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IN THE STATE OF WASHINGTON
BEFORE THE OFFICE OF THE INSURANCE COMMISSIONER

In the Matter of,
NO. D07-288
STEWART TITLE GUARANTY
COMPANY, NOTICE OF HEARING
Respondent.

The Honorable Mike Kreidler, Insurance Commissioner of the State of Washington,
proposes disciplinary action against Stewart Title Guaranty Company and hereby issues this
Notice of Hearing. The Insurance Commissioner submits the following as the basis of this

Notice of Hearing in accordance with RCW 48.04.010.

1. PARTIES AND JURISDICTION

1.1 Pursuant to the insurance Code, Title 48 RCW, the Insurance Commissioner is
authorized to regulate the business of insurance and enforce the insurance laws Qf Washington
State i order to protect the public interest.

1.2 Stewart Title Guaranty Company (“Stewart Title”) is authorized to transact the
business of insurance in Washington State and, therefore, is subject to Title 48 RCW and
Chapter 284 WAC. Stewart Title issues title insurance.

1.3 Jurisdiction and venue are appropriate under, among other provisions, RCW

48.02.060, RCW 48.05.185, and RCW 48.04.010.
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2. FACTS

2.1 In 2005, the Office of the Insurance Commissioner (“OIC”) conducted an
investigation into the use of illegal incentives and inducements by title insurance companies
in violation of Washington Administrative Code (“WAC”) 284-30-800. In October 2006, he
issued a report of that investigation, in which he found that such illegal incentives and
inducements were widespread and pervasive.

2.2 On November 21, 2006, the OIC issued Technical Assistance Advisory 06-06
(“TAA”) (attached hereto as Exhibit A), making clear that title insurers may not give anything

of value exceeding $25.00 in any twelve-month period to any person as an inducement or

- reward for placing past, present, or future title insurance business. Under RCW 48.01.070, a

“person” is defined as any individual, company, insurer, association, organization, reciprocal
or interinsurance exchange, partnership, business trust, or corporation.
| 2.3 Afollow up investigation by OIC of three title insurers in 2007 found only

minor violations, indicating that certain insurers in the industry had addressed compliance
issues after the OIC’s initial report and issuance of the TAA. |

2.4 Thereafter, the OIC performed another investigation of several title insurers,
including Stewart Title. The Stewart Title investigation commenced with the OIC auditing
Stewart Title of Snohomish County, Inc.’s! checkbook, ledger, expense account documents
and realtor continuing education class expenses from December 1, 2006 through March 30,
2007. In the course of its investigation, the OIC gathered additional evidence of numerous |
violations of WAC 284-30-800.

2.5 - On August 6, 2007, the OIC issued an Order to Cease and Desist to

Respondent as a result of the number and severity of violations found in the investigation.

2.6 Theinvestigation revealed the following violations.

1 Stewart Title of Snohomish County, Inc. is a licensed title insurer agent appointed to write title
insurance business for Stewart Title Guaranty Company.

NOTICE OF HEARING
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277 OnMarch 1, 2007, Respondent Hosted a Free Seminar for Real Estate
Professionals Featuring Ted C. Jones, Ph.D., Respondent’s National Chief Economist on “The
Internet, Real Estate, Interest Rates, Bubblettes and the Economy” in the amount of
$1,262.00. The value of this seminar to attending real estate professionals exceeded $25.00.

2.8 During the time period investigated, Respondent charged eight (8) real estate
agents only $49.00 per transaction for “transaction coordinator” services, which generally cost
$150.00 to $175.00 per transaction in the Pacific Northwest region.

2.9  In December 2006, a Stewart Title of Snohomish County, Inc.’s sales
representative offered 100 “Just Listed” pre-addressed postcards to an American Family
Real Estate agent, without charge.

2.10  Stewart Title’s records further revealed the following payments made by

Stewart Title (individual recipients are identified by initials):

IN DECEMBER 2006
2.10.1 Gift to Sutton Real Estate $90.78
2.10.2 Refreshments for RE/MAX Champs Foreclosure Class  $33.47
2.10.3 To RE/MAX NW Agent L. W. for Party $150.00
2.10.4 Donation to Windermere/Lake Stevens, Inc.’s Auction  $725.00
2.10.5 Donation to RE/MAX Auction $2,050.00
2.10.6 Donation to Preview Properties’ Christmas Fund $75.00
2.10.7 “Desk Fee” to Signature Properties NW, Inc.? $1,000.00 for
November
2.10.8 “Desk Fee” to Signature Properties NW, Inc. $1,000.00 for
December
2.10.9 “Desk Fee” to Skyline Properties, Inc. $600.00
2.10.10  “Desk Fee” to Preview Properties, Inc. $1,050.00
2.10.11  Disproportionate Share of Co-Advertising in $875.00
Snohomish Real Estate Guide for Eight (8) Real Estate
Agen’cs3
2.10.12  Advertising for RE/MAX NW Agent J.B. $200.00
2.10.13  Advertising for RE'MAX NW Agent V.G, $100.00

2 These “desk fees” were payments by Stewart Title to real estate brokers for a desk in the broker’s
office that was not used by Stewart Title to conduct title insurance business in a manner commensurate with the
amount paid. In reality, the fees were mostly inducements or rewards for steering past, current, or future title
insurance business to Stewart Title.

* This refers to a title insurer paying a substantial portion of a real estate agent’s advertising that
primarily promotes the agent, with only a minor reference to the title insurer.
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2.10.14  Advertising for Executive Real Estate Agent C.B.

2.10.15  Advertising for The Dillon Team Agent C.D.

2.10.16  Advertising for RE/MAX NW Agent D.R.

2.10.17  Advertising for Keller Williams Agent D. D.

2.10.18  Advertising for RE/MAX NW Agent D.W.

2.10.19  Advertising for REIMAX NW Agent G.M

2.10.20  Advertising for RE'IMAX NW Agent J.S.

2.10.21  Advertising for Century 21 Agent J.K.

2.10.22  Advertising for John L. Scott Agent J.M.

2.10.23  Advertising for Preview Properties Agents B.S. and

S.S.

2.10.24  Advertising for Preview Properties, Inc. Agent Y.S.

2.10.25  Advertising for REMAX NW Agent L. F.

2.10.26  Advertising for John L. Scott Agent M.H.

2.10.27  Advertising for Windermere Agent M.H.

2.10.28  Advertising for Century 21 Agent T.D.

2.10.29  Advertising for Windermere Agent V.C.

2.10.30  Advertising for Sundance Realty Group Agent S.A.

2.10.31  Advertising for Windermere Agents W.P. and J.P.

2.10.32  Website Support for Signature Properties Agent M.M.

2.10.32A Advertising for Windsor Carey Agent P.C.

2.10.33  Disproportionate Share of Co-Advertising in The Real

Estate Book for Twelve (12) Real Estate Agents
IN JANUARY 2007

2.10.34 Contribution to Real Estate Developer B.D.’s golf
tournament

2.10.35 “Desk Fee” to Signature Properties NW, Inc.

2.10.36 “Desk Fee” to Preview Properties, Inc.

2.10.37 Disproportionate Share of Co-Advertising in
Snohomish Real Estate Guide for Eight (8) Real Estate
Agents

2.10.38 Advertising for RE/MAX NW Agent J.B.

2.10.39  Advertising for RE/MAX NW Agent G.S.

2.10.40 Advertising for RE/MAX NW Agent V.G.

2.10.41 Advertising for RE/MAX NW Agents S.K. and M.K.

2.10.42  Advertising for Keller Williams Agent D.D.

2.10.43  Advertising for RE/MAX NW Agent D.W.

2.10.44 Advertising for Century 21 Agent J.K. -

2.10.45 Advertising for John L. Scott Agent H.D.

2.10.46 Advertising for Preview Properties Agents B.S. and

' S.S.
2.10.47 Advertising for Preview Properties Agent Y.S.
NOTICE OF HEARING
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2.10.48
2.10.49
2.10.50
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2.10.52
2.10.53
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2.10.58
2.10.59
2.10.60
2.10.61
2.10.62

2.10.63
2.10.64
2.10.65
2.10.66
2.10.67
2.10.68
2.10.69
2.10.70
2.10.71
2.10.72

2.10.73
2.10.74
2.10.75
2.10.76
2.10.77
2.10.78
2.10.79
2.10.80
2.10.81

D

Advertising for RE/MAX NW Agent L.F.

Advertising for John L. Scott Agent M.H.

Advertising for Windermere Agent M.H.

Advertising for Windermere Agent V.C.

Advertising for Sundance Realty Group Agent S.A.
Advertising for Windermere Agents W.P. and J.P.
Disproportionate Share of Co-Advertising in The Real
Estate Book for Eleven (11) Real Estate Agents

IN FEBRUARY 2007

Gift to Washington Mutual Mortgage Lender

Silver Sponsor at Century 21 Awards Banquet
“Desk Fee” to Sutton Real Estate

“Desk Fee” to Skyline Properties, Inc.

“Desk Fee” to Signature Properties, Inc.

“Desk Fee” to Preview Properties, Inc.

“Desk Fee” for Century 21 All Stars
Disproportionate Share of Co-Advertising in
Snohomish Real Estate Guide for Eight (8) Real Estate
Agents

Advertising for RE/MAX NW Agent J.B.
Advertising for RE/MAX NW Agent V.G.
Advertising for RE/MAX NW Agent D.R.
Advertising for RE/MAX NW Agents S.K. and M.K.
Advertising for John L. Scott Agent M.H.
Advertising for Keller Williams Agent D.D.
Advertising for RE/MAX NW Agent D.W.
Advertising for Century 21 Agent J.K.

Advertising for John L. Scott Agent H.D.
Advertising for Preview Properties Agents B.S. and
M.S.

Advertising for Preview Properties Agent Y.S.
Advertising for RE/MAX NW Agent L.F.
Advertising for Windermere Agent M.H.
Advertising for Windermere Agent V.C.

Website support for Signature Properties Agent M.M.
Advertising for Windermere Agents W.P. and J.P.
Advertising for Sundance Realty Group Agent S.A.
Advertising for Preview Properties Agent L.F.
Disproportionate Share of Co-Advertising in The Real
Estate Book for Eleven (11) Real Estate Agents
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IN MARCH 2007

2.10.82  “Desk Fee” to Sutton Real Estate '$1,000.00
2.10.83  “Desk Fee” to Skyline Properties, Inc. $600.00
2.10.84  “Desk Fee” to Signature Properties, Inc. $1,000.00
2.10.85  “Desk Fee” to Preview Properties, Inc. $1,050.00
2.10.86  “Desk Fee” for Century 21 All Stars $300.00
2.10.87  Disproportionate Share of Co-Advertising in $775.00

Snohomish Real Estate Guide for Eight (8) Real Estate

Agents
2.10.88  Advertising for RE'MAX NW Agent V.G. $300.00
2.10.89  Advertising for RE/MAX NW Agent D.R. $100.00
2.10.90  Advertising for RE/MAX NW Agents M.K. and SK.  $100.00
2.1091  Advertising for RE/MAX NW Agent J.B. $100.00
2.10.92  Advertising for John L. Scott Agent M.H. $100.00
2.10.93  Advertising for Keller Williams Agent D.D. $433.00
2.10.94  Advertising for RE'MAX NW Agent D.W. $100.00
2.10.95  Advertising for Century 21 Agent J.K. $150.00
2.10.96  Advertising for John L. Scott Agent H.D. $100.00
2.10.97  Advertising for Preview Properties Agents B.S. and $100.00

S.S. .
2.10.98  Advertising for Preview Properties Agent Y.S. $100.00
2.10.99  Advertising for RE/MAX NW Agent L.F. $100.00
2.10.100 Advertising for Windermere Agent M.H. $100.00
2.10.101 Advertising for Windermere Agent V.C. $200.00
2.10.102  Advertising for Windermere Agents W.P. and J.P. $100.00
2.10.103  Advertising for Sundance Realty Group Agent S.A. $75.00
2.10.104  Advertising for Preview Properties Agent L.F. $100.00

2.10.105 Website support for Signature Properties Agent M.M. $60.00
2.10.106 Disproportionate Share of Co-Advertising in The Real *$950.00
Estate Book for Nine (9) Real Estate Agents

3. ALLEGED VIOLATIONS OF LAW
3.1 Stewart Title violated WAC 284-30-800 in the above 195 instances® by

directly or indirectly offering, promising, allowing, giving, setting off, or paying anything of

- value exceeding twenty-five dollars ($25.00), calculated in the aggregate over a twelve-month

* The total of 195 includes the violations listed in paragraphs, 2.7, 2.8, 2.9, and 2.10,.
Violations involving multiple real estate agents described in paragraphs 2.8 and 2.10 are counted
separately.

NOTICE OF HEARING
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period on a per person basis in the manner specified in RCW 48.30.140(4), to numerous
persons as an inducement, payment, or reward for placing or causing title insurance business

to be given to Stewart Title.
4. SANCTIONS REQUESTED
4.1. Pursuant to RCW 48.05.185, the Commissioner seeks imposition of a fine
against Stewart Title in the amount of $10,000.00 for each of the violations listed herein for a

total fine of $1,950,000.00.

5. NOTICE OF HEARING
5.1 The OIC will convene a hearing at a date, location and time to be determined to
consider the allegations above and the sanctions to be imposed upon Stewart Title pursuant to
RCW 48.04.010 and RCW 48.05.185. At the hearing, the OIC will present evidence showing
that Stewart Title violated a regulation implementing the Insurance Code and that the
sanctions requested above are authorized under the law. Stewart Title may cross-examine

OIC witnesses and present any defenses, evidence, or arguments it may have in opposition.

R
Dated this 4_4 day of August, 2007.

MIKE KREIDLER,
Insurance Commissioner

Staff Atterney
Legal Affairs Division

NOTICE OF HEARING
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CERTIFICATE OF MAILING
The undersigned certifies under the penalty of perjury under the laws of the State of
Washington that I am now and at all times herein mentioned, a citiien'of the United States, a
résident of the State of Washington, over the age of eighteen years, not a party to the above-
entitled action, and competent to be a witness her\ein. "

On the date given below I caused to be served the foregoing NOTICE OF HEARING

on the following individuals in the manner indicated:

(XXX) Via B-Mail to

Jeffrey M. Thomas, Esq. -
Gordon Tilden Thomas & Cordell, LLP
jthomas@gordontilden.com

on

fobe-
SIGNED this g’f day of August, 2007, at Tumwater, Washington.

D Kl

- Mafcia G. Sﬁ’clﬁﬂtaff Attorney

NOTICE OF HEARING
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Insurance Commissioner Washington State Office of the Insurance Commissioner

T 06 06

To: All Washington Title Insurers and Title Insurance Agents
Subject: Rebates and illegal inducements

Date: Nov 21, 2006

Rebhates and illegal inducements

The Office of the Insurance Commissioner has issued this Technical Assistance
Advisory to clarify requirements for title insurers and their agents under the state’s
Rebating and Illegal Inducements statutes and regulations. This guidance is the
direct result of a 10-month investigation by the agency that revealed widespread
use of illegal incentives and inducements to obtain title insurance business in clear
violation of state law. (A report of that investigation is available from the Insurance
Commissioner’s office and is posted on the agency’s Web site at: http://www.

insurance.wa.gov/publications/news/Investigation_Title_Insurance.pdf.

The Insurance Commissioner contends that the law clearly specifies the spending
limit: It’s $25, per person, per year.

__However, in response to a commonly voiced complaint by the companies that the
rule is ambiguous and unclear, the Commissioner offers the following information to
ensure compliance with the law.

The “Rebating” statutel, the “Illegal Inducement” statute2 and the Commissioner’s
“Unfair Practices” rule3 establish that a company may not give anything of value
exceeding $25 in any twelve-month period to a person as an inducement for placing
title insurance business with a particular title insurance company. Again, $25, per
person, per year.

Any gift, incentive or inducement exceeding $25 per person per year is a violation
of the insurance laws of Washington. The Commissioner is authorized to assess
penalties for violations of insurance laws up to $10,000 per violation.

3«

Definition of “person,” “year” and “value”

The definition of a person is consistent throughout the state’s insurance code. A
person means any individual, company, association, organization, partnership,
corporation, or any other legal entity. Our investigation disclosed that some
companies do understand this definition and apply it correctly.

A year is defined as any 12-month period.

Value means the market value of the item or service if the item or service were
purchased on the open market. At a minimum, this is the entire cost of the item/
service that the title company is providing. It includes the cost of the item or service
as well as the resources used to provide or produce the item/service and all other
associated costs.
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Record keeping

There is no requirement for a title company to give anything away as an inducement
or incentive to obtain business, but if the company voluntarily chooses to do so,

it must maintain complete and accurate records to document its spending under

the $25 rule. This includes names of individuals who attended the event. It is

not sufficient to document an event with a statement that “X” number of people
attended. Necessary records include sign-in sheets, including the name and signature

for each attendee.

Examples of the $25 limit
The $25 limit applies:

« When a title company has given something of value to a person or paid
something on behalf of that person.

« When a title company hosts an event. It must allocate the value to each of the
individuals attending, with the value counting toward the $25 limit.

» When the company hosts an educational seminar on a topic other than title
insurance. The value of the seminar, based on what it would cost on the open
market, must be allocated to the attendees.

« When the company supplies one of its employees to provide services (technical
consultations, transaction coordination, computer training) to a real estate
agent, agency or any other third party. The value is determined by what it
would cost to obtain the service on the open market.

« To “customer service” (for example, “home books,” demographic information
and other compilations) information that title companies provide at no cost.
The value of the services must be allocated to the individual’s $25 limit. The
Insurance Commissioner has made an exception that allows title companies to
provide a copy of the last deed, deed or trust, a map and tax information at no
charge. Anything else is subject to the $25 limit.

The $25 limit does not apply:

» If the title company has been reimbursed for what it has given to the person.
'However, if the reimbursement is less than the full value, the $25 limit applies
to the non-reimbursed amount.

» When a title company hosts an educational seminar on title insurance topics.
However, if the company provides food or refreshments, the value of the food
and refreshments must be allocated to the $25 limit for each attendee.

« When the company hosts an event or seminar and is reimbursed the full value
by attendees. If full reimbursement is not made, the excess value must be
allocated to attendees in accordance with the $25 limit.

How state law compares to federal requirements

Another commonly expressed complaint from companies was inconsistency between
state and federal requirements. The Federal Real Estate Settlement Procedures Act4
(RESPA) establishes lower limits for incentives and inducements than Washington’s
$25 limit. As a result, a title company may be in compliance with Washington’s
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laws and regulations, but in violation of federal law at the same time. By allowing
title companies to provide things of value up to $25, the state is not condoning
violation of federal law and does not excuse a company from complying with federal
requirements.

Accordingly, there may be instances under federal law where a title company may
provide something of value which exceeds the state limit. In those instances, the title
company must comply with state law. (The contention that federal law allows the -
incentive will not be accepted as an excuse.)

Broker opens |

In practice, broker opens are conducted for the benefit of the listing real estate broker
or agent, even though others may be attending. Accordingly, the value of any food or
refreshments provided by the title company for a broker open must be applied toward
the $25 limit of the broker or agent hosting the event. It may not be allocated by the
number of attendees. If, however, individual items such as door prizes are given to
individual attendees, then the value of the specific item must be allocated to the $25
limit of the recipient. This rule applies regardless of whether or not a title insurance
company employee attends the broker open.

When pro-rating is permitted

~If a title company hosts an open house or event and has a general buffet and
refreshments available to all attendees, then the value may be pro-rated by the
number of attendees and allocated to each individual’s $25 limit. But if prizes or gifts
are provided to attendees that are of unequal value, then, in addition to the general
pro-rata allocation, the value of each individual prize or gift received by the attendee
must be allocated to the attendee.

On the other hand, if the event is a meal at a restaurant, then the cost of each
individual’s meal must be allocated to that individual, along with their proportionate
share of any tax and gratuity.

When pro-rating is not permitted

A title company that sponsors or provides food or refreshments at an event for a real
estate agent or other third-party is not permitted to pro-rate the expense — the $25
limit applies to the total event since the value benefits a single person. This means
that the company cannot pay in excess of $25 to sponsor an event or provide food
and refreshments for an event and pro-rate the costs among the number of attendees.

Similarly, the test of whether or not the value of a sponsored event can be pro-rated
among the total number of attendees or must be allocated to a single company or
person, rests on a simple determination: Who owns the event?

« If the title company owns the event, and the benefit goes to individual real
estate agents and other third parties who have a direct relationship with the
title company, the value can be pro-rated among the total number of attendees.

o But when a real estate agent, entity or other third-party owns the event, food,
beverages and other incentives provided by the title company cannot be pro-
rated among the total number of attendees.
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Co-advertising |

The practice of co-advertising is permitted under state law when the title insurer’s
advertising benefit is proportional to the amount paid. However, when the title
company’s share of the advertising is disproportionate and the so-called “co-
advertising” actually amounts to a subsidy, the $25 limit applies.

The $25 limit does not apply if the title company advertises independently and does
not participate in the advertising of a real estate agent or other third party.

Some specific questions

What happens if the title company already has provided something of value to a
person in the last 12 months and that person attends another function that is being
sponsored by the title company and the person’s allocated share of the new event
puts that person over the $25 limit?

That is a violation, and the title company may be subject to disciplinary action.

What if the title company makes a good-faith effort to collect payment
(reimbursement) for what was given, but was unsuccessful in obtaining payment?

It is the actual receipt of the reimbursement that counts. If the title company does
not receive reimbursement, then any non-reimbursed amount will be applied to the
person’s $25 limit.

May a title company advance the excise tax payment in order to record a
transaction prior to receiving the funds for the tax?

No. The advancement constitutes a loan to the parties, and as such, is a thing of value
and subject to the $25 limit.

May a title company discount its escrow fees as an inducement to obtain business?

Yes, under certain circumstances. First and most important, the escrow fee must not
be less than the title company’s full and complete cost for conducting the escrow.
Secondly, the discount must not be discriminatory, and it must be provided to all
customers meeting the same criteria. Thirdly, the criteria must be based on the actual
savings to the title company in conducting the escrow and may not be based merely
upon a label such as “builder.”

Authority

1 Rebating (RCW 48.30.140)

2 Illegal Inducements (RCW 48.30.150)

3 Unfair Practices Rule (WAC 284.30.800)

4 Federal Real Estate Settlement Procedures Statute, or RESPA (12 U.S.C. 2607)




