of pre-tax losses related to
these gas properties; amounts for 2005 were not material.

In 2006, the Company received $3,000,000 from a former insurance subsidiary which, for many years, had been
undergoing liquidation proceedings controlled by state insurance regulators. The Company reflected the amount
received as a gain on disposal of discontinued operations. For income tax purposes, the payment is treated as a
non-taxable distribution paid by a subsidiary; as a result, no tax expense has been recorded.

A summary of the results of discontinued operations is as follows for the two year period ended December 31,
2006 (in thousands):

2006 2005________ ________

Revenues and other income:
Telecommunications revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $118,987 $1,855,130
Healthcare revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110,370 239,046
Investment and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,790 116,006
Net securities gains  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 3,483______________ _________________

232,147 2,213,665______________ _________________
Expenses:

Telecommunications cost of sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72,231 1,290,409
Healthcare cost of sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95,628 203,149
Interest  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,321 30,389
Salaries  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,889 180,348
Depreciation and amortization  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,018 171,395
Selling, general and other expenses  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,888 222,679______________ _________________

235,975 2,098,369______________ _________________
Income (loss) from discontinued operations before 

income taxes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,828) 115,296
Income tax provision (benefit)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132 (33)______________ _________________

Income (loss) from discontinued operations, net of taxes . . . . . . . . . . . . . . $ (3,960) $ 115,329______________ _______________________________ _________________

Results of discontinued operations for 2007 were not material.
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A summary of investments classified as current assets at December 31, 2007 and 2006 is as follows (in
thousands):

2007 2006_______________________________________ ___________________________________________
Carrying Value Carrying Value

Amortized and Estimated Amortized and Estimated
Cost Fair Value Cost Fair Value______________ ___________________ _________________ ____________________

Investments available for sale  . . . . . . . . . . . . . $897,470 $899,053 $803,034 $809,927
Trading securities  . . . . . . . . . . . . . . . . . . . . . . 47,180 71,618 79,526 80,321
Other investments, including accrued 

interest income  . . . . . . . . . . . . . . . . . . . . . . 12,528 12,528 13,725 13,725______________ ______________ ______________ ______________
Total current investments  . . . . . . . . . . . . $957,178 $983,199 $896,285 $903,973______________ ______________ ______________ ____________________________ ______________ ______________ ______________

The amortized cost, gross unrealized gains and losses and estimated fair value of available for sale investments
classified as current assets at December 31, 2007 and 2006 are as follows (in thousands):

Gross Gross
Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value________________ _____________ ____________ _________________
2007
Bonds and notes:

United States Government and agencies  . . . $735,721 $1,634 $189 $737,166
U.S. Government-Sponsored Enterprises  . . 159,365 138 8 159,495
All other corporates . . . . . . . . . . . . . . . . . . . 2,384 17 9 2,392______________ __________ _______ ______________

Total fixed maturities  . . . . . . . . . . . . . . . $897,470 $1,789 $206 $899,053______________ __________ _______ ____________________________ __________ _______ ______________
2006
Bonds and notes:

United States Government and agencies  . . . $440,375 $ 99 $155 $440,319
U.S. Government-Sponsored Enterprises  . . 192,357 2 100 192,259
All other corporates . . . . . . . . . . . . . . . . . . . 165,396 5,202 56 170,542______________ __________ _______ ______________

Total fixed maturities  . . . . . . . . . . . . . . . 798,128 5,303 311 803,120______________ __________ _______ ______________
Equity securities:

Industrial, miscellaneous and all other  . . . . 4,906 1,901 – 6,807______________ __________ _______ ______________
Total equity securities  . . . . . . . . . . . . . . . . . 4,906 1,901 – 6,807______________ __________ _______ ______________

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $803,034 $7,204 $311 $809,927______________ __________ _______ ____________________________ __________ _______ ______________

Trading securities is comprised of other investments, principally INTL Consilium Emerging Market Absolute
Return Fund, LLC’s investment in a master fund, and at December 31, 2007 includes an investment in credit
default swaps carried at fair value of $22,000,000. Net security gains include $19,500,000 of unrealized gains
related to these derivative financial investments for the year ended December 31, 2007. The Company’s objective
in making this speculative investment is to realize capital appreciation.

A summary of non-current investments at December 31, 2007 and 2006 is as follows (in thousands):

2007 2006____________________________________________ ___________________________________________
Carrying Value Carrying Value

Amortized and Estimated Amortized and Estimated
Cost Fair Value Cost Fair Value_________________ ___________________ _________________ ____________________

Investments available for sale  . . . . . . . . . . . . $ 951,988 $2,618,648 $1,131,198 $1,283,261
Other investments  . . . . . . . . . . . . . . . . . . . . . 157,873 157,873 182,588 182,588_________________ _________________ _________________ _________________

Total non-current investments . . . . . . . . . . $1,109,861 $2,776,521 $1,313,786 $1,465,849_________________ _________________ _________________ __________________________________ _________________ _________________ _________________

Other non-current investments include 5,600,000 common shares of Inmet, which have a cost and carrying value
of $78,000,000 at December 31, 2007 and 2006. Although the Inmet shares have registration rights, they may not
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be sold until the earlier of August 2009 or the date on which the Company is no longer obligated under the
guarantee of CLC’s credit facilities. At acquisition, the fair value of the Inmet common stock was determined to
be approximately 90% of the then current trading price as a result of these transferability restrictions. The Inmet
shares will be carried at the initially recorded value (unless there is an other than temporary impairment) until one
year prior to the termination of the transfer restrictions. At December 31, 2007, the market value of the Inmet
shares is approximately $451,800,000.

In August 2006, pursuant to a subscription agreement with Fortescue Metals Group Ltd (“Fortescue”) and its
subsidiary, FMG Chichester Pty Ltd (“FMG”), the Company invested an aggregate of $408,000,000, including
expenses, in Fortescue’s Pilbara iron ore and infrastructure project in Western Australia. In exchange for its cash
investment, the Company received 26,400,000 common shares of Fortescue, representing approximately 9.99% of
the outstanding Fortescue common stock, and a $100,000,000 note of FMG that matures in August 2019. In July
2007, Fortescue sold new common shares in an underwritten public offering to raise additional capital for its
mining project and to fund future growth. In connection with this offering, the Company exercised its pre-emptive
rights to maintain its ownership position and acquired an additional 1,398,600 common shares of Fortescue for
$44,200,000. Non-current available for sale investments include 277,986,000 (reflecting a 10 for 1 split in
December 2007) and 26,400,000 common shares of Fortescue, representing approximately 9.9% of the
outstanding Fortescue common stock at December 31, 2007 and 2006, respectively. Fortescue is a publicly traded
company on the Australian Stock Exchange (Symbol: FMG), and the shares acquired by the Company may be
sold without restriction on the Australian Stock Exchange or in accordance with applicable securities laws. The
Fortescue shares have a cost of $246,300,000 and $202,100,000 and market values of $1,824,700,000 and
$276,300,000 at December 31, 2007 and 2006, respectively.

Interest on the FMG note is calculated as 4% of the revenue, net of government royalties, invoiced from the iron
ore produced from the project’s Cloud Break and Christmas Creek areas. The note is unsecured and subordinate
to the project’s senior secured debt. For accounting purposes, the Company recorded its 2006 investment in
Fortescue’s common shares at the market price on the date of acquisition, and bifurcated its remaining Fortescue
investment into a 13 year zero-coupon note and a prepaid mining interest. The zero-coupon note was recorded at
an estimated initial fair value of $21,600,000, representing the present value of the principal amount discounted at
12.5%. The prepaid mining interest of $184,300,000 has been classified with other non-current assets, and will be
amortized to expense as the 4% of revenue is earned.

The amortized cost, gross unrealized gains and losses and estimated fair value of non-current investments
classified as available for sale at December 31, 2007 and 2006 are as follows (in thousands):

Gross Gross
Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value________________ _____________ ____________ _________________
2007
Bonds and notes:

United States Government and agencies  . . . $ 54,148 $ 457 $ 404 $ 54,201
U.S. Government-Sponsored Enterprises  . . 286,204 293 3,448 283,049
States, municipalities and political 

subdivisions  . . . . . . . . . . . . . . . . . . . . . . . 3,442 – – 3,442
All other corporates . . . . . . . . . . . . . . . . . . . 75,162 5,403 1,099 79,466_________________ _________________ ____________ _________________

Total fixed maturities  . . . . . . . . . . . . . . . 418,956 6,153 4,951 420,158_________________ _________________ ____________ _________________
Equity securities:

Preferred stocks  . . . . . . . . . . . . . . . . . . . . . . 7,849 – – 7,849
Common stocks:

Banks, trusts and insurance companies  . . 99,716 33,863 1,133 132,446
Industrial, miscellaneous and all other  . . 425,467 1,638,196 5,468 2,058,195_________________ _________________ ____________ _________________
Total equity securities  . . . . . . . . . . . . . . . 533,032 1,672,059 6,601 2,198,490_________________ _________________ ____________ _________________

$ 951,988 $1,678,212 $11,552 $2,618,648_________________ _________________ ____________ __________________________________ _________________ ____________ _________________
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Gross Gross
Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value________________ _____________ ____________ _________________
2006
Bonds and notes:

United States Government and agencies  . . . $ 61,098 $ – $ 850 $ 60,248
U.S. Government-Sponsored Enterprises  . . 337,397 612 4,366 333,643
States, municipalities and political 

subdivisions  . . . . . . . . . . . . . . . . . . . . . . . 50 – – 50
All other corporates . . . . . . . . . . . . . . . . . . . 153,175 6,508 291 159,392_________________ _________________ ____________ _________________

Total fixed maturities  . . . . . . . . . . . . . . . 551,720 7,120 5,507 553,333_________________ _________________ ____________ _________________
Equity securities:

Preferred stocks  . . . . . . . . . . . . . . . . . . . . . . 8,331 35 – 8,366
Common stocks:

Banks, trusts and insurance companies  . . 12,340 9,744 – 22,084
Industrial, miscellaneous and all other  . . 558,807 142,876 2,205 699,478_________________ _________________ ____________ _________________
Total equity securities  . . . . . . . . . . . . . . . 579,478 152,655 2,205 729,928_________________ _________________ ____________ _________________

$1,131,198 $ 159,775 $ 7,712 $1,283,261_________________ _________________ ____________ __________________________________ _________________ ____________ _________________

The amortized cost and estimated fair value of non-current investments classified as available for sale at
December 31, 2007, by contractual maturity, are shown below. Expected maturities are likely to differ from
contractual maturities because borrowers may have the right to call or prepay obligations with or without call or
prepayment penalties.

Estimated
Amortized Fair

Cost Value______________ ______________
(In thousands)

Due after one year through five years  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 35,083 $ 38,278
Due after five years through ten years  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,276 7,360
Due after ten years  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54,953 54,981______________ ______________

96,312 100,619
Mortgage-backed securities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 322,644 319,539______________ ______________

$418,956 $420,158______________ ____________________________ ______________

Net unrealized gains (losses) on investments were $997,700,000, $37,800,000 and $(22,400,000) at December 31,
2007, 2006 and 2005, respectively. Reclassification adjustments included in comprehensive income for the three
year period ended December 31, 2007 are as follows (in thousands):

2007 2006 2005________ ________ ________

Net unrealized holding gains arising during the period, 
net of taxes of $561,743, $48,799 and $0 . . . . . . . . . . . . . . . $981,411 $ 86,004 $ 12,707

Less: reclassification adjustment for net gains included 
in net income, net of taxes of $12,328, $14,650 and $0 . . . . (21,539) (25,817) (188,284)______________ ______________ ________________
Net change in unrealized gains (losses) on investments, 

net of taxes of $549,415, $34,149 and $0 . . . . . . . . . . . . . $959,872 $ 60,187 $(175,577)______________ ______________ ______________________________ ______________ ________________

Notes to Consolidated Financial Statements, continued
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The following table shows the Company’s investments’ gross unrealized losses and fair value, aggregated by
investment category, all of which have been in a continuous unrealized loss position for less than 12 months, at
December 31, 2007 (in thousands):

Unrealized
Description of Securities Fair Value Losses_______________________________ ______________ _____________

United States Government and agencies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $293,236 $ 189
U.S. Government-Sponsored Enterprises  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,092 8
Mortgage-backed securities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104,298 1,216
Corporate bonds  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,080 788
Marketable equity securities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,396 5,558______________ __________

Total temporarily impaired securities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $474,102 $7,759______________ ________________________ __________

The unrealized losses on the securities issued by the United States Government and agencies, the U.S.
Government-Sponsored Enterprises and the mortgage-backed securities were considered to be minor
(approximately .1%, less than .1% and 1.2%, respectively). The unrealized losses on the securities issued by the
United States Government and agencies relate to 7 securities which were purchased in 2007 and mature in 2008.
The unrealized loss on the U.S. Government-Sponsored Enterprises relates to 1 security which was purchased in
2007 and which matures in 2008. The unrealized losses on the mortgage-backed securities (all of which are
issued by U.S. Government agencies and U.S. Government-Sponsored Enterprises) relate to 51 securities
substantially all of which were purchased in 2007. The unrealized losses related to the corporate bonds and
marketable equity securities are not considered to be an other than temporary impairment. This determination is
based on a number of factors including, but not limited to, the length of time and extent to which the fair value
has been less than cost, the financial condition and near term prospects of the issuer, the reason for the decline in
the fair value, changes in fair value subsequent to the balance sheet date, the ability and intent to hold investments
to maturity, and other factors specific to the individual investment.

At December 31, 2007, the Company’s investments which have been in a continuous unrealized loss position for 12
months or longer are comprised of 74 securities which had aggregate gross unrealized losses of approximately
$4,000,000 and an aggregate fair value of approximately $162,000,000. These securities are primarily mortgage-
backed securities (all of which are issued by U.S. Government agencies and U.S. Government-Sponsored Enterprises).

At December 31, 2007 and 2006, the aggregate carrying amount of the Company’s investment in securities that
are accounted for under the cost method totaled $157,900,000 and $182,600,000, respectively. Of this amount,
$78,000,000 relates to the Company’s investment in the Inmet common shares, which had a market value in
excess of the carrying amount. The fair value of the remaining cost method securities was not estimated as there
were no identified events or changes in circumstances that may have a significant adverse effect on the fair value
and it was not practicable to estimate the fair value of these investments.

Securities with book values of $12,500,000 and $12,400,000 at December 31, 2007 and 2006, respectively,
collateralized certain swap agreements.

Notes to Consolidated Financial Statements, continued
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7. Trade, Notes and Other Receivables, Net:

A summary of current trade, notes and other receivables, net at December 31, 2007 and 2006 is as follows (in
thousands):

2007 2006______ ______

Trade receivables  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 66,101 $25,745
Receivables related to securities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,678 24,962
Receivables related to associated companies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,276 –
Receivables relating to real estate activities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,934 6,591
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,800 14,145______________ ____________

135,789 71,443
Allowance for doubtful accounts  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,024) (1,621)______________ ____________

Total current trade, notes and other receivables, net . . . . . . . . . . . . . . . . . . . . . . $133,765 $69,822______________ __________________________ ____________

8. Intangible Assets, Net and Goodwill:

A summary of these assets at December 31, 2007 and 2006 is as follows (in thousands):

2007 2006______ ______

Intangibles:
Customer relationships, net of accumulated amortization of 

$19,472 and $11,768  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $52,362 $46,967
Licenses, net of accumulated amortization of $361 and $0  . . . . . . . . . . . . . . . . 11,527 –
Trademarks and tradename, net of accumulated amortization of 

$403 and $227  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,886 1,642
Patents, net of accumulated amortization of $453 and $298  . . . . . . . . . . . . . . . 1,907 2,032
Other, net of accumulated amortization of $2,048 and $1,727  . . . . . . . . . . . . . 3,673 645

Goodwill  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,151 8,151____________ ____________
$79,506 $59,437____________ ________________________ ____________

As a result of the acquisitions of STi Prepaid and ResortQuest during 2007, intangibles increased by $10,000,000
which are amortized over their estimated useful lives; see Note 3 for further information concerning these
acquisitions. Intangible assets also increased by $3,600,000 and $3,200,000 during 2007 related to acquisitions by
Conwed Plastics and within the Other Operations segment, respectively. These intangible assets are being
amortized on a straight-line basis over their estimated useful lives. The increase in licenses during 2007 relates to
the reconsolidation of Premier, which is more fully discussed in Note 3.

Amortization expense on intangible assets was $8,600,000, $7,700,000 and $5,800,000 for the years ended
December 31, 2007, 2006 and 2005, respectively. The estimated aggregate future amortization expense for the
intangible assets for each of the next five years is as follows: 2008 - $9,300,000; 2009 - $8,800,000; 2010 -
$8,500,000; 2011 - $8,100,000; and 2012 - $7,700,000.

At December 31, 2007 and 2006, all of the goodwill in the above table relates to Conwed Plastics.

Notes to Consolidated Financial Statements, continued
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A summary of non-current other assets at December 31, 2007 and 2006 is as follows (in thousands):

2007 2006______ ______

Real Estate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $225,409 $176,728
Unamortized debt expense  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,447 16,216
Restricted cash  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93,556 20,603
Prepaid mining interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 184,315 184,315
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,705 3,827______________ ______________

$544,432 $401,689______________ ____________________________ ______________

In October 2007, the Company entered into an agreement with the Panama City-Bay County Airport and
Industrial District of Panama City, Florida to purchase approximately 708 acres of land which currently houses
the Panama City-Bay County International Airport. At December 31, 2007, restricted cash included $56,500,000
that has been placed into escrow pursuant to this agreement; the transaction will close and title to the property
will pass only after the city completes construction of a new airport and moves the airport operations to its new
location within specified timeframes. In addition, restricted cash at December 31, 2007 includes $14,700,000 of
escrowed funds relating to the Premier noteholders’ claims; see Note 18 for further information.

The Company’s prepaid mining interest relates to its investment in Fortescue, which is more fully explained in
Note 6.

10. Property, Equipment and Leasehold Improvements, Net:

A summary of property, equipment and leasehold improvements, net at December 31, 2007 and 2006 is as
follows (in thousands):

Depreciable
Lives

(in years) 2007 2006____________________ ________ ________

Buildings and leasehold improvements  . . . . . . . . . . . . . . . . . . 3-45 $ 359,801 $ 131,122
Machinery and equipment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3-25 157,692 101,104
Network equipment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5-15 32,294 30,587
Corporate aircraft  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 87,981 87,981
Computer equipment and software . . . . . . . . . . . . . . . . . . . . . . 2-5 14,455 3,921
Furniture and fixtures  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2-10 23,549 7,131
Construction in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N/A 10,498 3,291
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3-7 3,300 5,144_______________ _______________

689,570 370,281
Accumulated depreciation and amortization  . . . . . . . . . . . . . . (176,766) (136,065)_______________ _______________

$ 512,804 $ 234,216_______________ ______________________________ _______________

Notes to Consolidated Financial Statements, continued
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A summary of trade payables and expense accruals at December 31, 2007 and 2006 is as follows (in thousands):

2007 2006______ ______

Trade payables  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 41,877 $ 16,061
Due to telecommunication carriers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,289 –
Payables related to securities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,712 15,883
Accrued compensation, severance and other employee benefits  . . . . . . . . . . . . . . 46,722 42,320
Accrued legal and professional fees  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,224 8,973
Accrued clinical trial expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,648 434
Taxes other than income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,481 1,684
Accrued interest payable  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41,348 20,739
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,259 21,645______________ ______________

$229,560 $127,739______________ ____________________________ ______________

A summary of other non-current liabilities at December 31, 2007 and 2006 is as follows (in thousands):

2007 2006______ ______

Postretirement and postemployment benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,704 $ 6,078
Pension liability  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,430 40,351
Liabilities related to real estate activities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,141 4,015
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,786 39,824____________ ____________

$71,061 $90,268____________ ________________________ ____________

12. Indebtedness:

The principal amount, stated interest rate and maturity date of outstanding debt at December 31, 2007 and 2006
are as follows (dollars in thousands):

2007 2006________ ________

Parent Company Debt:
Senior Notes:

Bank credit facility  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ – $ –
73⁄4% Senior Notes due 2013, less debt discount of $312 and $355  . . . . 99,688 99,645
7% Senior Notes due 2013, net of debt premium of $793 and $904  . . . 375,793 375,904
71⁄8% Senior Notes due 2017  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 500,000 –
81⁄8% Senior Notes due 2015, less debt discount of $8,266 and $0  . . . . . 491,734 –

Subordinated Notes:
33⁄4% Convertible Senior Subordinated Notes due 2014  . . . . . . . . . . . . . 350,000 350,000
8.65% Junior Subordinated Deferrable Interest Debentures due 2027  . . 98,200 98,200

Subsidiary Debt:
Repurchase agreements  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124,977 181,763
Aircraft financing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39,221 41,335
Capital leases due 2008 through 2015 with a weighted average

interest rate of 11.6%  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,194 9,418
Other due 2008 through 2011 with a weighted average interest

rate of 6.9%  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46,743 3,196_________________ _________________
Total debt  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,136,550 1,159,461

Less: current maturities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (132,405) (184,815)_________________ _________________
Long-term debt  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,004,145 $ 974,646_________________ __________________________________ _________________

Notes to Consolidated Financial Statements, continued

11. Trade Payables, Expense Accruals, Other Current Liabilities and Other Non-Current Liabilities:

01_51936_Leucadia_10-K  4/8/08  11:36 AM  Page F-27



F-28

Parent Company Debt:

In June 2006, the Company entered into a new credit agreement with various bank lenders for a $100,000,000
unsecured credit facility that matures in five years and bears interest based on the Eurocurrency rate or the prime
rate. At December 31, 2007, no amounts were outstanding under this bank credit facility.

In March 2007, the Company sold $500,000,000 principal amount of its newly authorized 71⁄8% Senior Notes due
2017 in a private placement transaction. Net proceeds after payment of underwriting fees were $490,000,000.
Pursuant to an exchange offer, these notes were subsequently exchanged for a new issue of debt securities
registered under the Securities Act with terms identical to those of the 71⁄8% Senior Notes (except for provisions
relating to transfer restrictions and payment of additional interest).

In September 2007, the Company sold $500,000,000 principal amount of its newly authorized 81⁄8% Senior Notes
due 2015 at an issue price of 98.307%. Net proceeds after payment of underwriting fees were $481,700,000.

In April 2004, the Company sold $350,000,000 principal amount of its 33⁄4% Convertible Senior Subordinated
Notes due 2014 in a private placement transaction. The notes are convertible into the Company’s common shares
at $22.97 per share at any time before their maturity, subject to certain restrictions contained in the notes, at a
conversion rate of 43.5414 shares per each $1,000 principal amount of notes subject to adjustment (an aggregate
of 15,239,490 shares).

The Company’s senior note indentures contain covenants that restrict its ability to incur more Indebtedness or
issue Preferred Stock of Subsidiaries if the Company fails to maintain a specified ratio of Consolidated Debt to
Consolidated Tangible Net Worth, limit the ability of the Company and Material Subsidiaries to incur, in certain
circumstances, Funded Debt or Liens, and contain other terms and restrictions all as defined in the senior note
indentures. The Company’s bank credit agreement also contains covenants and restrictions which are generally
more restrictive than the senior note indentures; however, the Company has the ability to terminate the bank credit
agreement if no amounts are outstanding. As of December 31, 2007, cash dividends of approximately
$1,316,500,000 would be eligible to be paid under the bank credit agreement; the senior note indentures do not
restrict the payment of dividends.

Subsidiary Debt:

Debt due within one year includes $125,000,000 and $181,800,000 as of December 31, 2007 and 2006,
respectively, relating to repurchase agreements. At December 31, 2007, these fixed rate repurchase agreements
have a weighted average interest rate of approximately 5.1%, mature in January 2008 and are secured by non-
current investments with a carrying value of $129,100,000.

During 2001, a subsidiary of the Company borrowed $53,100,000 secured by certain of its corporate aircraft. This
debt bears interest based on a floating rate, requires monthly payments of principal and interest and matures in ten
years. The interest rate at December 31, 2007 was 9.2%. The subsidiary has entered into an interest rate swap
agreement for this financing, which fixed the interest rate at approximately 5.7%. The subsidiary would have paid
$1,500,000 and $300,000 at December 31, 2007 and 2006, respectively, if the swap were terminated. Changes in
interest rates in the future will change the amounts to be received under the agreement, as well as interest to be
paid under the related variable debt obligation. The Parent company has guaranteed this financing.

Capital leases primarily consist of a sale-leaseback transaction related to certain corporate aircraft; the lease term
expires in 2015.

Notes to Consolidated Financial Statements, continued
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Other subsidiary debt principally includes Premier’s equipment financing ($18,700,000) and debt secured by a
real estate development project ($27,800,000). With respect to the real estate development project, the subsidiary
entered into an interest rate swap agreement, which fixed the interest rate at approximately 5.1%. The subsidiary
would have paid $3,900,000 at December 31, 2007 if the swap were terminated. Changes in interest rates in the
future will change the amounts to be received under the agreement, as well as interest to be paid under the related
variable debt obligation.

At December 31, 2007, $303,800,000 of other assets (primarily investments, real estate and property) are pledged
for indebtedness aggregating $221,100,000.

Counterparties to interest rate and currency swap agreements are major financial institutions, that management
believes are able to fulfill their obligations. Management believes any losses due to default by the counterparties
are likely to be immaterial.

The aggregate annual mandatory redemptions of debt during the five year period ending December 31, 2012 are as
follows: 2008 - $132,400,000; 2009 - $35,300,000; 2010 - $14,300,000; 2011 - $33,900,000; and 2012 - $1,200,000.

The weighted average interest rate on short-term borrowings (consisting of repurchase agreements) was 5.1% and
5.3% at December 31, 2007 and 2006, respectively.

13. Common Shares, Stock Options and Preferred Shares:

In September 2007, the Company completed the issuance and sale of 5,500,000 of its common shares at a net
price of $45.50 per share. Net proceeds after payment of underwriting fees were $242,000,000.

The Board of Directors from time to time has authorized acquisitions of the Company’s common shares. In March
2007, the Company’s Board of Directors increased to 12,000,000 the maximum number of shares that the
Company is authorized to purchase. During the three year period ended December 31, 2007, the Company
acquired 18,617 common shares at an average price of $27.73 per common share, all in connection with stock
option exercises. At December 31, 2007, the Company is authorized to repurchase 11,995,285 common shares.

Effective January 1, 2006, the Company adopted SFAS 123R using the modified prospective method. As a result
of the adoption of SFAS 123R, compensation cost increased by $11,200,000 and $15,200,000 for the years ended
December 31, 2007 and 2006, respectively, and net income decreased by $8,100,000 and $9,800,000 for the years
ended December 31, 2007 and 2006, respectively. Had the Company used the fair value based accounting method
for 2005, compensation cost would have been higher by $1,600,000. As of December 31, 2007, total
unrecognized compensation cost related to nonvested share-based compensation plans was $22,000,000; this cost
is expected to be recognized over a weighted-average period of 1.3 years.

As of December 31, 2007, the Company has two share-based plans: a fixed stock option plan and a senior
executive warrant plan. The fixed stock option plan provides for grants of options or rights to non-employee
directors and certain employees up to a maximum grant of 450,000 shares to any individual in a given taxable
year. The maximum number of common shares that may be acquired through the exercise of options or rights
under this plan cannot exceed 2,519,150. The plan provides for the issuance of stock options and stock
appreciation rights at not less than the fair market value of the underlying stock at the date of grant. Options
granted to employees under this plan are intended to qualify as incentive stock options to the extent permitted
under the Internal Revenue Code and become exercisable in five equal annual instalments starting one year from
date of grant. Options granted to non-employee directors become exercisable in four equal annual instalments
starting one year from date of grant. No stock appreciation rights have been granted. As of December 31, 2007,
1,567,350 shares were available for grant under the plan.

Notes to Consolidated Financial Statements, continued
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The senior executive warrant plan provides for the issuance, subject to shareholder approval, of warrants to
purchase up to 2,000,000 common shares to each of the Company’s Chairman and President at an exercise price
equal to 105% of the closing price per share of a common share on the date of grant. On March 6, 2006, the
Company’s Board of Directors approved, subject to shareholder approval, the grant of warrants to purchase
2,000,000 common shares to each of the Company’s Chairman and President at an exercise price equal to $28.515
per share (105% of the closing price per share of a common share on that date). In May 2006, shareholder
approval was received and the warrants were issued. The warrants expire in 2011 and vest in five equal tranches
with 20% vesting on the date shareholder approval was received and an additional 20% vesting in each
subsequent year. At December 31, 2007, 4,000,000 warrants were outstanding and 1,600,000 were exercisable
with aggregate intrinsic values of $74,300,000 and $29,700,000, respectively. Both the outstanding and
exercisable warrants had a weighted-average remaining contractual term of 3.2 years. No warrants were exercised
or forfeited during 2007.

A summary of activity with respect to the Company’s stock options for the three years ended December 31, 2007
is as follows:

Weighted-
Common Weighted- Average

Shares Average Remaining Aggregate
Subject Exercise Contractual Intrinsic

to Option Prices Term Value_____________ ____________ ______________ _____________

Balance at December 31, 2004  . . . . . . . . . . . . 2,554,860 $16.36
Granted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,000 $18.03
Exercised  . . . . . . . . . . . . . . . . . . . . . . . . . . . (431,600) $ 8.55 $ 5,200,000______________________________________
Cancelled . . . . . . . . . . . . . . . . . . . . . . . . . . . (180,000) $21.75_______________

Balance at December 31, 2005  . . . . . . . . . . . . 1,955,260 $17.60
Granted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,037,000 $27.42
Exercised  . . . . . . . . . . . . . . . . . . . . . . . . . . . (300,010) $12.79 $ 4,400,000______________________________________
Cancelled . . . . . . . . . . . . . . . . . . . . . . . . . . . (34,000) $23.40_______________

Balance at December 31, 2006  . . . . . . . . . . . . 2,658,250 $21.90
Granted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,000 $33.50
Exercised  . . . . . . . . . . . . . . . . . . . . . . . . . . . (727,689) $15.72 $18,400,000______________________________________
Cancelled . . . . . . . . . . . . . . . . . . . . . . . . . . . (63,200) $23.52_______________

Balance at December 31, 2007  . . . . . . . . . . . . 1,879,361 $24.31 3.9 years $42,800,000_______________ _____________ __________________________________ _____________ ___________________
Exercisable at December 31, 2007  . . . . . . . . . 243,861 $17.87 2.1 years $ 7,100,000_______________ _____________ __________________________________ _____________ ___________________

The following summary presents the weighted-average assumptions used for grants made during each of the three
years in the period ended December 31, 2007:

2007 2006 2005_____________ ______________________________________ _____________
Options Options Warrants Options_____________ _____________ _____________ _____________

Risk free interest rate . . . . . . . . . . . . . . . . . . . . 4.57% 4.47% 4.95% 3.77%
Expected volatility . . . . . . . . . . . . . . . . . . . . . . 21.71% 22.85% 23.05% 23.58%
Expected dividend yield  . . . . . . . . . . . . . . . . . .75% .90% .41% .69%
Expected life  . . . . . . . . . . . . . . . . . . . . . . . . . . 4.3 years 4.0 years 4.3 years 4.3 years
Weighted-average fair value per grant . . . . . . . $8.03 $6.25 $9.39 $4.29

The expected life assumptions were based on historical behavior and incorporated post-vesting forfeitures for
each type of award and population identified. The expected volatility was based on the historical behavior of the
Company’s stock price.
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At December 31, 2007 and 2006, 3,446,711 and 4,174,400, respectively, of the Company’s common shares were
reserved for stock options, 15,239,490 of the Company’s common shares were reserved for the 33⁄4% Convertible
Senior Subordinated Notes and 4,000,000 of the Company’s common shares were reserved for warrants.

At December 31, 2007 and 2006, 6,000,000 of preferred shares (redeemable and non-redeemable), par value
$1 per share, were authorized and not issued.

14. Net Securities Gains:

The following summarizes net securities gains for each of the three years in the period ended December 31, 2007
(in thousands):

2007 2006 2005______ ______ ______

Net realized gains on securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $109,356 $129,734 $222,258
Write-down of investments (a)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (36,834) (12,940) (12,230)
Net unrealized gains (losses) on trading securities  . . . . . . . . . . . . . . 23,119 365 (1,212)______________ ______________ ______________

$ 95,641 $117,159 $208,816______________ ______________ ____________________________ ______________ ______________

(a) Consists of provisions to write down investments in certain available for sale securities and, in 2007, an
investment in a non-public security.

During 2007, the Company sold all of its common stock holdings in Eastman Chemical Company and recognized
a net security gain of $37,800,000. During 2006, the Company sold all of its shares of Level 3 common stock
received in connection with the sale of WilTel (see Note 5) for total proceeds of $376,600,000 and recorded a pre-
tax gain of $37,400,000. During 2005, the Company sold all 375,000 common shares of White Mountains
Insurance Group, Ltd. that it owned, and recorded a security gain of $146,000,000.

Proceeds from sales of investments classified as available for sale were $5,286,100,000, $2,932,800,000 and
$1,979,300,000 during 2007, 2006 and 2005, respectively. Gross gains of $99,000,000, $134,200,000 and
$204,600,000 and gross losses of $5,500,000, $3,200,000 and $2,400,000 were realized on these sales during
2007, 2006 and 2005, respectively.

15. Other Results of Operations Information:

Investment and other income for each of the three years in the period ended December 31, 2007 consists of the
following (in thousands):

2007 2006 2005______ ______ ______

Interest on short-term investments  . . . . . . . . . . . . . . . . . . . . . . . . . . $ 18,121 $ 10,909 $ 7,537
Dividend income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,290 12,019 6,817
Interest on fixed maturity investments  . . . . . . . . . . . . . . . . . . . . . . . 64,787 91,634 46,440
Interest on notes receivable  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 566 927 1,880
Other investment income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,509 3,703 977
Gains on sale of real estate and other assets, net of costs  . . . . . . . . . 11,607 75,729 25,366
Income related to sale of associated companies  . . . . . . . . . . . . . . . . 11,441 34,673 –
Recovery of bankruptcy claims . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 7,371 –
Income on termination of joint development agreement  . . . . . . . . . 8,490 – –
Rental income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,723 7,023 11,870
Winery revenues  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,091 20,822 18,868
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,840 29,868 29,059______________ ______________ ______________

$181,465 $294,678 $148,814______________ ______________ ____________________________ ______________ ______________
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In February 2006, 711 Developer, LLC (“Square 711”), a 90% owned subsidiary of the Company, completed the
sale of 8 acres of unimproved land in Washington, D.C. for aggregate cash consideration of $121,900,000. The
land was acquired by Square 711 in September 2003 for cash consideration of $53,800,000. After satisfaction of
mortgage indebtedness on the property of $32,000,000 and other closing payments, the Company received net
cash proceeds of $75,700,000, and recorded a pre-tax gain of $48,900,000.

Taxes, other than income or payroll, amounted to $10,400,000, $3,900,000 and $3,200,000 for the years ended
December 31, 2007, 2006 and 2005, respectively.

Advertising costs amounted to $9,700,000, $900,000 and $900,000 for the years ended December 31, 2007, 2006
and 2005, respectively.

Research and development costs charged to expense were $22,300,000 and $16,500,000 for the years ended
December 31, 2007 and 2006, respectively; such costs were not material for the year ended December 31, 2005.

16. Income Taxes:

The principal components of deferred taxes at December 31, 2007 and 2006 are as follows (in thousands):

2007 2006________ ________

Deferred Tax Asset:
Securities valuation reserves  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 40,473 $ 46,550
Property and equipment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 28,741
Other assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45,089 25,397
NOL carryover  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,972,901 1,899,654
Other liabilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,829 51,009_________________ _________________

2,107,292 2,051,351
Valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (299,775) (911,777)_________________ _________________

1,807,517 1,139,574_________________ _________________
Deferred Tax Liability:

Unrealized gains on investments  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (626,364) (65,507)
Depreciation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (18,536) (22,131)
Other  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24,535) (60,063)_________________ _________________

(669,435) (147,701)_________________ _________________
Net deferred tax asset  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,138,082 $ 991,873_________________ __________________________________ _________________

As of December 31, 2007, the Company had consolidated federal NOLs of $722,000,000, none of which expire prior
to 2023, that may be used to offset the taxable income of any member of the Company’s consolidated tax group. In
addition, the Company has $4,719,000,000 of federal NOLs that are only available to offset the taxable income of
certain subsidiaries. None of these expire prior to 2017. Foreign NOLs of $6,000,000 are not reflected in the table
since the Company does not expect it will be able to use those carryforwards before they expire. The Company also
has various state NOLs that expire at different times, which are reflected in the above table to the extent the Company
estimates its future taxable income will be apportioned to those states. Uncertainties that may affect the utilization of
the Company’s tax attributes include future operating results, tax law changes, rulings by taxing authorities regarding
whether certain transactions are taxable or deductible and expiration of carryforward periods.

During 2007 and 2005, the Company’s revised projections of future taxable income enabled it to conclude that it
is more likely than not that it will have future taxable income sufficient to realize a portion of the Company’s net
deferred tax asset; accordingly, $542,700,000 in 2007 and $1,135,100,000 in 2005 of the deferred tax valuation
allowance was reversed as a credit to income tax expense. In future years the Company will record income tax
provisions equal to its effective income tax rate, unless there is a further adjustment to the valuation allowance.
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The Company’s conclusion that a portion of the deferred tax asset is more likely than not to be realized was
strongly influenced by its historical ability to generate significant amounts of taxable income and its projections
of future taxable income, and also takes into consideration unrealized gains in its investment portfolio. The
Company’s estimate of future taxable income considers all available evidence, both positive and negative, about
its current operations and investments, includes an aggregation of individual projections for each material
operation and investment, estimates apportionment factors for state and local taxing jurisdictions and includes all
future years that the Company estimated it would have available NOLs. The Company believes that its estimate of
future taxable income is reasonable but inherently uncertain, and if its current or future operations and
investments generate taxable income greater than the projected amounts, further adjustments to reduce the
valuation allowance are possible. Conversely, if the Company realizes unforeseen material losses in the future, or
its ability to generate future taxable income necessary to realize a portion of the deferred tax asset is materially
reduced, additions to the valuation allowance could be recorded.

The increase in the valuation allowance during 2006 is principally due to the utilization of previously
unrecognized capital losses in the Company’s 2005 federal income tax return, which resulted in a larger NOL
than previously estimated.

Under certain circumstances, the ability to use the NOLs and future deductions could be substantially reduced if
certain changes in ownership were to occur. In order to reduce this possibility, the Company’s certificate of
incorporation includes a charter restriction that prohibits transfers of the Company’s common stock under certain
circumstances.

The provision (benefit) for income taxes for each of the three years in the period ended December 31, 2007 was
as follows, excluding amounts allocated to equity in associated companies and discontinued operations (in
thousands):

2007 2006 2005________ ________ ________

State income taxes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,176 $ 3,682 $ 3,848
Resolution of state tax contingencies  . . . . . . . . . . . . . . . . . . . . (1,475) (8,000) –
Federal income taxes:

Current  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,958) 1,721 –
Deferred  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17,925) 44,203 –

Reversal of valuation allowance  . . . . . . . . . . . . . . . . . . . . . . . . (542,686) – (1,135,100)
Currently payable foreign income taxes  . . . . . . . . . . . . . . . . . . 97 165 214________________ ____________ __________________

$(559,771) $41,771 $(1,131,038)________________ ____________ __________________________________ ____________ __________________

The table below reconciles the expected statutory federal income tax to the actual income tax provision (benefit)
(in thousands):

2007 2006 2005________ ________ ________

Expected federal income tax  . . . . . . . . . . . . . . . . . . . . . . . . . . $ (19,981) $46,837 $ 47,052
State income taxes, net of federal income tax benefit  . . . . . . . 2,714 2,393 2,501
Reversal of valuation allowance  . . . . . . . . . . . . . . . . . . . . . . . . (542,686) – (1,135,100)
Resolution of tax contingencies  . . . . . . . . . . . . . . . . . . . . . . . . (1,475) (8,000) –
Permanent differences  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 824 434 –
Recognition of acquired WilTel federal tax benefits  . . . . . . . . – – (46,951)
Discontinued operations tax loss benefit  . . . . . . . . . . . . . . . . . – – 1,321
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 833 107 139________________ ____________ __________________

Actual income tax provision (benefit)  . . . . . . . . . . . . . . . . . $(559,771) $41,771 $(1,131,038)________________ ____________ __________________________________ ____________ __________________
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Reflected above as resolution of tax contingencies are reductions to the Company’s income tax provision for the
favorable resolution of certain federal and state income tax contingencies. The Internal Revenue Service has
completed its audit of the Company’s consolidated federal income tax returns for the years 1996 through 1999,
without any material payment required from the Company.

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes - an Interpretation of FASB Statement No. 109” (“FIN 48”), which
prescribes the accounting for and disclosure of uncertainty in income tax positions. FIN 48 specifies a
recognition threshold that must be met before any part of the benefit of a tax position can be recognized in the
financial statements, specifies measurement criteria and provides guidance for classification and disclosure. The
Company was not required to record an adjustment to its financial statements upon the adoption of FIN 48.

The following table reconciles the total amount of unrecognized tax benefits as of the beginning and end of the
period presented (in thousands):

Unrecognized
Tax Benefits Interest Total______________________ _____________ _______________

As of January 1, 2007, date of adoption of FIN 48  . . . . . . . . . $10,500 $3,500 $14,000
Additions to unrecognized tax benefits  . . . . . . . . . . . . . . . . . . 400 100 500
Additional interest expense recognized  . . . . . . . . . . . . . . . . . . – 800 800
Audit payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (300) (200) (500)
Reductions as a result of the lapse of the statute of 

limitations and completion of audits  . . . . . . . . . . . . . . . . . . (1,000) (500) (1,500)____________ __________ ____________
Balance, December 31, 2007  . . . . . . . . . . . . . . . . . . . . . . . . $ 9,600 $3,700 $13,300____________ __________ ________________________ __________ ____________

If recognized, the total amount of unrecognized tax benefits reflected in the table above would lower the
Company’s effective income tax rate. Over the next twelve months, the Company believes it is reasonably
possible that the aggregate amount of unrecognized tax benefits will decrease by an additional $3,500,000 upon
the expiration of the statute of limitations. The statute of limitations with respect to the Company’s federal income
tax returns has expired for all years through 2001. The Company’s New York State and New York City income tax
returns are currently being audited for the 2003 to 2005 period.

Prior to May 2001, WilTel was included in the consolidated federal income tax return of its former parent, The
Williams Companies Inc. (“Williams”). Pursuant to a tax settlement agreement between WilTel and Williams, the
Company has no liability for any audit adjustments made to Williams’ consolidated tax returns; however,
adjustments to Williams’ prior years tax returns could affect certain of the Company’s tax attributes that impact
the calculation of alternative minimum taxable income.

17. Pension Plans and Postretirement Benefits:

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans - an amendment of FASB Statements
No. 87, 88, 106, and 132(R)” (“SFAS 158”), which requires companies to recognize on their balance sheet a net
liability or asset for the funded status of their defined benefit pension and other postretirement plans, recognize
changes in funded status through comprehensive income and provide additional footnote disclosures. SFAS 158
was effective for publicly traded calendar year-end companies as of December 31, 2006. In addition, SFAS 158
requires companies to measure the funded status of their plans as of the date of its fiscal year-end, with limited
exceptions, effective for fiscal years ending after December 15, 2008. The incremental effect on the Company’s
consolidated balance sheet as a result of the adoption of SFAS 158 was to decrease total liabilities by $1,200,000,
decrease deferred tax assets by $400,000 and increase accumulated other comprehensive income by $800,000.
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The information presented below for defined benefit pension plans is presented separately for the Company’s
plans and the plans formerly administered by WilTel. Pursuant to the WilTel sale agreement the responsibility for
WilTel’s defined benefit pension plans was retained by the Company. The Company presents the information
separately since the WilTel plan’s investment strategies, assumptions and results are significantly different than
those of the Company.

The Company:

Prior to 1999, the Company maintained defined benefit pension plans covering employees of certain units who
also met age and service requirements. Effective December 31, 1998, the Company froze its defined benefit
pension plans. A summary of activity with respect to the Company’s defined benefit pension plan for 2007 and
2006 is as follows (in thousands):

2007 2006______ ______

Projected Benefit Obligation:
Projected benefit obligation at January 1,  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $54,876 $58,123
Interest cost (a)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,565 2,668
Actuarial gain  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,587) (1,200)
Benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,095) (4,715)____________ ____________

Projected benefit obligation at December 31,  . . . . . . . . . . . . . . . . . . . . . . . . $51,759 $54,876____________ ________________________ ____________
Change in Plan Assets:

Fair value of plan assets at January 1,  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $47,653 $43,476
Actual return on plan assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,786 2,022
Employer contributions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 7,000
Benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,095) (4,715)
Administrative expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (141) (130)____________ ____________

Fair value of plan assets at December 31,  . . . . . . . . . . . . . . . . . . . . . . . . . . . $47,203 $47,653____________ ________________________ ____________
Funded Status at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (4,556) $ (7,223)____________ ________________________ ____________

(a) Includes charges to expense of $700,000 and $800,000 for 2007 and 2006, respectively, relating to
discontinued operations obligations.

As of December 31, 2007 and 2006, $14,500,000 and $19,100,000, respectively, of the net amount recognized in
the consolidated balance sheet was reflected as a charge to accumulated other comprehensive income and
$4,600,000 and $7,200,000, respectively, was reflected as accrued pension cost. The Company is currently
evaluating whether to make any contributions to the Company’s defined benefit pension plan in 2008.

Pension expense related to the defined benefit pension plan charged to operations included the following
components (in thousands):

2007 2006 2005______ ______ ______

Interest cost  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,838 $ 1,916 $2,045
Expected return on plan assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,238) (1,052) (905)
Actuarial loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 813 905 848
Amortization of prior service cost  . . . . . . . . . . . . . . . . . . . . . . . . . . 3 3 3____________ ___________ __________

Net pension expense  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,416 $ 1,772 $1,991____________ ___________ ______________________ ___________ __________
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At December 31, 2007, the plan’s assets consisted of U.S. Government and agencies bonds (12%), U.S.
Government-Sponsored Enterprises (55%), investment grade bonds (27%) and cash equivalents (6%). At
December 31, 2006, the plan’s assets consisted of U.S. Government and agencies bonds (32%), investment grade
bonds (60%), cash equivalents (7%) and other (1%).

The defined benefit pension plan assets are invested in short-term investment grade fixed income investments in
order to maximize the value of its invested assets by minimizing exposure to changes in market interest rates.
This investment strategy provides the Company with more flexibility in managing the plan should interest rates
rise and result in a decrease in the discounted value of benefit obligations. The current investment strategy
substantially requires investments in investment grade securities, and a final average maturity target for the
portfolio of one and one-half years and a one year maximum duration.

To develop the assumption for the expected long-term rate of return on plan assets, the Company considered the
following underlying assumptions: 2.5% current expected inflation, 1.5% real rate of return for risk-free
investments (primarily U.S. government and agency bonds) for the target duration and .25% default risk premium
for the portion of the portfolio invested in non-U.S. government and agency bonds. The combination of these
underlying assumptions resulted in the selection of the 4.25% expected long-term rate of return assumption for
2007. Because pension expense includes the cost of expected plan administrative expenses, the 4.25% assumption
is not reduced for such expenses.

Several subsidiaries provide certain health care and other benefits to certain retired employees under plans which
are currently unfunded. The Company pays the cost of postretirement benefits as they are incurred. Amounts
charged to expense were not material in each of the three years ended December 31, 2007.

A summary of activity with respect to the Company’s postretirement plans for 2007 and 2006 is as follows (in
thousands):

2007 2006______ ______

Accumulated postretirement benefit obligation at January 1,  . . . . . . . . . . . . . . . . $4,281 $4,773
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 236 229
Contributions by plan participants  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 162 145
Actuarial gain  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (111) (321)
Benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (485) (545)__________ __________

Accumulated postretirement benefit obligation at December 31,  . . . . . . . . . . . $4,083 $4,281__________ ____________________ __________

The Company expects to spend $400,000 on postretirement benefits during 2008. At December 31, 2007, the
assumed health care cost trend rate for 2008 used in measuring the accumulated postretirement benefit obligation
is 9.5% and, at December 31, 2006, such rate for 2007 was 9.5%. At December 31, 2007 and 2006, the assumed
health care cost trend rates were assumed to decline to an ultimate rate of 5% by 2015. If the health care cost
trend rates were increased or decreased by 1%, the accumulated postretirement obligation as of December 31,
2007 would have increased by $300,000 or decreased by $200,000. The effect of these changes on interest cost
for 2007 would be immaterial.
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At December 31, 2007 and 2006, the amounts in accumulated other comprehensive income relating to the
Company’s defined benefit pension plan and other benefits plans that have not yet been recognized in net periodic
benefit cost are as follows (in thousands):

2007 2006___________________________________ ___________________________________
Pension Other Pension Other

Plan Benefits Plans Plan Benefits Plans_____________ _________________ _____________ _________________
Net loss (gain)  . . . . . . . . . . . . . . . . . . . . . . . . . . . $14,425 $ (947) $19,008 $ (903)
Prior service cost (credit)  . . . . . . . . . . . . . . . . . . . 43 (264) 45 (323)____________ ____________ ____________ ____________

$14,468 $(1,211) $19,053 $(1,226)____________ ____________ ____________ ________________________ ____________ ____________ ____________

Changes in the Company’s plan assets and benefit obligations recognized in other comprehensive income (loss)
for the year ended December 31, 2007 are as follows (in thousands):

Other
Pension Plan Benefits Plans________________ __________________

Net gain arising during period  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,447 $112
Recognition of amortization in net periodic benefit cost:

Prior service cost (credit)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 (59)
Actuarial loss (gain)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,134 (68)__________ _______
Total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,584 $ (15)__________ _________________ _______

The estimated net loss for the defined benefit pension plan that will be amortized from accumulated other
comprehensive income into net periodic benefit cost in 2008 is $800,000; such amount for the prior service cost
is not material. The estimated net gain and prior service credit for the other benefits plans that will be amortized
from accumulated other comprehensive income into net periodic benefit cost in 2008 are $100,000 and $100,000,
respectively.

The Company uses a December 31 measurement date for its plans. The assumptions used relating to the defined
benefit plan and postretirement plans are as follows:

Pension Benefits Other Benefits__________________________ __________________________
2007 2006 2007 2006______ ______ ______ ______

Discount rate used to determine benefit
obligation at December 31,  . . . . . . . . . . . . . . . . . . . . . . . . . . 5.20% 4.90% 6.10% 5.75%

Weighted-average assumptions used to determine
net cost for years ended December 31,:

Discount rate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.90% 4.87% 5.75% 5.25%
Expected long-term return on plan assets  . . . . . . . . . . . . . 4.25% 4.00% N/A N/A

The discount rate for pension benefits was selected to result in an estimated projected benefit obligation on a plan
termination basis, using current rates for annuity settlements and lump sum payments weighted for the assumed
elections of participants. The discount rate for other benefits was based on the expected future benefit payments
in conjunction with the Citigroup Pension Discount Curve.
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The following benefit payments are expected to be paid (in thousands):

Pension Benefits Other Benefits____________________ __________________

2008  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,262 $ 415
2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,660 422
2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,896 408
2011  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,931 402
2012  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,938 369
2013–2017  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,095 1,658

WilTel:

Effective on the date of sale, the Company froze WilTel’s defined benefit pension plans. A summary of activity
with respect to the plans for 2007 and 2006 is as follows (in thousands):

2007 2006______ ______

Projected Benefit Obligation:
Projected benefit obligation at beginning of period  . . . . . . . . . . . . . $176,724 $186,054
Interest cost  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,163 9,856
Actuarial gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12,573) (11,502)
Benefits paid  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,773) (7,684)______________ ______________

Projected benefit obligation at December 31,  . . . . . . . . . . . . . . . . $168,541 $176,724______________ ____________________________ ______________
Change in Plan Assets:

Fair value of plan assets at beginning of period . . . . . . . . . . . . . . . . . $143,590 $ 97,905
Actual return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,490 11,976
Employer contributions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68 43,052
Benefits paid  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,773) (7,684)
Administrative expenses  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,637) (1,659)______________ ______________

Fair value of plan assets at December 31,  . . . . . . . . . . . . . . . . . . . $150,738 $143,590______________ ____________________________ ______________
Funded Status at end of year  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (17,803) $ (33,134)______________ ____________________________ ______________

As of December 31, 2007 and 2006, $7,100,000 and $24,300,000, respectively, of the net amount recognized in
the consolidated balance sheet was reflected as a charge to accumulated other comprehensive income and
$17,800,000 and $33,100,000, respectively, was reflected as accrued pension cost.

The Company anticipates funding and distributing the benefits of WilTel’s supplemental employee retirement
plan in 2008. Accordingly, the Company has classified the anticipated distribution ($3,900,000) as a current
liability. Other than the supplemental employee retirement plan, the Company is currently evaluating whether to
make any contributions to the WilTel plan in 2008.

Pension expense for the WilTel plans charged to results of continuing operations in 2007 and 2006 and to results
of discontinued operations in 2005 included the following components (in thousands):

2007 2006 2005______ ______ ______

Interest cost  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10,163 $ 9,856 $ 9,410
Service cost  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – – 4,612
Expected return on plan assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9,363) (6,954) (6,509)
Actuarial loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,136 1,579 2,953____________ ___________ ____________

Net pension expense  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,936 $ 4,481 $10,466____________ ___________ ________________________ ___________ ____________
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At December 31, 2007, the plans’ assets consisted of equity securities (58%), debt securities (39%) and cash
equivalents (3%). At December 31, 2006, the plans’ assets consisted of equity securities (57%), debt securities
(21%) and cash equivalents (22%). The investment objectives of the plans emphasize long-term capital
appreciation as a primary source of return and current income as a supplementary source.

In connection with having frozen the plan, the Company is reviewing the target allocation, which currently is as
follows:

Target________
Equity securities:

Large cap stocks  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40%
Small cap stocks  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10%
International stocks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20%________

Total equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70%
Fixed income/bonds  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30%________

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100%________________

Investment performance objectives are based upon a benchmark index or mix of indices over a market cycle. The
investment strategy designates certain investment restrictions for domestic equities, international equities and
fixed income securities. These restrictions include the following:

• For domestic equities, there will generally be no more than 5% of any manager’s portfolio at market in any
one company and no more than 150% of any one sector of the appropriate index for any manager’s
portfolio. Restrictions are also designated on outstanding market value of any one company at 5% for
large to medium equities and 8% for small to medium equities.

• For international equities, there will be no more than 8% in any one company in a manager’s portfolio, no
fewer than three countries in a manager’s portfolio, no more than 10% of the portfolio in countries not
represented in the EAFE index, no more than 150% of any one sector of the appropriate index and no
currency hedging is permitted.

• Fixed income securities will all be rated BBB- or better at the time of purchase, there will be no more than
8% at market in any one security (U.S. government and agency positions excluded), no more than a 30-
year maturity in any one security and investments in standard collateralized mortgage obligations are
limited to securities that are currently paying interest, receiving principal, do not contain leverage and are
limited to 10% of the market value of the portfolio.

To develop the assumption for the expected long-term rate of return on plan assets, the Company considered the
following underlying assumptions: 2.5% current expected inflation, 2% real rate of return for risk-free investments,
.3% inflation risk premium (considering the long-term nature of plan investments), .9% default risk premium for
the portion of the portfolio invested in corporate bonds, and 2.25% to 2.6% in equity risk premium (depending on
asset class) in excess of corporate bond returns. The Company then weighted these assumptions by the long-term
target allocations and assumed that investment expenses were offset by expected returns in excess of benchmarks,
which resulted in the selection of the 7.5% expected long-term rate of return assumption for 2007.

At December 31, 2007 and 2006, the accumulated other comprehensive income relating to WilTel’s plans that has
not yet been recognized in net periodic benefit cost consists of cumulative losses of $7,100,000 and $24,300,000,
respectively.
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Changes in plan assets and benefit obligations recognized in other comprehensive income (loss) related to
WilTel’s pension plans for the year ended December 31, 2007 are as follows (in thousands):

Net gain arising during period  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $16,064
Recognition of amortization of actuarial loss in

net periodic benefit cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,135____________
Total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $17,199________________________

The estimated net loss for the defined benefit pension plan that will be amortized from accumulated other
comprehensive income into net periodic benefit cost in 2008 is $1,800,000.

The measurement date for WilTel’s plans is December 31. The assumptions used for 2007 and 2006 are as
follows:

Pension Benefits__________________________
2007 2006______ ______

Weighted-average assumptions used to determine benefit obligation 
at December 31,:

Discount rate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.30% 5.70%
Weighted-average assumptions used to determine net cost for the 

period ended December 31,:
Discount rate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.70% 5.40%
Expected long-term return on plan assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.50% 7.50%

The timing of expected future benefit payments was used in conjunction with the Citigroup Pension Discount
Curve to develop a discount rate that is representative of the high quality corporate bond market, adjusted for
current rates which might be available for annuity settlements.

The following pension benefit payments are expected to be paid (in thousands):

2008  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,146
2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,260
2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,156
2011  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,103
2012  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,161
2013–2017  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,833

The Company and its consolidated subsidiaries have defined contribution pension plans covering certain
employees. Contributions and costs are a percent of each covered employee’s salary. Amounts charged to expense
related to such plans were $2,900,000, $2,000,000 and $1,700,000 for the years ended December 31, 2007, 2006
and 2005, respectively.

18. Commitments and Contingencies:

The Company and its subsidiaries rent office space and office equipment under noncancellable operating leases
with terms varying principally from one to twenty years. Rental expense (net of sublease rental income) was
$12,900,000 in 2007, $5,700,000 in 2006 and $4,400,000 in 2005. Future minimum annual rentals (exclusive of
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month-to-month leases, real estate taxes, maintenance and certain other charges) under these leases at December
31, 2007 are as follows (in thousands):

2008  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 13,139
2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,235
2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,728
2011  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,204
2012  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,740
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79,690______________

128,736
Less: sublease income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,609______________

$126,127____________________________

In connection with the sale of certain subsidiaries and certain non-recourse financings, the Company has made or
guaranteed the accuracy of certain representations. No material loss is expected in connection with such matters.

Pursuant to an agreement that was entered into before the Company sold CDS to HomeFed in 2002, the Company
agreed to provide project improvement bonds for the San Elijo Hills project. These bonds, which are for the
benefit of the City of San Marcos, California and other government agencies, are required prior to the
commencement of any development at the project. CDS is responsible for paying all third party fees related to
obtaining the bonds. Should the City or others draw on the bonds for any reason, CDS and one of its subsidiaries
would be obligated to reimburse the Company for the amount drawn. At December 31, 2007, $12,100,000 was
outstanding under these bonds, $9,900,000 of which expires in 2008 and the remainder thereafter.

As more fully discussed in Note 4, CLC has entered into an agreement with third party lenders consisting of a ten
year senior secured credit facility of up to $240,000,000 and a senior secured bridge credit facility of up to
A69,000,000. The Company has guaranteed 30% of the obligations outstanding under both facilities until
completion of the project as defined in the project financing agreement. At December 31, 2007, $126,900,000
was outstanding under the senior secured credit facility and A24,000,000 was outstanding under the senior
secured bridge credit facility; as a result, the Company’s outstanding guaranty at that date was $38,100,000 and
A7,200,000 ($10,500,000 at exchange rates in effect on February 14, 2008), respectively. The Company has also
committed to provide financing to CLC which is currently estimated to be A239,000,000 ($350,000,000 at
exchange rates in effect on February 14, 2008), of which the Company’s share will be 30% ($80,000,000 of which
has been loaned as of December 31, 2007).

The holders of the Premier Notes argued that they were entitled to liquidated damages under the indenture
governing the Premier Notes, and as such are entitled to more than the principal amount of the notes plus accrued
interest that was paid to them at emergence. Although the Company does not agree with the position taken by the
Premier noteholders, in order to have Premier’s bankruptcy plan confirmed so that Premier could complete
reconstruction of its property and open its business without further delay, the Company agreed to fund an escrow
account to cover the Premier noteholders’ claim for additional damages in the amount of $13,700,000, and a
second escrow account for the trustee’s reasonable legal fees and expenses in the amount of $1,000,000.
Entitlement to the escrows is expected to be determined by the court during 2008. The Company believes it is
probable that the court will approve payment of legal fees and expenses and has fully reserved for that
contingency. However, the Company does not believe it is probable or remote that the court will find in favor of
the Premier noteholders with respect to the additional damages escrow, and any potential loss can not be
reasonably estimated. Accordingly, the Company has not accrued a loss for the additional damages contingency.

Hurricane Katrina completely destroyed the Hard Rock Biloxi’s casino, which was a facility built on floating
barges, and caused significant damage to the hotel and related structures. The new casino was constructed over
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water on concrete pilings that greatly improved the structural integrity of the facility; however, the threat of
hurricanes remains a risk to the repaired and rebuilt facilities. Premier’s current insurance policy was bound on
April 20, 2007, and provides up to $263,700,000 in coverage for damage to real and personal property including
up to $84,100,000 in business interruption coverage. The coverage is led by Underwriters at Lloyds and is
comprised of a $20,000,000 primary layer and six excess layers. The coverage is syndicated through several
insurance carriers, each with an A.M. Best Rating of A- (Excellent) or better. Although the insurance policy is an
all risk policy, weather catastrophe occurrence (WCO), which is defined to include damage caused by a named
storm, is limited to $130,000,000 with a deductible of $13,200,000. The WCO coverage is subject to mandatory
reinstatement of limits for an additional pre-determined premium.

19. Litigation:

The Company and its subsidiaries are parties to legal proceedings that are considered to be either ordinary,
routine litigation incidental to their business or not material to the Company’s consolidated financial position. The
Company does not believe that any of the foregoing actions will have a material adverse effect on its consolidated
financial position or liquidity, but any amounts paid could be material to results of operations for the period.

20. Earnings (Loss) Per Common Share:

For the year ended December 31, 2007, the numerators for basic and diluted per share computations for income
from continuing operations were $480,800,000 and $489,600,000, respectively. For the year ended December 31,
2006, the numerators for basic and diluted per share computations for income from continuing operations were
$129,800,000 and $138,600,000, respectively. For the year ended December 31, 2005, the numerators for basic
and diluted per share computations for income from continuing operations were $1,220,300,000 and
$1,234,500,000, respectively. The calculations for diluted earnings (loss) per share assumes the 33⁄4% Convertible
Notes had been converted into common shares for the periods they were outstanding and earnings increased for
the interest on such notes, net of the income tax effect, unless the effect is antidilutive.

The denominators for basic per share computations were 218,361,000, 216,233,000 and 215,531,000 for 2007,
2006 and 2005, respectively. The denominators for diluted per share computations reflect the dilutive effect of
1,053,000, 412,000 and 504,000 options and warrants for 2007, 2006 and 2005, respectively (the treasury stock
method was used for these calculations), and 15,239,000 shares related to the 33⁄4% Convertible Notes for each of
2007, 2006 and 2005.

21. Fair Value of Financial Instruments:

The following table presents fair value information about certain financial instruments, whether or not recognized
on the balance sheet. Fair values are determined as described below. These techniques are significantly affected
by the assumptions used, including the discount rate and estimates of future cash flows. The fair value amounts
presented do not purport to represent and should not be considered representative of the underlying “market” or
franchise value of the Company. The methods and assumptions used to estimate the fair values of each class of
the financial instruments described below are as follows:

(a) Investments: The fair values of marketable equity securities, fixed maturity securities and investments held
for trading purposes (which include securities sold not owned) are substantially based on quoted market prices, as
disclosed in Note 6. The fair value of the Company’s investment in the Inmet common shares, all of which are
restricted as discussed in Note 6, is based on quoted market prices. The fair values of the Company’s other
securities that are accounted for under the cost method (aggregating $79,900,000 and $104,600,000 at December
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31, 2007 and 2006, respectively) were not practicable to estimate; the fair values were assumed to be the carrying
amount.

(b) Cash and cash equivalents: For cash equivalents, the carrying amount approximates fair value.

(c) Notes receivables: The fair values of variable rate notes receivable are estimated to be the carrying amount.

(d) Long-term and other indebtedness: The fair values of non-variable rate debt are estimated using quoted
market prices and estimated rates that would be available to the Company for debt with similar terms. The fair
value of variable rate debt is estimated to be the carrying amount.

(e) Swap agreements: The fair values of the interest rate swap and currency rate swap agreements are based on
rates currently available for similar agreements.

The carrying amounts and estimated fair values of the Company’s financial instruments at December 31, 2007
and 2006 are as follows (in thousands):

2007 2006_______________________________________ _______________________________________
Carrying Fair Carrying Fair
Amount Value Amount Value____________ _______ ____________ _______

Financial Assets:
Investments:

Current  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 983,199 $ 983,199 $ 903,973 $ 903,973
Non-current  . . . . . . . . . . . . . . . . . . . . . . . . . . 2,776,521 3,150,321 1,465,849 1,687,611

Cash and cash equivalents  . . . . . . . . . . . . . . . . . 456,970 456,970 287,199 287,199
Notes receivable:

Current  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,053 2,053 6,633 6,633
Non-current  . . . . . . . . . . . . . . . . . . . . . . . . . . 200 200 2,244 2,244

Financial Liabilities:
Debt:

Current  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132,405 133,364 184,815 185,867
Non-current  . . . . . . . . . . . . . . . . . . . . . . . . . . 2,004,145 2,398,592 974,646 1,135,117

Securities sold not owned  . . . . . . . . . . . . . . . . . . 2,603 2,603 5,697 5,697
Swap agreements:

Interest rate swaps . . . . . . . . . . . . . . . . . . . . . . . . (5,380) (5,380) (268) (268)
Foreign currency swaps  . . . . . . . . . . . . . . . . . . . (2,862) (2,862) (2,430) (2,430)

22. Segment Information:

The Company’s reportable segments consist of its operating units, which offer different products and services and
are managed separately. Idaho Timber primarily remanufactures, manufactures and/or distributes wood products.
Conwed Plastics manufactures and markets lightweight plastic netting used for a variety of purposes. The
Company’s telecommunications segment is conducted through STi Prepaid, a provider of international prepaid
phone cards and other telecommunication services in the U.S. The property management and services business is
conducted through ResortQuest, which offers management services to vacation properties in beach and mountain
resort locations in the continental United States, as well as real estate brokerage services and other rental and
property owner services. The Company’s gaming entertainment segment is conducted through Premier, which
owns the Hard Rock Biloxi. The Company’s domestic real estate operations consist of a variety of commercial
properties, residential land development projects and other unimproved land, all in various stages of development
and all available for sale. The Company’s medical product development segment is conducted through Sangart,
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which became a majority-owned subsidiary in November 2005. Other operations primarily consist of the
Company’s wineries and energy projects.

At acquisition in 2006, the Company’s investment in Premier was reported as a consolidated subsidiary in the
other operations segment; however, it was deconsolidated and classified as an investment in an associated
company upon its filing of voluntary petitions for reorganization under chapter 11 of title 11 of the United States
Bankruptcy Code in September 2006. While in bankruptcy Premier was classified as an investment in an
associated company and its operating results were not reported as the gaming entertainment segment. Upon its
emergence from bankruptcy in August 2007, Premier was once again consolidated by the Company and has been
reported as an operating segment since that date.

Associated companies include equity interests in other entities that the Company accounts for on the equity
method of accounting. Investments in associated companies include HomeFed, JHYH, Goober Drilling and CLC.
The Company also has made non-controlling investments in entities that are engaged in investing and/or
securities transactions activities which are accounted for as investments in associated companies including
Pershing Square, Highland Opportunity, Shortplus, Ambrose, EagleRock and Wintergreen.

Corporate assets primarily consist of investments and cash and cash equivalents and corporate revenues primarily
consist of investment income and securities gains and losses. Corporate assets include the Company’s investments
in Fortescue and Inmet. Corporate assets, revenues, overhead expenses and interest expense are not allocated to
the operating units.

Conwed Plastics has manufacturing facilities located in Belgium and Mexico, STi Prepaid has a customer care
unit located in the Dominican Republic and other operations includes a small Caribbean-based
telecommunications provider. These are the only foreign operations with non-U.S. revenue or assets that the
Company consolidates, and are not material. Unconsolidated non-U.S. based investments include 38% of Light
and Power Holdings Ltd., the parent company of the principal electric utility in Barbados, the 30% ownership
interest in CLC and the investments in Fortescue and Inmet. From time to time the Company invests in the
securities of non-U.S. entities or in investment partnerships that invest in non-U.S. securities.

Certain information concerning the Company’s segments is presented in the following table. Consolidated
subsidiaries are reflected as of the date of acquisition, which was June 2007 for ResortQuest, March 2007 for STi
Prepaid, November 2005 for Sangart and May 2005 for Idaho Timber. As discussed above, Premier is reflected as
a consolidated subsidiary from May 2006 until it was deconsolidated in September 2006; Premier once again
became a consolidated subsidiary in August 2007. Associated Companies are only reflected in the table below
under identifiable assets employed.
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2007 2006 2005______ ______ ______
(In millions)

Revenues and other income (a):
Manufacturing:

Idaho Timber  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 292.2 $ 345.7 $ 239.0
Conwed Plastics  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105.4 106.4 93.6

Telecommunications  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 363.2 – –
Property Management and Services  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81.5 – –
Gaming Entertainment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38.5 – –
Domestic Real Estate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.4 86.7 29.9
Medical Product Development  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 .7 .1
Other Operations (b)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53.6 42.8 59.0
Corporate (c)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 205.0 280.4 268.3_____________ _____________ _____________

Total consolidated revenues and other income  . . . . . . . . . . . . . . . . . . . . . $1,154.9 $ 862.7 $ 689.9_____________ _____________ __________________________ _____________ _____________
Income (loss) from continuing operations before income taxes

and equity in income (losses) of associated companies:
Manufacturing:

Idaho Timber  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9.1 $ 12.0 $ 8.2
Conwed Plastics  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.4 17.9 14.2

Telecommunications  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.4 – –
Property Management and Services  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6.5) – –
Gaming Entertainment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9.3) – –
Domestic Real Estate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8.2) 44.0 4.1
Medical Product Development  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (31.5) (21.1) (1.4)
Other Operations (b)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17.2) (14.4) 7.5
Corporate (c)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (29.3) 95.4 101.8_____________ _____________ _____________

Total consolidated income (loss) from continuing operations before 
income taxes and equity in income (losses) of associated companies  . . $ (57.1) $ 133.8 $ 134.4_____________ _____________ __________________________ _____________ _____________

Identifiable assets employed:
Manufacturing:

Idaho Timber  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 129.5 $ 132.3 $ 162.7
Conwed Plastics  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88.8 83.6 81.9

Telecommunications  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81.9 – –
Property Management and Services  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62.8 – –
Gaming Entertainment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300.6 – –
Domestic Real Estate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 306.3 198.1 182.7
Medical Product Development  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36.5 12.2 7.0
Other Operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 255.5 257.8 245.0
Investments in Associated Companies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,362.9 773.0 375.5
Corporate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,501.8 3,846.8 4,062.0
Assets of discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – – 144.1_____________ _____________ _____________

Total consolidated assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $8,126.6 $5,303.8 $5,260.9_____________ _____________ __________________________ _____________ _____________

(a) Revenues and other income for each segment include amounts for services rendered and products sold, as
well as segment reported amounts classified as investment and other income and net securities gains on the
Company’s consolidated statements of operations.

(b) Other operations includes pre-tax losses of $13,900,000, $8,300,00 and $1,600,000 for the years ended
December 31, 2007, 2006 and 2005, respectively, for investigation and evaluation of various energy related
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projects. There were no material operating revenues or identifiable assets associated with these activities in
any period; however, other income includes $8,500,000 in 2007 related to the termination of a joint
development agreement with another party.

(c) Net securities gains for Corporate aggregated $92,700,000, $116,600,000 and $199,500,000 during 2007,
2006 and 2005, respectively, which primarily resulted from the sale of publicly traded debt and equity
securities that had been classified as available for sale securities. Security gains include a gain from the sale
of Eastman Chemical Company of $37,800,000 in 2007, a gain from the sale of Level 3 of $37,400,000 in
2006 and a gain from the sale of White Mountains Insurance Group, Ltd. of $146,000,000 in 2005. For 2007,
2006 and 2005, security gains include provisions of $36,800,000, $12,900,000 and $12,200,000, respectively,
to write down investments in certain available for sale securities and, in 2007, an investment in a non-public
security.

(d) For the years ended December 31, 2007, 2006 and 2005, income (loss) from continuing operations reflects
depreciation and amortization expenses of $54,200,000, $39,500,000 and $32,600,000, respectively; such
amounts are primarily comprised of Corporate ($12,700,000, $11,600,000 and $10,700,000, respectively),
manufacturing ($18,000,000, $17,500,000 and $14,200,000, respectively), gaming entertainment
($6,300,000 and $900,000 in 2007 and 2006, respectively), domestic real estate ($3,800,000, $3,300,000 and
$2,000,000, respectively), property management and services ($3,100,000 in 2007) and other operations
($9,000,000, $5,600,000 and $5,700,000, respectively). Depreciation and amortization expenses for other
segments are not material.

(e) For the years ended December 31, 2007, 2006 and 2005, income (loss) from continuing operations reflects
interest expense of $111,500,000, $79,400,000 and $65,500,000, respectively; such amounts are primarily
comprised of Corporate ($110,800,000, $70,900,000 and $63,200,000, respectively), gaming entertainment
($500,000 and $8,000,000 in 2007 and 2006, respectively) and other operations ($1,200,000 in 2005).
Interest expense for other segments is not material.
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First Second Third Fourth
Quarter Quarter Quarter Quarter__________ __________ __________ __________

(In thousands, except per share amounts)
2007____
Revenues and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $197,185 $344,004 $331,149 $282,557______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Income from continuing operations  . . . . . . . . . . . . . . . . . . . . . . . $ 7,861 $ 26,315 $ 2,087 $444,545______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Income (loss) from discontinued operations, net of taxes . . . . . . . $ 222 $ (13) $ 98 $ (148)______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Gain (loss) on disposal of discontinued operations, net of taxes  . . $ 291 $ (3) $ 1,703 $ 1,336______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,374 $ 26,299 $ 3,888 $445,733______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Basic earnings (loss) per common share:

Income from continuing operations  . . . . . . . . . . . . . . . . . . . . . $ .04 $ .12 $ .01 $2.00
Income (loss) from discontinued operations  . . . . . . . . . . . . . . . – – – –
Gain (loss) on disposal of discontinued operations . . . . . . . . . . – – .01 –_______ _______ ______ ________

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .04 $ .12 $ .02 $2.00_______ _______ ______ _______________ _______ ______ ________
Number of shares used in calculation  . . . . . . . . . . . . . . . . . . . . 216,409 216,596 218,071 222,494____________ ____________ ____________ ________________________ ____________ ____________ ____________

Diluted earnings (loss) per common share:
Income from continuing operations  . . . . . . . . . . . . . . . . . . . . . $ .04 $ .12 $ .01 $1.87
Income (loss) from discontinued operations  . . . . . . . . . . . . . . . – – – –
Gain (loss) on disposal of discontinued operations . . . . . . . . . . – – .01 –_______ _______ ______ ________

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .04 $ .12 $ .02 $1.87_______ _______ ______ _______________ _______ ______ ________
Number of shares used in calculation  . . . . . . . . . . . . . . . . . . . . 216,779 217,229 219,411 239,483____________ ____________ ____________ ________________________ ____________ ____________ ____________

2006____
Revenues and other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $291,608 $224,426 $170,243 $176,395______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Income from continuing operations  . . . . . . . . . . . . . . . . . . . . . . . $ 82,589 $ 36,375 $ 3,740 $ 7,065______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Income (loss) from discontinued operations, net of taxes . . . . . . . $ (1,433) $ 280 $ (2,717) $ (90)______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Gain (loss) on disposal of discontinued operations, net of taxes  . . $ (463) $ 365 $ 59,454 $ 4,234______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 80,693 $ 37,020 $ 60,477 $ 11,209______________ ______________ ______________ ____________________________ ______________ ______________ ______________
Basic earnings (loss) per common share:

Income from continuing operations  . . . . . . . . . . . . . . . . . . . . . $ .38 $ .17 $ .02 $ .03
Income (loss) from discontinued operations  . . . . . . . . . . . . . . . (.01) – (.01) –
Gain (loss) on disposal of discontinued operations . . . . . . . . . . – – .27 .02_______ _______ ______ _______

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .37 $ .17 $ .28 $ .05_______ _______ ______ ______________ _______ ______ _______
Number of shares used in calculation  . . . . . . . . . . . . . . . . . . . . 216,112 216,201 216,291 216,334____________ ____________ ____________ ________________________ ____________ ____________ ____________

Diluted earnings (loss) per common share:
Income from continuing operations  . . . . . . . . . . . . . . . . . . . . . $ .37 $ .17 $ .02 $ .03
Income (loss) from discontinued operations  . . . . . . . . . . . . . . . (.01) – (.01) –
Gain (loss) on disposal of discontinued operations . . . . . . . . . . – – .26 .02_______ _______ ______ _______

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .36 $ .17 $ .27 $ .05_______ _______ ______ ______________ _______ ______ _______
Number of shares used in calculation  . . . . . . . . . . . . . . . . . . . . 231,765 231,777 231,906 216,707____________ ____________ ____________ ________________________ ____________ ____________ ____________

Income from continuing operations includes a credit to income tax expense of $542,700,000 in the fourth quarter
of 2007, resulting from the reversal of a portion of the deferred tax valuation allowance.

In 2007 and 2006, the totals of quarterly per share amounts do not equal annual per share amounts because of
changes in outstanding shares during the year.

F-47

Notes to Consolidated Financial Statements, continued

23. Selected Quarterly Financial Data (Unaudited):
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F-48

Schedule II – Valuation and Qualifying Accounts
LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
For the years ended December 31, 2007, 2006 and 2005
(In thousands)

Additions Deductions_____________________________________________ _____________________________________________
Charged

Balance at to Costs Balance
Beginning and Write Sale of at End

Description of Period Expenses Recoveries Other Offs Receivables Other of Period________________ _____________ _____________ _______________ _______ ________ ________________ _______ ____________
2007_______

Loan receivables of
banking and lending
subsidiaries  . . . . . . . . . . $ 306 $ (228) $121 $ – $ 111 $ – $ – $ 88

Trade, notes and other
receivables  . . . . . . . . . . . 1,467 794 26 – 296 – – 1,991_______________ _________ _______ _____________ _________ _________ _______________ _____________

Total allowance for
doubtful accounts  . . . . . $ 1,773 $ 566 $147 $ – $ 407 $ – $ – $ 2,079_______________ _________ _______ _____________ _________ _________ _______________ ____________________________ _________ _______ _____________ _________ _________ _______________ _____________

Deferred tax asset
valuation allowance  . . . . $ 911,777 $ – $ – $ 29,311(a) $ – $ – $ 641,313(b) $299,775_______________ _________ _______ _____________ _________ _________ _______________ ____________________________ _________ _______ _____________ _________ _________ _______________ _____________

2006_______

Loan receivables of
banking and lending
subsidiaries  . . . . . . . . . . $ 536 $ (166) $ 66 $ – $ 130 $ – $ – $ 306

Trade, notes and other
receivables  . . . . . . . . . . . 14,896 1,255 128 – 6,395 8,417 – 1,467_______________ _________ _______ _____________ _________ _________ _______________ _____________

Total allowance for
doubtful accounts  . . . . . $ 15,432 $1,089 $194 $ – $6,525 $8,417 $ – $ 1,773_______________ _________ _______ _____________ _________ _________ _______________ ____________________________ _________ _______ _____________ _________ _________ _______________ _____________

Deferred tax asset
valuation allowance  . . . . $ 804,829 $ – $ – $106,948(c) $ – $ – $ – $911,777_______________ _________ _______ _____________ _________ _________ _______________ ____________________________ _________ _______ _____________ _________ _________ _______________ _____________

2005_______

Loan receivables of
banking and lending
subsidiaries  . . . . . . . . . . $ 946 $ (323) $ 90 $ – $ 177 $ – $ – $ 536

Trade, notes and other
receivables  . . . . . . . . . . . 7,488 7,995 144 5,215 5,701 245 – 14,896_______________ _________ _______ _____________ _________ _________ _______________ _____________

Total allowance for
doubtful accounts  . . . . . $ 8,434 $7,672 $234 $ 5,215 $5,878 $ 245 $ – $ 15,432_______________ _________ _______ _____________ _________ _________ _______________ ____________________________ _________ _______ _____________ _________ _________ _______________ _____________

Deferred tax asset
valuation allowance  . . . . $2,185,275 $ – $ – $ – $ – $ – $1,380,446(b) $804,829_______________ _________ _______ _____________ _________ _________ _______________ ____________________________ _________ _______ _____________ _________ _________ _______________ _____________

(a) In connection with the filing of the 2006 income tax return and with a subsidiary joining the Company’s
consolidated income tax return during 2007, additional deferred tax assets were recognized but were fully
reserved.

(b) During 2007 and 2005, the Company’s revised projections of future taxable income enabled it to conclude
that it is more likely than not that it will have future taxable income sufficient to realize a portion of the
Company’s net deferred tax asset; accordingly, $542,700,000 in 2007 and $1,135,100,000 in 2005 of the
deferred tax valuation allowance was reversed as a credit to income tax expense. In 2007, also reflects the
allocation of the purchase price for STi Prepaid in the amount of $98,600,000.

(c) The increase in the valuation allowance is principally due to the utilization of previously unrecognized capital
losses in the Company’s 2005 federal income tax return, which resulted in a larger NOL than previously
estimated.

(d) Amounts in the schedule include activity related to discontinued operations.
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Corporate Office

315 Park Avenue South 
New York, New York 10010-3607
(212) 460-1900

Executive Office

529 East South Temple
Salt Lake City, Utah 84102-1089
(801) 521-1000

www.leucadia.com

Operating Companies

Manufacturing

Idaho Timber, LLC
1299 North Orchard Street, Suite 300
Boise, Idaho 83706-2265
Ted Ellis, Chief Executive Officer and President
(208) 377-3000
www.idahotimber.com

Conwed Plastics, LLC
2810 Weeks Avenue, S.E.
Minneapolis, Minnesota 55414-2898
Mark E. Lewry, President
(612) 623-1700
www.conwedplastics.com

Telecommunications

STi Prepaid, LLC
1250 Broadway, 26th Floor
New York, New York 10001-3703
Jim Continenza, President
(718) 358-5390
www.stiphonecard.com

Property Management and Services

ResortQuest International, Inc.
546 Mary Esther Cut-Off N.W., Suite 3
Fort Walton Beach, Florida 32548-4067
Park Brady, Chief Executive Officer
(850) 275-5000
www.resortquest.com

Gaming Entertainment

Hard Rock Hotel & Casino Biloxi
777 Beach Boulevard
Biloxi, Mississippi 39530-4300
Duncan McKenzie, President and General Manager
(228) 276-7700
www.hardrockbiloxi.com

Real Estate

Leucadia Financial Corporation
529 East South Temple
Salt Lake City, Utah 84102-1089
Patrick D. Bienvenue, President
(801) 521-5400

Wineries

Pine Ridge Winery
5901 Silverado Trail
Napa, California 94558-9749
Jeff Butler, Guest Relations Manager
(800) 575-9777
www.pineridgewinery.com

Archery Summit Winery
18599 N.E. Archery Summit Road
Dayton, Oregon 97114-7204
Chris Moyer, Guest Relations Manager
(800) 732-8822
www.archerysummit.com

Counsel

Stephen E. Jacobs, Esq.
(212) 460-1900

Weil, Gotshal & Manges LLP
767 Fifth Avenue
New York, New York 10153-0119
Andrea A. Bernstein, Esq.
(212) 310-8000

Registrar and Transfer Agent
American Stock Transfer & Trust Company
59 Maiden Lane
New York, New York 10038-4502
(800) 937-5449
www.amstock.com

Auditors
PricewaterhouseCoopers LLP
300 Madison Avenue
New York, New York 10017-6204

The Common Stock is listed for trading on the 
New York Stock Exchange under the symbol “LUK.”

The 73/4% Senior Notes due 2013 are listed for 
trading on the New York Stock Exchange under the 
symbol “LUK.”

Leucadia National Corporation
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Directors

Ian M. Cumming1

Chairman

Joseph S. Steinberg1

President

Paul M. Dougan2 4

Private Investor

Lawrence D. Glaubinger 1 3

President
Lawrence Economic Consulting Inc.

Alan J. Hirschfield 2 

Private Investor 

James E. Jordan1 2 3 4

Private Investor

Jeffrey C. Keil 2

Private Investor

Jesse Clyde Nichols, III 2 3 4

Private Investor

1Executive Committee
2Audit Committee
3Compensation Committee
4Nominating and Corporate Governance Committee

Officers

Ian M. Cumming
Chairman

Joseph S. Steinberg
President

Thomas E. Mara
Executive Vice President 

Joseph A. Orlando
Vice President and Chief Financial Officer

Barbara L. Lowenthal
Vice President and Comptroller

Rocco J. Nittoli
Vice President and Treasurer

Joseph M. O’Connor
Vice President

Justin R. Wheeler
Vice President

Leucadia National Corporation
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