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San Francisco, California
March 9, 2012

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:

Pursuant to your instructions, an examination was made of the

FIDELITY NATIONAL HOME WARRANTY COMPANY

(hereinafter also referred to as the Company) at its home office located at 1850 Gateway Boulevard,
Suite 400, Concord, California 94520.

SCOPE OF EXAMINATION

We have performed our multi-state examination of the Company. The previous examination of the
Company was made as of December 31, 2007. This examination covers the period from January 1,
2008 through December 31, 2010. This examination was conducted in accordance with the National
Association of Insurance Commissioners’ Financial Condition Examiners’ Handbook and California
statutes and regulations. The Handbook requires the planning and performance of the examination
to evaluate the Company’s financial condition, to identify prospective risks, and to obtain
information about the Company, including corporate governance, identification and assessment of
inherent risks, and the evaluation of the system controls and procedures used to mitigate those risks.
The examination also included an assessment of the principles used and the significant estimates
made by management, as well as an evaluation of the overall financial statement presentation, and
management’s compliance with Statutory Accounting Principles and Annual Statement instructions.
All accounts and activities of the Company were considered in accordance with the risk-focused

examination process.



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: corporate
records; fidelity bonds and other insurance; pensions, stock ownership and insurance plans; growth

of company; loss experience; and sales and advertising.

SUMMARY OF SIGNIFICANT FINDINGS

As aresult of the examination, surplus as regards contract holders as of December 31, 2010 has been
reduced by $7,787,734 from $26,849,440 to $19,061,706. Adjustments were made to decrease
bonds by $1,453,215, to decrease other assets by $334,519, and to establish a liability for dividends
declared but unpaid to stockholders of $6,000,000.

COMPANY HISTORY

The Company was incorporated in California on March 30, 1984 as Western Home Warranty. The
name was changed to Fidelity National Home Warranty Company through a series of mergers and
acquisitions. There have been no changes in ownership or capital structure since the prior financial

examination as of December 31, 2007.

Dividends Paid to Parent

During the period of this examination, the Company paid or declared ordinary dividends to its

ultimate parent company, Fidelity National Financial, Inc., as follows:

Year Amount
2008 $ 9 million
2009 7 million
2010* 6 million*
Total $22 million

*2010 dividend was declared on December 27, 2010, but not paid until January 18, 2011. There

were no objections by the California Department of Insurance for these dividend distributions.



MANAGEMENT AND CONTROL

The Company is wholly-owned by National Alliance Marketing Group, Inc., and is part of a larger
group of companies ultimately controlled by Fidelity National Financial, Inc. The following is an
abridged version of the holding company chart showing only the ultimate parent company, the

parent company, and the Company (all ownership is 100%):

Fidelity National
Financial, Inc.
(Delaware)

National Alliance
Marketing Group, Inc.
(California)

Fidelity National Home
Warranty Company
(California)

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

Members of the board of directors and principal officers serving at December 31, 2010 were as

follows:
Directors
Name and Residence Principal Business Affiliation
Billy D. Jensen President and Chief Executive Officer
Santa Rosa, California Fidelity National Home Warranty Company
Roger S. Jewkes Executive Vice President
Santa Barbara, California Fidelity National Financial, Inc.
Anthony J. Park Chief Financial Officer
Jacksonville, Florida Fidelity National Financial, Inc.



Name and Residence

Raymond R. Quirk
Jacksonville, Florida

Alan L. Stinson®
Jacksonville, Florida

Principal Business Affiliation

President
Fidelity National Financial, Inc.

Chief Executive Officer
Fidelity National Financial, Inc.

The following change in management occurred subsequent to the examination date:

@The Company accepted the resignation of Alan L. Stinson as director, and elected George P. Scanlon as a

new director, effective April 22, 2011.

Name

Billy D. Jensen
Charles M. Dyer

Michael L. Gravelle
Cathy M. Tristant

Marjorie R. Nemzura
Mathew G. Hartmann
Kevin R. Chiarello
Donald E. Partington
Richard L. Cox

Peter T. SadowskKi
Sue A. D’Arcy
Debra J. Estrada
Olga M. Gander

Toni McCarty
Patricia A. Hackmann

Inter-Company Management Agreement

Principal Officers

Title

President and Chief Executive Officer

Executive Vice President and Chief Operating
Officer

Executive Vice President and Corporate
Secretary

Executive Vice President, Chief Financial
Officer, and Assistant Secretary

Vice President and Assistant Secretary

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

The California Department of Insurance (CDI) approved the Master Services Agreement (MSA) on

June 9, 2010, which replaced the previous agreement that had been in effect since March 12, 2003.

Subsequently, a new MSA was approved by the CDI on April 29, 2011 to reflect the holding system

changes within Fidelity National Financial, Inc. (FNF). Under the new MSA, Fidelity National



Management Services, LLC (FNMS), an affiliate, provides human resources and payroll, including
allocation of salaries and administrative support to the Company. Rocky Mountain Support
Services, Inc. (RMSS), another affiliate, provides general corporate services including legal,
communications, advertising, regulatory, financial and other services to the Company. All services
are provided at cost. Under the MSA, there is no delegation of claims adjusting or underwriting

authority, which remains with each insurer.

Federal Income Tax Allocation Agreement

The Company filed a consolidated federal income tax return with its ultimate parent, FNF, pursuant
to a Federal Income Tax Allocation Agreement between itself and other subsidiaries. The
agreement, which had a 2009 effective date, was submitted to the CDI and approved on
February 23, 2012. Under the tax sharing agreement, the Company is included as part of the FNF
Group’s consolidated federal tax return. Subsequently, FNF and National Alliance Marketing

Group, Inc. (NAMG) determine the amount of taxes owed by each subsidiary.

TERRITORY AND PLAN OF OPERATION

The Company writes only home protection contracts and is licensed in Arizona, California,
Colorado, Illinois, Nevada, Oregon, Texas, and Washington. Direct contract fees written for 2010
were $66,680,555. Of this amount, 76.2% of the business was written in California, 12.5% in
Arizona, and 5.9% in Nevada. The Company writes home protection contracts for single family
homes, condominiums, town homes, mobile homes, and duplex, triplex, and fourplex units for a
duration of twelve months. During the contract period, the Company is obligated to pay for repairs
or replacement of covered systems and/or appliances that are damaged due to normal use. The
Company also offers optional buyer’s coverage for an additional fee, which includes additional

items not covered in the standard plan.

The Company employs three sales vice presidents and 64 sales representatives that market the home

warranty contracts through real estate agents. There is also an Inbound Sales Department with 15



sales representatives that receive calls, faxes, or website orders from escrow operations, and 13
representatives that obtain orders through sales calls from the Company’s Renewal Outbound Sales

Department.

REINSURANCE

The Company did not assume or cede any reinsurance during the examination period.

ACCOUNTS AND RECORDS

The Company did not comply with the prior examination recommendation to institute control
procedures to prevent errors in the reporting of its accounts. It was noted during the examination
that there were errors on the reporting of accounts in accordance with California’s home warranty
filing instructions and Statements of Statutory Accounting Principles (SSAP). It is recommended
that the Company implement procedures to ensure compliance with the home warranty filing

instructions for its annual statement and the applicable SSAPs.

FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2010
Underwriting and Investment Exhibit for the Year Ended December 31, 2010

Reconciliation of Surplus as Regards Contract Holders from December 31, 2007
through December 31, 2010

Reconciliation of Examination Changes as of December 31, 2010



Statement of Financial Condition

as of December 31, 2010

Assets

Bonds
Cash on hand and on deposit:
Cash in company’s office
Cash on deposit
Home protection contract fees receivable
Receivable from affiliates
Interest, dividends and real estate income due and accrued
Prepaid expenses

Total assets

Liabilities, Surplus and Other Funds

Claims adjusted and unpaid or in process of adjustment
Claims service expense
Other expenses
Taxes, licenses and fees
Federal income taxes
Unearned home protection contract fees
Dividends declared and unpaid: Stockholders
All other liabilities
Deferred taxes - investment unrealized gain/loss

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

Surplus as regards contract holders

Total liabilities, surplus and other funds

Ledger and
Nonledger Assets Not Net Admitted
Assets Admitted Assets
$ 45481554 $ 1453215 $ 44,028,339
600 600
8,323,081 8,323,081
1,068,691 1,068,691
5,138,701 5,138,701
683,886 683,886
334,519 334,519 0
$ 61,031,032 $ 1,787,734 $ 59,243,298
$ 2,645,147
142,284
1,240,088
299,948
2,549,786
26,672,221
6,000,000

$ 1,598
5,606,729
13,453,379

632,118

40,181,592

19,061,706

$ 59,243,298

Notes

)

@

®)
©)
(4)
(4)

®)



Underwriting and Investment Exhibit

for the Year Ended December 31, 2010

Underwriting Income

Home protection contract fees earned
Deductions:

Claims incurred
Claims service expenses incurred
Other underwriting expenses incurred
Total underwriting deductions
Net underwriting loss
Investment Income
Net investment income earned
Net investment gain
Other Income
Change in unrealized gain/loss in bonds

Total other income

Net income before federal income taxes
Federal and other state income taxes incurred

Net income

Surplus as regards contract holders,
December 31, 2009

Net income

Change in nonadmitted assets
Annual statement reporting errors
Dividends to stockholders

Statement of Income

$ 36,362,669
4,268,522
16,345,059

$ 1,916,058
$ 94,048

Capital and Surplus Account

$ 7,756,598
(260,674)
(1,453,215)
(6.000,000)

Change in surplus as regards contract holders for the year

Surplus as regards contract holders,
December 31, 2010

$ 65,714,593
56,976,250
8,738,343
1,916,058
94,048
10,748,449
2,991,851

$ 7,756,598
$ 19,018,997
42,709

$ 19,061,706



Reconciliation of Surplus as Regards Contract Holders

from December 31, 2007 through December 31, 2010

Surplus as regards contract holders,
December 31, 2007 per Examination

Net income

Change in nonadmitted assets

Change in net unrealized capital losses

Prior period adjustments: Federal and state income tax
Dividends to stockholders

Total gains and losses

Net increase in surplus as regards contract holders

Surplus as regards contract holders,
December 31, 2010, per Examination

Gainin
Surplus

$ 26,760,781
2,999,417

$ 29,760,198

Loss in
Surplus

$
1,453,215
4,216,598
22,000,000

$ 27,669,813

$ 16,971,321

2,090,385

$ 19,061,706



Reconciliation of Examination Changes

Assets

Bonds
Prepaid expenses

Liabilities

Other expenses

Taxes, licenses and fees

Dividends declared and unpaid: stockholders

Net decrease to surplus

Surplus as regards contract holders,
December 31, 2010, per Company

Surplus as regards contract holders,
December 31, 2010, per Examination

as of December 31, 2010

Surplus

Per Per Increase
Company Examination (Decrease) Notes
$ 45481554 $ 44028339 $  (1,453,215) 1)
334,519 0 (334,519) (2)
1,304,084 1,240,088 63,996 (4)
235,952 299,948 (63,996) (4)
0 6,000,000 (6,000,000) (5)

10

$ (7,787,734)

26,849,440

$ 19,061,706



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Bonds

The Company reported the bonds at market value, instead of at amortized cost. The examination
adjustment of $1,453,215 reflects the reduction in value from market to amortized cost. It is
recommended the Company report its bonds at amortized cost in accordance with home warranty
filing instructions for completing Exhibit 1 in its Annual Statement and per Statements of Statutory

Accounting Principles (SSAP) No. 26, paragraph 7.

(2) Other Assets

The Company reported $334,519 of Other Assets consisting of prepaid supplies and prepaid other
expenses. The examination adjustment was to non-admit this asset. It is recommended the
Company non-admit prepaid expenses in accordance with the home warranty filing instructions for

completing Exhibit 1 in its Annual Statement and per SSAP No. 29, paragraph 2.

(3) Claims Adjusted and Unpaid or in Process of Adjustment and Claims Service Expenses

The Company’s reserve for claims adjusted and unpaid was tested by the examiner using a 12-month
loss development. Based on the results of the test, no adjustment was made to the Company’s claims

reserve.

(4) Other Expenses and Taxes, Licenses, and Fees

The Company reported $63,996 of premium taxes payable as other expenses. An examination
adjustment was made to re-classify this amount from the expenses to Taxes, licenses, and fees. Itis
recommended the Company correctly classify its state premium taxes payable under Taxes, licenses,

and fees.

11



(5) Dividends Declared and Unpaid to Stockholders

The Company declared a dividend to stockholders on December 27, 2010 in the amount of
$6,000,000, payable on January 18, 2011. An examination adjustment of $6,000,000 was made to
establish a liability for this dividend and a charge directly to unassigned funds as required by SSAP
72, paragraph 12.i until the dividend is paid. It is recommended the Company report a liability for
dividends declared and unpaid when declared per SSAP No. 72, paragraph 12.i.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Comments on Financial Statement Items — Bonds (Page 11): Itis recommended the Company report
its bonds at amortized cost per Statement of Statutory Accounting Principles (SSAP) No. 26,
paragraph 7.

Comments on Financial Statement Items — Other Assets (Page 11): It is recommended the Company
non-admit prepaid expenses in accordance with the home warranty filing instructions for completing
Exhibit 1 in its Annual Statement and per SSAP No. 29, paragraph 2. It is also recommended that
the Company implement procedures to ensure compliance with the home warranty filing instructions

for its annual statement and the applicable SSAPs

Comments on Financial Statement Items — Other Expenses and Taxes, Licenses and Fees (Page 11):
It is recommended the Company correctly classify its state premium taxes payable under Taxes,

licenses, and fees.
Comment on Financial Statement Items — Dividends Declared and Unpaid to Stockholders

(Page 12): It is recommended the Company report a liability for dividends declared and unpaid

when declared per SSAP 72, paragraph 12.i.

12



Previous Report of Examination Comment - It was recommended the Company institute control
procedures to prevent errors in the reporting of its accounts. The Company did not comply with this
recommendation, as errors were noted for this examination. It is again recommended the Company

adhere to the home warranty filing instructions.

Previous Report of Examination

Corporate Records — (Page 2): It was recommended the Company comply with California Insurance
Code (CIC) Section 735, which requires the examination report be presented to the board of
directors and recorded in the board of directors’ minutes. The Company has complied with this

recommendation.

Management and Control - Federal Income Tax Allocation Agreement — (Page 4): It was
recommended the Company submit an amended Federal Income Tax Allocation agreement to the
California Department of Insurance (CDI) for approval. The Company has complied with this

recommendation.

Accounts and Records — Information Systems Controls (Page 5): It was recommended the Company
periodically assess and monitor the risk areas identified by its parent’s internal audit department to
determine whether it should continue to accept these risks or establish appropriate controls to
mitigate them. In its response to the prior examination report, the Company stated they would
continue to assess and monitor the risk areas identified in its parent company’s internal audit report
and respond to them as requested. It was also recommended the Company establish a written
business continuity/disaster recovery plan and test the plan periodically. The Company has

complied with these recommendations.

Comments on Financial Statement Items — Receivable from Affiliates — (Page 11): It was
recommended the Company institute control procedures to prevent errors, maintain documentation
to support reported balances, to comply with CIC Section 1215.5(a)(4) and the terms of its Master

Services Agreement. The Company has complied with this recommendation.

13



Comments on Financial Statement Items — Other Expenses — (Page 12): It was recommended the
Company institute control procedures to prevent errors in the reporting of its accounts. The
Company did not comply with this recommendation, as errors were noted for this examination. Itis

again recommended the Company adhere to the home warranty filing instructions.

14
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Respectfully submitted,

IS/
Jack Lee, AFE
Examiner-In-Charge
Associate Insurance Examiner
Department of Insurance
State of California
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