UNI TED STATES BANKRUPTCY COURT
For the Southern District of |owa

In the Matter of

JAVES LYLE HALLS, Case No. 87-943-C
alklia J. L. Halls,
CCOLLEEN HALLS, Chapter 12

Engaged i n Farm ng,

Debt or s.

ORDER ON OBJECTI ON TO PLAN

On Decenber 2, 1987 a hearing on confirmation of plan cane on for
hearing in Des Mines, lowa. Anmong those present were Paul H W eck,
Il appearing on behalf of the debtors; and Kevin R Query, Assistant
U S. Attorney, appearing on behalf of the Farmers Hone Adm nistration
(FPHA) .  The dispute in this case concerns whether the debtors
payrment of FnHA's all owed secured claimmy be extended beyond a term
of 7 years. The matter has been submitted on briefs and a
stipul ation of facts.

FACTS
A part of the FMHA's claimis secured by l|ivestock and nachi nery.

In their anended plan, the debtors propose the foll ow ng treatnent of
the all owed secured claimheld by FnHA arising fromits interest in

per sonal property:

Al | owed Secured Pl an | nt er est Pl an Annua
Loan Anount Rat e Paynment
44-12 $83, 316. 46 7.25% $11, 999. 84

44-18 $59, 581. 76 6.5 % $ 1,772.89
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Wthin 30 days of confirmation, the debtors plan to pay $46,937.00 to
be applied against the all owed secured anount of Loan #44-18.
Paynents on Loan #44-12 and the remmini ng bal ance of Loan #44-18 are
proposed to be anortized over a 10-year period.

Most of the debtors' machinery is over 8 years old and in good
condition. The machinery is valued at $72,200.00. The debtors
i vestock herd consists of 20 cows, 2 bulls and 10 heifer cal ves.
The livestock is valued at $17,500.00. The plan provides that FmHA's
lien shall be retained on the property unless the property is sold.
If sold, the plan directs that the remaining bal ance of the claimis
to be paid in full or a replacenent lien is to be granted.

DI SCUSSI ON
In exam ning the FMHA's chal l enge to the debtors' proposed 10-

year payout, the court turns to 11 U S.C section 1222(b)(9) which
provides that a plan may "provide for paynment of allowed secured
clainms consistent with section 1225(a)(5) of this title, over a
peri od exceeding the period permtted under section 1222(c)."
Section 1222(c) states that a plan shall not provide for paynents
over 3 years, unless the court extends the plan for a | onger period.

In In re Janssen Charolais Ranch, Inc., 73 B.R 125, 127 (Bankr. D

Mont. 1987), the court explained the |imts placed upon paynent of
secured debt in the Chapter 12 context:

The only tinme limts on paynment of
secured debt are those which are inplied
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by the present val ue | anguage of 1225(a)(5), and
the feasibility test of 1225(a)(6). Under
1225(a) (5), the rights of the nonconsenting
secured creditor can be nodified only if, anpbng
other things, the creditor retains its lien on
the security and receives collateral with a
present value not |ess than the anmount of the
second cl aim

Addi tionally, the court nust ensure secured creditors' clains
are protected by the plan. |In situations where property is

depreci ating, debtors nust show that the value of the collateral is

equal to the amount remaining on the claim |Inre Wite, 36 B.R

199, 204 (Bankr. D. Kan. 1983). The prom se of future replacenent
liens may be insufficient to protect creditors where the decision to
acquire replacenent collateral is in the discretion of the debtor.
I d.

Typically, chattel |iens should not exceed 5 to 7 years. Inre

Dunning, 77 B.R 789 (Bankr. D. Mnt. 1987); In re Martin, 78 B.R

598 (Bankr. D. Mont. 1987). The debtors argue that the useful life
of the machinery is 10 years. However, the record indicates that
the maj or pieces of machi nery have been in use between 9 and 13
years. Absent conpelling evidence to the contrary, it is
unreasonabl e to expect that the machinery will retain a val ue that

wi |l exceed the ambunts owing to the FnHA for 10 years.

The debtors correctly represent that this court approved a term
exceeding 7 years in another Chapter 12 case. There chattels
securing the claimconsisted solely of a cattle herd and the plan
provi ded for replacenent liens in offspring. This case is

different. Here the val ue of the
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livestock constitutes only 25% of the value of the chattel security
| ess exenptions. O der nmachinery accounts for 75% of the collateral.
Accordingly, there is a greater risk to creditors which, in turn,
calls for a shorter term

CONCLUSI ON AND ORDER

VWHEREFORE, for the reasons set forth above, the termof the
FmHA' s cl ai m secured by chattel cannot exceed 7 years.

THEREFORE, the FnmHA' s objection to plan is sustained and
confirmation of the plan is denied. The debtors shall submt a plan
that conports with this order within 14 days.

Signed and filed this |st day of February, 1988.

LEE M JACKW G

CH EF U.S. BANKRUPTCY JUDGE



