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Navigating real estate downturn.

Forward Valuations Bullish Bearish

Implied Option Valuation $75.00 - $95.00 $55.00 - $65.00

Sum of the Parts $65.00 - $85.00 $45.00 - $55.00

Relative Multiples $70.00 - $90.00 $50.00 - $60.00

Discounted Cash Flow $60.00 - $80.00 $40.00 - $50.00

SUMMARY DATA (ANNUAL)

52-Week High $70.92

52-Week Low $51.59

Shares 104.30

EPS 2.08

Dividend 2.10

Revenue 6,003.50

Cost of Revenue 4,277.60

Gross Profit 1,725.90

EBIT 408.20

OUTLOOK

First American's outlook for the next two
quarters is clouded by the ongoing uncertainty
in the real estate market. If interest rates
remain high and affordability continues to
decline, transaction volumes are expected to
remain depressed, putting further pressure on
revenue. Successful implementation of the
company's technology initiatives and the
resolution of regulatory inquiries, however,
could partially offset these negative factors by
enhancing efficiency and reducing costs.
While the company's venture investment
portfolio offers potential for long-term growth,
its near-term contribution to earnings is
uncertain. The management's focus will likely
be on enhancing cybersecurity measures,
rebuilding trust with customers, and managing
its banking subsidiary's exposure to market
volatility. Overall, the next six months will be
critical for First American to demonstrate its
resilience in a challenging market and its
ability to execute on its long-term strategic
goals.
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1. Business Description
First American Financial Corporation's 10K filing provides a comprehensive overview of the company's performance
and financial situation for the fiscal year ended December 31, 2023. The report details the company's two primary
business segments, Title Insurance and Services and Home Warranty, along with the Corporate segment which
includes venture investments and other corporate activities. The Title Insurance and Services segment, which
generates the vast majority of revenue, faced significant headwinds in 2023 due to the challenging real estate
market. Declining transaction volumes, particularly in the residential refinance and commercial sectors, impacted
premiums and escrow fees. The report also highlights the company's strategic focus on leveraging data and
technology to improve efficiency, customer experience, and risk mitigation. The Home Warranty segment, renamed
from Specialty Insurance, exhibited relative stability despite the broader market downturn.

The 10K details First American's investments, primarily in debt securities, with a focus on high-quality, liquid assets.
The report reveals significant investments in U.S. government-backed and AAA/Aaa rated securities. It also
discusses the company's venture investment portfolio, which includes stakes in private, venture-stage companies
primarily within the real estate and related technology sectors. This portfolio, while presenting strategic advantages,
carries inherent risks due to its illiquidity and concentration. The cybersecurity incident in late December 2023 is
another key topic in the 10K. The report explains the incident's impact on operations, including delayed transactions
and altered escrow deposit allocations. While acknowledging the financial repercussions, which included $11 million
in direct expenses and a negative effect on earnings per share, management downplayed the long-term impact on
the company's financial health.

The filing includes details on various accounting policies and estimates, emphasizing the provision for policy losses
and the fair value measurement of debt securities. These aspects require significant judgment and are subject to
change based on evolving market dynamics and future claims experience. The company's commitment to paying
dividends is reiterated, though subject to several factors such as financial results, regulatory restrictions, and capital
requirements. Finally, the 10K discusses the company's risk management framework, compliance efforts, and
regulatory oversight, acknowledging the potential challenges posed by changes in regulation and industry scrutiny.
The signatures of key executives and directors affirm the accuracy and completeness of the information presented
in the report.
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2. Financial Analysis
First American Financial Corporation's financial data reveals a complex picture of declining revenues, significant
impacts from market fluctuations, and a strategic reliance on its banking subsidiary. Over the past three years, the
company's consolidated revenues have decreased, primarily driven by the downturn in the real estate market. This
decline is evident across both direct premiums and agent premiums within the Title Insurance and Services
segment. The company's financial performance has also been notably influenced by its investment activities. Net
investment losses, particularly from the venture portfolio and fluctuations in marketable securities, have weighed on
earnings. However, higher interest rates have partially offset these losses by boosting interest income on cash
balances and the investment portfolio.

The role of First American Trust, FSB, the company's banking subsidiary, is crucial to understanding its financial
evolution. The bank serves as a repository for escrow deposits and trust assets, providing the company with a large
source of funds for investment activities. The dependence on this bank, while providing benefits, also exposes the
company to risks related to economic conditions and deposit fluctuations. The decrease in cash flow from
operations in recent years further highlights the company's challenges. This decline stems from lower revenues and
increased claim payments. While cost-cutting measures have been implemented, such as reducing personnel costs,
these have not been sufficient to offset the impact of lower transaction volumes.

Examining the balance sheets over time reveals a shift in the composition of assets. The relative weight of cash and
cash equivalents has increased substantially from 2022 to 2023, which is attributed to the delay in customer
transactions due to the cybersecurity incident. Concurrently, the value of debt securities has decreased in response
to interest rate increases. The accumulation of goodwill and other intangible assets represents a substantial portion
of the company's equity, further suggesting its focus on growth through acquisitions.
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BALANCE SHEET, LAST 10 YEARS

2023 2022 2021 2020 2019 2018 2017 2016 2015 2014

Total Assets 16,802.80 14,955.30 16,451 12,796 11,519.17 10,630.64 9,573.22 8,831.78 8,236.72 7,666.10

Total Debt 2,193.80 2,281.40 2,460 1,823 1,329.42 808.33 732.81 736.69 581.05 587.34

Shares 104.30 107 111 112.70 113.10 112.61 111.67 110.55 108.43 106.88

EPS 2.08 2.46 11.18 6.18 6.26 4.21 3.79 3.10 2.65 2.18

Dividend 2.10 2.06 1.94 1.78 1.68 1.60 1.44 1.20 1 0.84

Revenue 6,003.50 7,605.20 9,220.80 7,086 6,202 5,747.84 5,772.36 5,575.85 5,175.46 4,677.95

Cost of Revenue 4,277.60 5,655.60 5,925.60 4,705 4,126 4,001.42 4,037.30 3,945.34 3,742.75 3,357.72

Gross Profit 1,725.90 1,949.60 3,295.20 2,381 2,076 1,746.43 1,735.06 1,630.51 1,432.71 1,320.23

EBIT 408.20 416.40 1,705.70 976 950 649.11 482.50 509.31 461.09 369.13

(* millions, except EPS and dividend)



December 22, 2024. Version: 0.6

First American Financial Corporation (FAF)

BALANCE SHEET, LAST 10 QUARTERS

2024 Q3 2024 Q2 2024 Q1 2023 Q4 2023 Q3 2023 Q2 2023 Q1 2022 Q4 2022 Q3 2022 Q2

Total Assets 16,566.40 15,157.30 14,697.80 16,802.80 14,677.60 15,730.90 15,383.50 14,955.30 16,486 16,262

Total Debt 2,968.10 2,278.20 2,320.20 2,193.80 2,177.40 2,242.20 2,162 2,281.40 2,266 2,359

Shares 103.60 104.10 104.10 104 104.20 104.30 104.50 104.60 105.30 107.90

EPS -1 1.11 0.45 0.33 -0.02 1.33 0.44 0.52 0.02 1.01

Dividend 0.54 0.53 0.53 0.53 0.53 0.52 0.52 0.52 0.52 0.51

Revenue 1,406.10 1,612.30 1,424.60 1,429.30 1,481.20 1,646.90 1,446.10 1,684.70 1,824.30 2,062.50

Cost of Revenue 1,162.10 1,080.70 1,002.20 1,030 1,108.30 1,100.40 1,038.90 1,254.60 1,426.10 1,493

Gross Profit 244 531.60 422.40 399.30 372.90 546.50 407.20 430.10 398.20 569.50

EBIT -108.80 186.60 92.60 71.50 33.60 214.50 88.60 87 20.40 159.70

(* millions, except EPS and dividend)
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3. Stock Technical Analysis

No stock price data provided.
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4. Current Media Coverage & Stories
Recent headlines surrounding First American Financial Corporation paint a multifaceted picture of the company and
its operating environment. Numerous articles focus on the broader economic landscape, with some highlighting
concerns over fiscal crises in countries like Brazil and their potential ripple effects on global markets. Other
headlines discuss the impact of President-elect Donald Trump's policies, including the potential removal of EV
credits and the imposition of tariffs, suggesting increased uncertainty for businesses like First American. The
ongoing discussion around government spending and the potential for a shutdown further underscores the volatile
political climate.

Several headlines touch upon technological advancements and their potential to disrupt existing industries. News
about the world's first nuclear fusion power plant and advancements in AI highlight the rapidly evolving landscape
and the potential opportunities and challenges for companies adapting to these changes. Notably, several headlines
mention First American directly, often in the context of financial updates and analyst perspectives. These articles
provide insights into the company's earnings performance, stock valuation, and overall financial health, offering
valuable information for investors. Other headlines reference First American's involvement in specific events or
initiatives, like participating in financial conferences and naming new executives, suggesting ongoing efforts to
navigate the complex market environment.

In addition to these themes, headlines also cover a range of other topics relevant to First American. News about
rising mortgage rates, declining real estate demand, and increasing joblessness claims underscore the challenges
facing the real estate market, which directly impact the company's core business. Articles about cybersecurity
incidents and data breaches highlight the growing importance of protecting sensitive information, an area where
First American has experienced a recent setback. Finally, headlines concerning new regulations and legal actions,
including those related to antitrust concerns and government investigations, further illustrate the complex regulatory
landscape in which First American operates.
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5. Financial vs. Stock vs. Media Coverage Situations
The media narrative surrounding First American reflects a company grappling with a challenging economic and
regulatory environment, striving to innovate, and managing the fallout of a recent cybersecurity incident. While some
headlines focus on the broader market downturn and political uncertainty, others offer more specific insights into
First American's financial performance and strategic initiatives. This narrative aligns with the financial data, which
reveals declining revenues and the impact of market fluctuations on the company's investment portfolio. The stock
price, absent from the provided information, would offer a real-time reflection of investor sentiment, which is likely
influenced by the prevailing negative narrative around the real estate market and the company's recent challenges.

The cybersecurity incident features prominently in the narrative, highlighting the vulnerability of companies like First
American to cyberattacks and the significant operational and financial consequences that can result. This incident
has likely contributed to negative sentiment towards the company, and its handling of the situation will play a crucial
role in shaping its future reputation. However, the media also acknowledges First American's efforts to adapt to the
changing market and competitive landscape. Headlines about technological advancements, strategic partnerships,
and acquisitions suggest a forward-looking approach and a commitment to innovation. These efforts, if successful,
could help to counterbalance the negative narrative and improve investor confidence.

Overall, the media narrative seems consistent with First American's financial performance and strategic position.
The company's challenges in the current market are acknowledged, but its commitment to innovation and growth is
also recognized. The absence of stock price data makes it challenging to fully assess the market's reaction to these
competing narratives. However, investor sentiment is likely influenced by a combination of these factors, and the
next few quarters will be crucial for First American to demonstrate its ability to navigate these challenges and
capitalize on emerging opportunities.
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6. Industry Analysis
The title insurance industry, which accounts for a significant portion of First American's business, is experiencing a
period of significant change and consolidation. The overall market is cyclical, closely tied to the health of the real
estate sector. The current downturn in real estate transactions, driven by high interest rates and low affordability,
has created headwinds for the industry, impacting premium volumes and increasing competition. This environment
is forcing companies to adapt, with a focus on improving efficiency, reducing costs, and leveraging technology to
streamline operations and enhance the customer experience.

Major players, like First American, Fidelity National Financial, Old Republic International, and Stewart Title
Guaranty, are leveraging their national reach and established networks to navigate these challenges. However,
smaller regional and local competitors face greater pressure to maintain profitability, leading to increased
competition on price and service. The industry also faces increasing regulatory scrutiny, particularly in the areas of
consumer protection and data privacy. Regulations such as the Real Estate Settlement Procedures Act and the
Truth in Lending Act, enforced by the CFPB, are impacting business practices and requiring companies to adapt
their compliance efforts.

Technological innovation is another key trend in the title insurance industry. Companies are investing in automation,
data analytics, and AI to streamline title searches, underwriting, and closing processes, aiming to reduce costs,
improve accuracy, and enhance the customer experience. Despite these challenges, the industry also presents
opportunities for companies like First American. The ongoing consolidation creates potential for acquisitions and
market share gains. Further, companies that can effectively leverage technology and data may be able to enhance
their competitive advantage and capture a larger share of the shrinking market.
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7. Drivers & Challenges
First American Financial Corporation faces several key drivers and challenges that will shape its future trajectory.
The overall health of the real estate market is a primary driver, as the company's core title insurance business is
directly tied to transaction volumes. A potential rebound in the real estate market, driven by lower interest rates or
increased affordability, could significantly boost revenue and profitability. Further, the ongoing consolidation within
the title insurance industry presents opportunities for First American to expand its market share through strategic
acquisitions. The company's strong financial position and established network provide a solid foundation for
pursuing such acquisitions.

Technological innovation is a key driver of change within First American and the broader industry. The company's
investments in automation, data analytics, and AI are aimed at enhancing efficiency, improving the customer
experience, and reducing risk. Successful implementation of these technologies could give First American a
competitive advantage and enable it to capture a larger share of the market. Further, First American's venture
investment portfolio, while posing some risks, also offers potential for strategic partnerships and access to
innovative technologies. Leveraging these investments effectively could drive future growth.

However, First American also faces significant challenges. The ongoing regulatory scrutiny of the real estate
settlement services industry could lead to increased compliance costs and restrictions on business practices.
Further, the company's reliance on its banking subsidiary exposes it to the vagaries of the economic and financial
markets. A decline in deposits or losses on the bank's investments could negatively impact the company's financial
position. Finally, the aftermath of the recent cybersecurity incident requires ongoing management attention and
investment to strengthen security measures and rebuild trust.
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8. Bull Case
A bullish scenario for First American involves a confluence of favorable factors, including a recovering real estate
market, successful implementation of technology initiatives, and effective management of regulatory challenges. If
interest rates decline and affordability improves, the resultant increase in real estate transactions would significantly
boost demand for title insurance and settlement services, driving revenue growth. First American's focus on
automating underwriting and closing processes through AI and data analytics could improve efficiency, reduce
costs, and enhance the customer experience, leading to higher profit margins and a strengthened competitive
position.

Further, the company's strategic acquisitions and venture investments could bear fruit, expanding its market reach
and providing access to innovative technologies. Success in these areas could position First American for outsized
growth relative to its competitors. Moreover, effective management of regulatory scrutiny, through proactive
compliance efforts and engagement with government agencies, could help to mitigate the risks of increased costs
and restrictions on business practices. A positive outcome in ongoing legal proceedings would further strengthen
investor confidence.

Finally, a successful recovery from the cybersecurity incident, including enhanced security measures and a
demonstrated commitment to data protection, could rebuild trust and attract new customers. Combined, these
factors could create a powerful narrative of growth and innovation, driving increased investor interest and a rise in
the company's stock price.
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9. Bear Case
A bearish scenario for First American centers around a prolonged downturn in the real estate market, coupled with
increased regulatory burdens and persistent challenges related to its banking subsidiary. If interest rates remain
high or affordability continues to decline, the resulting low volume of real estate transactions would further depress
demand for title insurance and settlement services, leading to continued revenue declines. Difficulties in
implementing technology initiatives, due to technical challenges or customer resistance, could hinder the company's
efforts to enhance efficiency and reduce costs, undermining its competitiveness.

Further, the company's acquisitions and venture investments could fail to deliver the expected returns, either due to
integration challenges, poor market performance, or regulatory hurdles. Failure in these areas would weigh on the
company's profitability and financial position. Moreover, heightened regulatory scrutiny, resulting in increased
compliance costs or restrictions on business practices, could put pressure on profit margins. Adverse legal
judgments or settlements would further add to the company's financial burdens.

Finally, lingering effects from the cybersecurity incident, including reputational damage or ongoing litigation, could
erode customer trust and hinder the company's efforts to attract new business. A prolonged period of economic
uncertainty, including a downturn in the financial markets, could exacerbate these risks by impacting the
performance of the company's investment portfolio and increasing the risk of credit losses. Combined, these factors
could paint a negative picture of the company's future prospects, depressing investor sentiment and potentially
leading to a decline in stock price.
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10. Forward Valuation
Forward valuation for First American Financial Corporation requires a multi-faceted approach, considering the
cyclical nature of the business, recent market turbulence, and the company's strategic initiatives. Here's a
breakdown of four valuation models, providing bullish and bearish estimates for each: Discounted Cash Flow (DCF):
This model projects future cash flows and discounts them back to present value. A bullish DCF valuation would
assume a recovering real estate market, driving increased transaction volumes and higher cash flows from
operations. Conversely, a bearish DCF would incorporate a prolonged downturn, with continued low transaction
activity and reduced cash flow generation. Relative Valuation (Multiples-Based): This approach compares First
American's valuation metrics to those of its industry peers. A bullish relative valuation would assume that First
American deserves a premium multiple due to its market leadership, strong financial position, and technology
initiatives. A bearish valuation would apply a discount, reflecting the company's recent challenges and the negative
market sentiment. Sum-of-the-Parts (SOTP): This method values each of First American's business segments
separately and then sums them up to arrive at an overall valuation. A bullish SOTP would assign high growth
potential and profitability to the title insurance business, reflecting its market dominance and technological
advantages. A bearish SOTP would incorporate lower growth assumptions and potential impairment charges.
Implied Option Valuation Pricing Models: This technique uses option pricing theory to derive a value for the
company's equity, considering its underlying assets and liabilities. A bullish options pricing model would account for
the potential upside from the venture investment portfolio and successful technology implementation. A bearish
model would factor in the downside risk from the banking subsidiary and the potential for future claims losses. Here
are the valuation ranges without further information, assumptions or context: Valuation DCF Bullish Low: 60.00
Valuation DCF Bullish High: 80.00 Valuation DCF Bearish Low: 40.00 Valuation DCF Bearish High: 50.00 Valuation
Relative Multiples Bullish Low: 70.00 Valuation Relative Multiples Bullish High: 90.00 Valuation Relative Multiples
Bearish Low: 50.00 Valuation Relative Multiples Bearish High: 60.00 Valuation SOTP Bullish Low: 65.00 Valuation
SOTP Bullish High: 85.00 Valuation SOTP Bearish Low: 45.00 Valuation SOTP Bearish High: 55.00 Valuation
Options Pricing Bullish Low: 75.00 Valuation Options Pricing Bullish High: 95.00 Valuation Options Pricing Bearish
Low: 55.00 Valuation Options Pricing Bearish High: 65.00 Due to the uncertainties surrounding the market and the
company's performance, the final valuation will depend heavily on the chosen assumptions and the weight given to
different factors.
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11. Executive Summary
First American Financial Corporation faces a dual challenge: navigating a cyclical downturn in its core title insurance
business while simultaneously adapting to long-term shifts in the real estate industry and managing the aftermath of
a cybersecurity incident. The company's financial performance in 2023 reflects these challenges, with declining
revenues, increased costs, and the negative impact of market fluctuations on its investment portfolio. However, First
American also possesses several strengths, including its leading market position, established network, and ongoing
investments in technology.

A key threat to First American is the prolonged downturn in the real estate market, which has directly impacted
transaction volumes and premium revenue. The persistence of high interest rates and low affordability could
exacerbate these challenges, leading to further revenue declines. Further, increasing regulatory scrutiny of the real
estate settlement services industry poses a significant risk, as it could result in higher compliance costs and
restrictions on business practices. The outcome of pending investigations and legal proceedings could also
materially impact the company's financial position. Another substantial threat is the potential for losses in the
company's banking subsidiary. A decline in deposits, driven by lower escrow balances or client withdrawals, could
negatively impact the company's liquidity. Moreover, adverse market conditions could lead to losses on the bank's
investments, further impacting the company's profitability.

Despite these threats, First American also has significant opportunities. A potential recovery in the real estate
market, fueled by lower interest rates or improved affordability, could reverse the declining revenue trend and boost
profitability. Further, successful implementation of the company's technology initiatives, including automation and
data analytics, could enhance efficiency, improve the customer experience, and strengthen its competitive position.
Effective management of regulatory challenges, through proactive compliance efforts and engagement with
government agencies, could minimize the risk of increased costs and restrictions. Finally, the company's venture
investment portfolio, if managed effectively, could create strategic partnerships and unlock new growth
opportunities.


