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Background
Southern Star Title Company (“Southern Star”) was placed into receivership in Case No. D-1-GV-09-000007 styled State of Texas v. Southern Star Title Company, LLC filed in the 53rd Judicial District Court of Travis County, Texas.   The company agreed to the action and a permanent injunction was issued at the time of filing on January 8, 2009.

Mike Geeslin, Commissioner of Insurance for the State of Texas was appointed Receiver of Southern Star on January 8, 2009.  Jennifer Ramsey, PC was designated Special Deputy Receiver (“SDR”), effective March 26, 2009.  Prior to appointment of an SDR, Ernest Garza performed activities for the Receiver as a contractor to the Department of Insurance.
Southern Star operated from the end of 2006 until it relinquished its license and closed its office in October, 2008.  It was licensed only in Texas, and it operated as a “direct operation” under Ins. Code Chapter 2651; meaning it escrowed funds and conducted closings related to real estate transactions, it utilized the services of fee attorneys and the title plant owned by a sister company to have titles researched, and it had appointments from two title insurers, enabling it to issue commitments and policies on their behalf.  Southern Star is not, however, an insurer.  It is a title company. 
Both of the insurers with whom Southern Star had appointments are still in operation and are cooperating with the estate.  They have collected and are storing the closed escrow files of the company for research purposes.  No insurance coverage issues have been identified at this time.
The Texas Title Insurance Guaranty Association (“TTIGA”) provides coverage for escrow claims arising as a result of Southern Star’s failure.  TTIGA has established a claims filing deadline of October 14, 2009 for escrow-related claims.  TTIGA has assumed the open escrow files of the company, but because of Southern Star’s financial condition and depletion of its escrow accounts, has not received significant funding from the estate.
Statements of Assets and Liabilities (Figures to be reported as of last statement date submitted to LO)
The SDR is in the process of preparing the initial financial statements for the company and as of the date of this report has not yet presented financial statements to Liquidation Oversight.  
The SDR estimates that total assets of the company at this time are less than $25,000.  These consist of the de minimis cash on hand at the time of closure and the liquidation value of furniture and computers.
The SDR estimates that escrow liabilities of the company exceed $600,000.  Other liabilities are estimated at approximately $900,000 based upon company financials.  However, of that amount, approximately $385,000 represents equity liability to ownership and an additional $160,000 represents a note payable to the parent company.  
Status and activity since last status conference
This is the first status report and status conference for Southern Star.

Asset Recovery
The SDR is investigating the potential to recover missing escrow funds and other funds for the estate.  The SDR has made demand upon the statutory bond of the company, and is preparing a notice of claim to several insurers.  The SDR is also looking at the potential for recovery from individuals, including the company’s principal.

Claims

The TTIGA claim filing deadline is October 14, 2009.  A claim form is available on TTIGA’s web site and TTIGA is in the process of sending notice.  TTIGA will pay only approved escrow-related claims.  It will not pay other existing claims related to Southern Star.  However, the SDR has not initiated another claims process at this time, due to a lack of assets to distribute.

The SDR is in the process of notifying potential claimants of the status of the estate and is compiling and maintaining a list of interested parties so that, in the event assets do become available, a claims process can be instituted at that time.
General Legal Activities

There is no pending litigation involving Southern Star at this time.

The SDR is monitoring ongoing foreclosure activities that affect other assets owned by the company’s principal and its sister company which owns the title plant described above.  A May foreclosure posting has been postponed recently by virtue of a TRO obtained by the company’s principal.  A hearing regarding the related temporary injunction request is scheduled for May 11, as of this time.

The SDR is considering other avenues that may be beneficial to the estate, but the determination on the most effective path hinges upon the outcome of the asset recovery efforts.

There is a potential for litigation related to asset recovery in the future.
The SDR has received the remaining files of Southern Star and has made them available for inspection to various regulators and investigators.  Both TTIGA and the US Department of Labor have been to the SDR’s office to review files at this time.  More such reviews are anticipated.
Conclusion

Southern Star is a title company and not an insurer.  It closed with virtually no cash assets.  Escrow shortages are being handled by the Texas Title Insurance Guaranty Association and asset recovery potential is being assessed.    If assets are recovered sufficient to pay claims beyond administrative expenses, claims will be processed and assets distributed.
It is the SDR’s goal to have made an informed recommendation to the Receiver regarding the direction for this estate before the next status conference, and that recommendation will affect the estimated timeframe for closure of the estate.  The estimated date of closure for a state liquidation proceeding is not known at this time, due to uncertainty regarding the length of time to pursue and collect assets.  
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