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San Francisco, California
October 17, 2014

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:

Pursuant to your instructions, an examination was made of the

NORTH AMERICAN TITLE INSURANCE COMPANY

(hereinafter also referred to as the Company) at its home office located at 1855

Gateway Boulevard, 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, 2009. This examination
covers the period from January 1, 2010 through December 31, 2013. The examination
was conducted in accordance with the National Association of Insurance
Commissioners’ Financial Condition Examiners Handbook. 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: company history; corporate records; fidelity bonds and other
insurance; pensions, stock ownership and insurance plans; growth of company; loss

experience; statutory deposits; and accounts and records.

MANAGEMENT AND CONTROL

The Company is 100% owned by North American Asset Development Corporation
(NAADC), an insurance holding company. The Company and NAADC are part of a
holding company system in which Lennar Corporation (Lennar) is the ultimate
controlling entity. Lennar is a Delaware corporation whose principal business involves
home building and activities that are related to home building. The following is an
abridged organizational chart that depicts the relationship of the companies within the

holding company system (all ownership is 100% unless otherwise noted):
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The three members of the board of directors, who are elected annually, oversee the
business and affairs of the Company. Following are members of the board and principal

officers of the Company serving at December 31, 2013:

Directors
Name and Location Principal Business Affiliation
Emilio Fernandez Executive Vice President
Miami, Florida North American Title Group, Inc.
Thomas J. Fischer President
Miami, Florida North American Title Group, Inc.
Clotilde C. Keller Senior Vice President and Chief
Miami, Florida Financial Officer

North American Title Group, Inc.

Principal Officers

Name Title
Emilio Fernandez President
Jefferson E. Howeth Secretary
Donnis L. Benson Treasurer
Management Agreements

Tax Sharing Agreement: In March 2010, the Company executed the Tax Sharing
Agreement, effective as of December 1, 2009, with its ultimate parent, Lennar
Corporation (Lennar), which provides for the consolidation of the Company’s federal
income tax liability with those of Lennar’s subsidiaries. The Tax Sharing Agreement was

approved on May 14, 2010 by the California Department of Insurance (CDI).

Master Services Agreement: On November 15, 2005, the Company executed a Master
Services Agreement between and among North American Services, LLC (NAS), North

American Title Group, Inc. (NATG) and certain subsidiary corporations or majority



owned entities of NATG. The Agreement, which took effect on January 1, 2006,
provides that NAS is responsible for the following services: employment, payroll,
general administrative, benefits administration, management reporting, administrative
support, information technology support, and personnel services on behalf of the
participating companies to this Agreement. The Agreement also provides that all
employees of each participating company shall become employees of NAS as of
January 1, 2006. The fees for the services rendered are charged on a cost basis.
During the examination period, the Company paid fees of $151,334, $109,807,
$107,906, and $138,940 for 2010, 2011, 2012, and 2013, respectively. This agreement
was approved by the CDI on November 9, 2005.

TERRITORY AND PLAN OF OPERATION

As of December 31, 2013, the Company is licensed to transact title insurance business

in the District of Columbia and the following thirty-four states:

Alabama Georgia Massachusetts North Carolina  Texas
Arizona Idaho Michigan Ohio Utah
California llinois Minnesota Oklahoma Virginia
Colorado Indiana Mississippi Oregon Washington
Connecticut Kentucky  Nevada Pennsylvania Wisconsin
Delaware Maine New Hampshire South Carolina  Wyoming
Florida Maryland  New Jersey Tennessee



REINSURANCE

Assumed

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

Ceded

The Company entered into a reinsurance agreement with First American Title Insurance
Company (FATIC), effective October 14, 2013. The agreement is effective for one year,
with an automatic yearly renewal unless terminated in writing. Under the agreement,
FATIC assumes policy liability in excess of the Company’s retention of $10 million, up to
a maximum of $20 million. Liabilities in excess of $20 million are accepted if approved
by FATIC prior to commitment and policy issuance.

FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2013
Operations and Investment Exhibit for the Year Ended December 31, 2013

Reconciliation of Surplus as Regards Policyholders from December 31, 2009
through December 31, 2013



Assets

Bonds

Mortgage loans on real estate

Cash and short-term investments
Other invested assets

Title plants

Investment income due and accrued

Premiums and agents’ balances in course of collection

Net deferred tax asset

Electronic data processing equipment and software
Furniture and equipment, including health care

delivery assets

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
Payable to parent, subsidiaries and affiliates

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, 2013

Ledger and
Nonledger Assets Not Net Admitted
Assets Admitted Assets Notes
$ 59,195,363 $ $ 59,195,363 1)
96,609 96,609
21,874,778 21,874,778
917,500 917,500
1,911,619 561,619 1,350,000
607,784 607,784
437,805 437,805
914,720 103,276 811,444
8,555 8,555 0
202,346 202,346 0
179,173 166,828 12,345
$ 86,346,252 $ 1,042,624 $ 85,303,628

$ 3,023,130
26,877,732
1,317,704
715,018

70,235

740,816

32,744,635

$ 2,700,000

5,771,391

44,087,602
52,558,993

$ 85,303,628

()
)



Operating Income
Title insurance premiums earned

Total Operating Income

Expenses

Losses and loss expenses incurred
Operating expenses incurred

Total Operating Expenses

Net operating gain

Investment Income

Net investment income earned

Net investment gain

Other Income

Aggregate write-ins for miscellaneous income

Total other income

Operations and Investment Exhibit
for the Year Ended December 31, 2013

Statement of Income

$123,089,866

$ 4,296,508
114,207,208

582,907

$ 200,156

Net income, after capital gains tax and before all other

federal income taxes
Federal and foreign income taxes

Net income

Surplus as regards policyholders,
December 31, 2012

Net income
Change in net deferred income tax
Change in nonadmitted assets

Capital and Surplus Account

$ 3,517,749
(34,815)
(169,275)

Change in surplus as regards policyholders for the year

Surplus as regards policyholders,
December 31, 2013

123,089,866

118,503,716

4,586,150

582,907

200,156
5,369,213
1,851,464

$ 3,517,749

$49,245,334

3,313,659

$52,558,993



Reconciliation of Surplus as Regards Policyholders

from December 31, 2009 through December 31, 2013

Surplus as regards policyholders,
December 31, 2009 per Examination

Net income
Change in net deferred income tax
Change in nonadmitted assets

Total gains and losses

Net increase in surplus as regards policyholders

Surplus as regards policyholders,
December 31, 2013, per Examination

$44,576,552
Gainin Loss in
Surplus Surplus
$ 7,841,076 $
1,678,200
1,819,565
$ 9,660,641 $ 1,678,200
7,982,441
$52,558,993



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Bonds

The filing exempt designations assigned to some securities at the examination date
differed from the ratings assigned to those securities by a nationally recognized
securities rating organization. It is recommended that the Company improve the
monitoring of its investment securities to ensure that the designation assigned to the

securities properly reflects their current rating at the valuation date.

(2) Known Claims Reserve and Statutory Premium Reserve

A Casualty Actuary from the California Department of Insurance reviewed the
Company’s carried total Schedule “P” reserves and determined that they were
reasonable. Furthermore, it was determined that no supplemental reserve was
necessary because the Company’s known claims reserve ($3,023,130) plus its statutory
premium reserve ($26,877,732) exceeds the total Schedule “P” reserves ($26,480,000).

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Comments on Financial Statement Items — Bonds (Page 10): It is recommended that
the Company improve the monitoring of its investment securities to ensure that the
designation assigned to the securities properly reflects their current rating at the

valuation date.

Previous Report of Examination

Accounts and Records — Information System Controls (Page 6): It was recommended

that the Company assess whether the risks of having both its primary and alternative

10



data center within the same city are acceptable to the Company. The Company has
remediated this finding, as they have contracted for a primary data center in Dallas and

an alternate data center in Miami.

11



ACKNOWLEDGMENT

Acknowledgment is made of the cooperation and assistance extended by the

Company’s officers and employees during the course of this examination.

Respectfully submitted,

Il fel LN ied ¢

Jennifer Whitehurst, CFE
Examiner-In-Charge
Associate Insurance Examiner
Department of Insurance
State of California
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