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Los Angeles, California
April 30, 2010

Honorable Alfred W. Gross Honorable Christina Urias
Chairman of the NAIC Financial Secretary, Zone IV-Western

Condition Subcommittee Director of Insurance
Commissioner of Insurance Arizona Department of Insurance
Virginia Bureau of Insurance Phoenix, Arizona

Richmond, Virginia

Honorable Steve Poizner
Insurance Commissioner

California Department of Insurance
Sacramento, California

Dear Chairman, Secretary and Commissioner:

Pursuant to your instructions, an examination was made of the

COMMERCE TITLE INSURANCE COMPANY

(hereinafter also referred to as the Company) at its statutory home office located at 160 North

Riverview Drive, Suite 200, Anaheim, California 92808.

SCOPE OF EXAMINATION

The previous examination of the Company was made as of December 31, 2005. This examination
covers the period from January 1, 2006 through December 31, 2008. The examination was made
pursuant to the National Association of Insurance Commissioners' plan of examination. The
examination included a review of the Company’s practices and procedures, an examination of
management records, tests and analyses of detailed transactions within the examination period, and an
evaluation of the assets and a determination of liabilities as of December 31, 2008, as deemed

necessary under the circumstances.



In addition to those items specifically commented upon in this report, other phases of the Company’s
operations were reviewed including the following areas that require no further comment: fidelity
bonds and other insurance; officers’, employees’ and agents’ welfare and pension plans; growth of

company; business in force by states; loss experience; accounts and records; and sales and advertising.

SUBSEQUENT EVENTS

On April 7, 2009, the Company’s ultimate parent, Centex Corporation (Centex), entered into an
Agreement and Plan of Merger with Pulte Homes, Inc. (Pulte) for the acquisition of Centex by Pulte.
The acquisition became effective on August 18, 2009 after a vote of the stockholders of Pulte and
Centex. The Form A Acquisition of Control filing was approved by the California Department of
Insurance (CDI) on February 5, 2010.

Subsequent to the acquisition by Pulte, the Company’s entire three-member board of directors and

many of the officers were replaced by Pulte officers.

On November 25, 2009, the Company’s parent, Centex Title & Ancillary Services, LLC (CTAS),
entered into a stock purchase agreement with a non-affiliated entity, Commerce Title and Closing
Services, LLC (CTCS) for the sale of the Company’s affiliated underwritten title company,
Commerce Title Company (CTC) to CTCS. Prior to the sale, the Company wrote the majority of its
California business through CTC. Starting March 1, 2010, all new title orders in California were
transferred to First American Title Company as the agent. A Request to Transfer Underwritten Title
Company Shares application was submitted to the CDI on January 5, 2010 and is currently pending

regulatory approval.

On December 31, 2009, the Company paid an ordinary noncash dividend of $1.74 million to its
parent, CTAS. The dividend was paid to relieve the intercompany receivable due from CTAS which

was a result of actions taken in regards to the Company’s goodwill at the time of the merger of



Centex and Pulte. A Report of Dividend was submitted to the California Department of Insurance

pursuant to California Insurance Code Section 1215.4(f).

The Company’s two reinsurance treaties with Old Republic National Title Insurance Company
(ORNTIC) are being terminated. The December 29, 1995 treaty will be terminated on May 30, 2010.
The second treaty with ORNTIC effective July 1, 2004 was terminated October 15, 2009. The
treaties were terminated due to the Company’s future plans to focus primarily on its builder business,
where the Company assumes all risk. The Company continues to reinsure through First American

Title Insurance Company for all non-builder or retail business.

COMPANY HISTORY

During the examination period, the Company paid ordinary cash dividends of $675 thousand, $2.4
million, and $2.6 million to its parent, Centex Title & Ancillary Services, LLC for 2006, 2007, and
2008, respectively.

MANAGEMENT AND CONTROL

As of December 31, 2008, the Company is a wholly-owned subsidiary of Centex Title & Ancillary
Services, LLC and ultimately owned by Centex Corporation (Centex). Centex is a publicly traded
diversified holding company with various subsidiaries. Through its subsidiaries, Centex provides
home construction, general building contracting, retail mortgage lending services, title and insurance
products and services. The following abridged organizational chart depicts the Company’s

relationship within the holding company system:



Centex Corporation

Centex Financial Services, LLC

[ Centex Mortgage, Title and Insurance )
Group, LLC

- J

[ Centex Title & Ancillary Services, LLC A

- J
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( Commerce Title Insurance Company (Metropolitan Title & Guaranty Company\

(California) d/b/a Commerce Title Company
- J -
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Commerce Title Company Commerce Land Title Agency, LLC d/b/a
Commerce Title Company
& J &
4 R N 4
Commerce Land Title, Inc. d/b/a CTX Insurance Agency, Inc.
Commerce Title Company
& I & J
(" Commerce Title Company of New A (" Commerce Escrow Company, LLC
Mexico, LLC
- J - J

(*) all ownership is 100%

Management of the Company is vested in a three-member board of directors elected annually. A

listing of the members of the board and principal officers serving on December 31, 2008 follows:



Name and Residence

Thomas J. Fischer (*)
Hudson, Ohio

Jefferson E. Howeth (*)
Coppell, Texas

R. Wayne Norton (*)
McKinney, Texas

Name

Thomas J. Fischer (*)
David A. Priestley (*)

Jefferson E. Howeth (*)

Gregory A. Lewis (*)
Tiffany R. Bertling

Gail M. Peck (*)
Brian J. Woram (*)
Rodney Anderson (*)
Penny D. Jones

Nat S. Maffei, Jr.

M. Pete Marianos
Louis W. Zona

Mary Ann Edwards

Michael B. Norvell
Cade C. Anderson
Dulce R. Avila

Directors

Principal Business Affiliation

President

Commerce Title Insurance Company and
Executive Vice President

Commerce Title Company

Executive Vice President, General Counsel
and Assistant Secretary

Commerce Title Insurance Company and
Commerce Title Company

Executive Vice President
Centex Title & Ancillary Services, LL.C

Principal Officers

Title

President
Executive Vice President, Chief Financial
Officer and Assistant Secretary

Executive Vice President, General Counsel and

Assistant Secretary
Senior Vice President

Senior Vice President — Business Systems and

Processes
Treasurer
Secretary
Vice President
Vice President
Vice President
Vice President
Vice President
Assistant Vice President and Assistant
Controller
Assistant Vice President
Assistant Vice President
Assistant Secretary



Name Title

Christy N. Tabor Assistant Secretary
Darlene R. Patterson Assistant Secretary

(*) As a result of the acquisition by Pulte Homes, Inc. on August 18, 2009, the entire board of
directors and many of the officers were replaced by Pulte officers.

Management Agreements

Underwriting Agreement: The Company maintains an Underwriting Agreement with Commerce Title
Company (CTC), an affiliated underwritten title company, for the purpose of issuing title insurance
policies in the following counties of California: Alameda, Contra Costa, El Dorado, Fresno, Imperial,
Kern, Kings, Los Angeles, Madera, Marin, Mendocino, Merced, Monterey, Napa, Nevada, Orange,
Placer, Riverside, Sacramento, San Benito, San Bernardino, San Diego, San Francisco, San Joaquin,
San Mateo, Santa Barbara, Santa Clara, Santa Cruz, San Luis Obispo, Solano, Sonoma, Stanislaus,
Sutter, Tulare, Yolo, Yuba, and Ventura; and all counties in Arizona. The Company is liable for
claims made under title policies issued by CTC, subject to a deductible amount of $5,000 per claim,
paid by CTC. The California Department of Insurance (CDI) approved this agreement on February
27, 2002.

Service Agreement: CTC provides administrative support services to the Company in counties in the
State of California in which CTC is licensed. CTC is compensated based on time allocations, expense
sharing, and other appropriate methods of measurement on unidentifiable costs and expenses, and
actual costs on identifiable costs and expenses payable within 30 days. There were no allocations or

expenses incurred during the examination period. The CDI approved this agreement on May 31, 2002.

Service and Investment Management Agreement: The Company’s parent, Centex Title & Ancillary
Services, LLC (CTAS) provides certain investment management services, facilities and administrative
services, primarily consisting of accounting, computer, legal, marketing, human resources, and other

services to the Company. The CDI approved this agreement on December 27, 1999. Under the terms



of the agreement, compensation should be based on the Company’s pro-rata share of CTAS’ overhead
costs. Although services are being provided by CTAS, the Company has never been charged for these
services. Charges are strictly limited to reimbursement of direct expenses. It is recommended that the
Company and CTAS allocate the various administrative expenses in accordance with the agreement to
give proper accounting recognition for the allocated expenses as required by California Insurance Code

Section 1215.5(a)(3).

Tax Liability Allocation and Indemnification Agreement: The Company and its affiliates have an
agreement with Centex Corporation (Centex) to file federal income taxes on a consolidated basis. The
Company pays Centex an amount equal to a separate return tax liability including installments of
estimated tax payments. If the Company is entitled to a tax credit or incurs a net operating loss during
a taxable period, Centex will apply such credit to the Company. The CDI approved this agreement on
December 27, 1999.

CORPORATE RECORDS

A review of the Company's board minutes disclosed that there was no authorization and approval of
investments as required by California Insurance Code (CIC) Sections 1200 and 1201. The Company's
minutes failed to provide any general statements pertaining to its investments, which is in violation of
CIC Section 1200. In addition, specific references to amounts, facts, and the value of the securities
were not included as required under CIC Section 1201. It is recommended that the Company
implement procedures to ensure that the authorization and approval of investments is documented in

its board minutes to comply with CIC Section 1200 and 1201.

TERRITORY AND PLAN OF OPERATION

The Company is licensed to transact title insurance business in the District of Columbia and the

following 21 states:



Arizona Hlinois

California Indiana
Colorado Maryland
Delaware Michigan
Florida Minnesota
Georgia Missouri

During the examination period, the Company voluntarily withdrew its licenses from Kansas, Kentucky,

Nebraska, and Oklahoma. In 2008, the Company had direct premiums written of $23.4 million, of

Nevada

New Mexico
North Carolina
Ohio
Pennsylvania
South Carolina

Texas
Virginia
West Virginia

which, $17.3 million or 75% were written in California, Florida, and Texas.

The Company issues residential title insurance policies through direct operations and a network of both
affiliated and non-affiliated title agents. Premiums written by affiliated title agents represent 94% of
premiums written for 2008. In California, the Company writes the majority of its business through its
affiliated underwritten title company, Commerce Title Company (CTC). CTC is licensed in various
California counties. For all counties where CTC is not licensed or was otherwise not able to provide

title service, the Company maintains an agency relationship with First American Title Company for the

writing of these policies or can write the policies directly.

REINSURANCE

Assumed

The Company has no reinsurance assumed.

Ceded

The following describes the Company’s ceded reinsurance program as of December 31, 2008:



The Company maintains a reinsurance agreement with Old Republic National Title Insurance Company
(ORNTIC) for all policies issued from 1995 through 2002. The Company retains $500,000 as its
primary risk, and cedes secondary risk to ORNTIC with a limit of $25 million. This treaty covered all
policies issued by the Company in the states of Arizona, California, Colorado, Florida, Indiana,
Kentucky, Nevada, Ohio, Pennsylvania, South Carolina, and Virginia. The agreement will be

terminated effective May 30, 2010.

A second reinsurance treaty with ORNTIC covers certain policies issued on or after July 1, 2004 in the
states of New Mexico and Texas. Under the terms of this policy, the Company retains primary liability
0f $5,000 and ORTIC has secondary liability over $5,000 up to $5 million. The treaty was terminated
on October 15, 2009.

The Company has a reinsurance agreement with First American Title Insurance Company (FATIC) for
all policies issued by the Company since 2003, excluding policies issued which insure grantees of
Centex Homes and simultaneously issued loan policies. The Company retains the primary loss risk of
$5,000 on each policy, and cedes to FATIC secondary loss risk on each reinsured policy above $5,000.

No policy is issued without the prior written consent of the reinsurer wherein the interest insured is in

excess of $5 million.

The Company has a facultative reinsurance agreement with FATIC. The Company and FATIC both
retain 50% from the first dollar of loss, inclusive of costs, attorney’s fees and expenses, on a pro rata
basis. The agreement is intended to be secondary to the ORNTIC agreement, which provides that the
Company retain $500,000 as its primary risk, and cede secondary risk to ORNTIC. It covers policies
of the Company issued through its agent, Commerce Title Company from 1995 through 2002.



FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2008
Underwriting and Investment Exhibit for the Year Ended December 31, 2008

Reconciliation of Surplus as Regards Policyholders
from December 31, 2005 through December 31, 2008

10



Assets

Bonds

Cash and short-term investments
Title plants

Investment income due and accrued
Premiums and considerations:

Uncollected premiums and agents' balances in course on

of collection
Net deferred tax assets

Electronic data processing equipment and software

Furniture and equipment

Receivables from parent, subsidiaries and affiliates
Aggregate write-ins for other than invested assets

Total assets

Liabilities, Surplus and Other Funds

Known claims reserve

Statutory premium reserve

Other expenses

Taxes, licenses and fees

Current federal and foreign income taxes

Total liabilities
Common capital stock
Gross paid-in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total liabilities, surplus and other funds

Statement of Financial Condition

as of December 31, 2008

Ledger and
Nonledger Assets Not Net Admitted
Assets Admitted Assets Notes
$ 4,557,213 $ $ 4,557,213
14,726,758 14,726,758
729,726 729,726
24,547 24,547
5,962 5,962
588,927 489,031 99,896
6,326 6,326 0
23,179 23,179 0
363,386 363,386
241.795 241.795 0
$21.267.819 $ 760331 $ 20,507,488
$ 169,949 (1)
10,612,011 (1)
273,000
112,939
817322
11,985,221
$ 1,500,000
4,631,662
2,390,605
_8.522.267
$20,507.488

11



Operations and Investment Exhibit

for the Year Ended December 31, 2008

Operating Income

Title insurance premiums earned
Deductions:
Losses and loss adjustment expenses incurred
Operating expenses incurred
Total operating deductions

Net operating gain

Investment Income

Net investment income earned
Net realized capital gains

Net investment gain

Net income before federal income taxes
Federal income taxes incurred

Net income

Capital and Surplus Account

Statement of Income

Surplus as regards policyholders, December 31, 2007

Net income

Change in net unrealized capital gains
Change in net deferred income taxes
Change in nonadmitted assets
Dividends to stockholders

Change in surplus as regards policyholders

Surplus as regards policyholders, December 31, 2008

12

$ 510,364
20,999,078
$ 389,027
24,204
$ 1,744,294
248,856
(5,315)
322,520
(2.600,000)

$ 23,657,827

21.509.442

2,148,385

413,231

2,561,616
_ 817.322

$ 1.744.294

$ 8,811,912

(289.645)
$ 8.522.267



Reconciliation of Surplus as Regards Policyholders

from December 31, 2005 through December 31, 2008

Surplus as regards policyholders, December 31, 2005, per Examination

Net gain

Net unrealized capital losses
Change in net deferred income tax
Change in nonadmitted assets
Dividends to stockholders

Totals

Net increase in surplus as regards policyholders for the examination period

Surplus as regards policyholders, December 31, 2008 per Examination

13

$ 6,810,356
Gain in Loss in
Surplus Surplus
$7,146,872  $
545,206
3,810
781,435
5.675.000
$7.932.117 $ 6,220,206
1711911
$8.522.267



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Known Claims Reserve
Statutory Premium Reserve

The Company obtained an actuarial opinion from its consulting actuary, Milliman, Inc., attesting to the
adequacy of its loss reserves as of December 31, 2008. Based on a review of this report by a Casualty
Actuary from the California Department of Insurance, the Company’s reserves at December 31, 2008

were determined to be reasonable and have been accepted for purposes of this examination.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Management and Control — Service and Investment Management Agreement (Page 6): It is
recommended that the Company and CTAS allocate the various administrative expenses in accordance
with the agreement to give proper accounting recognition for the allocated expenses as required by

California Insurance Code (CIC) Section 1215.5(a)(3).
Corporate Records (Page 7): It is recommended that the Company implement procedures to ensure
that the authorization and approval of investments is documented in its board minutes to comply with

CIC Section 1200 and 1201.

Previous Report of Examination

Management and Controls — Holding Company Transactions (Page 5): If the Company decides to
continue the Service and Investment Management Agreement for the year 2006 and forward, it was

recommended that the Company and its parent, Centex Title & Ancillary Service, LLP allocate the

14



various expenses based on the services rendered in accordance with the agreement and to be in

compliance with CIC Section 1215.5(a)(3). The Company did not comply.
Financial Statement Items — Electronic Data Processing Equipment (Page 12): It was recommended

that the Company comply with CIC Section 1194.95. As of December 31, 2008, the Company

reported no electronic data processing equipment.

15
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The courtesy and cooperation extended by the Company’s officers and employees during the course

of this examination are hereby acknowledged.

Respectfully submitted,

IS/
Deanna Lo, CFE
Examiner-In-Charge
Senior Insurance Examiner (Specialist)
Department of Insurance
State of California
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