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UNI TED STATES BANKRUPTCY COURT
FOR THE NORTHERN DI STRI CT OF | OMA

I N RE:

LARRY DEAN SCHAEFER and Chapter 7
ELAI NE MARI E SCHAEFER

Debt or s. Bankruptcy No. 03-04001M

DECI SI ON RE: OBJECTION TO CLAI M

El aine M Schaefer, a co-debtor, objects to the claim
filed by AgvVantage FS, Inc. (hereinafter “AgVantage”).

Hearing on this contested matter proceeding was held April 13,
2005 in Fort Dodge. Dale L. Putnam appeared as attorney for
El ai ne Schaefer; Patrick C. Galles appeared as attorney for
AgVant age.

This court has jurisdiction of this proceedi ng under 28
US C 8§ 1334(a), 28 U S.C. §8 157(a) and the District Court’s
order of reference. This is a core proceeding under 28 U. S.C.
§ 157(b)(2)(B).

AgVantage tinmely filed its proof of claimas unsecured in
t he anount of $86,705.27. It has filed the claimas against
both debtors. Elaine objects to the claimsaying that she is
not |liable to AgVantage for any debt.

Larry and El ai ne Schaefer, husband and wife, filed their
joint petition under chapter 7 on October 20, 2003. At the

time of filing they listed their occupations as managers of
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GRD I nvestnents, L.L.C., but in the past, they have farned.
Larry was the primary operator, making nost of the decisions
regardi ng financing and marketi ng.

At sone point, no later than the m d-1990s, Schaefers
began financing their crop production and obtaining their crop
i nputs fromand through North Central FS, Inc. located in
Hanmpt on, lowa (hereinafter “North Central”). North Central is
a cooperative. It and other FS cooperatives founded G owrark,
Inc., a regional cooperative which provides services and
products to its owner/ nenber cooperatives, such as North
Central. G owmark, Inc. has joined with John Deere Credit
Conpany to found FS Agri Finance in order to provide FS
custonmers with crop input financing.

Credit applications for crop input financing are taken by
the | ocal FS cooperative. The final decision on advancing

credit, based on the application, is made by FS Agri Fi nance,

| ocated in Bloomi ngton, Illinois. Based on the evidence and
inferences therefrom | find that notw thstanding the
deci si on-maki ng authority of FS Agri Finance, line of credit

| oans are made to the farnmer custonmer by the |ocal FS
cooperative conpany, such as North Central. The FS | ocal
cooperative conpanies are cyclical l|lenders, as they provide a
line of credit for a particular crop production period. The
line of credit supports purchases of seed, fertilizer, and
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ot her farm chem cals purchased fromthe | ocal FS cooperative.
Fi nanci ng al so may include advances for the paynent of cash
rents. The | oans are not revolving lines of credit. The

|l oans relate to a particular crop year, are secured by the
crop, and nust be paid off by a date certain, or when the
coll ateral security is sold.

Lori Mller, who is presently assistant controller of
Three Rivers, FS Conpany, testified that accounting practices
are consi stent throughout the FS cooperative conpanies. There
are standardi zed billing statements. MIller testified that if
a farmer borrower failed to pay off his or her loan, it m ght
affect the FS credit decision for the follow ng year. Two
factors affecting a subsequent | ending decision would be the
original amount of the | oan and the amount of the delinquency.
The final decision would depend on the rel evant circunstances.
Mller testified that if a farnmer failed to pay an open
account, it would be set up on a note separate fromthe
financing note for the next production year.

On Decenmber 15, 1995, Schaefers submtted a “Line-of-
Credit Application” to North Central for farminput financing
for 1996 (Exhibit 1). Schaefers’ contact at North Central was
Eugene Heil skov, the credit manager. Schaefers requested
$185,000.00 in financing. The bal ance sheet portion of the
application showed debts to North Central and to FS Credit

3
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Corp. anong Schaefers’ liabilities. Money to pay these debts
was not included in the item zation of the $185,000. 00 | oan
request. On January 10, 1996, Schaefers signed a “Line of
Credit Note and Security Agreenent” (Exhibit 2). It was
signed al so by Heilskov. The anmpbunt of the paynent obligation
was typed as $185,000.00 in words and nunerals. The nunbers
on the exhibit, but only the numbers, were crossed out in the
ampunt of $185, 000.00 and the figure of $194, 200. 00 was
witten in by hand. There was no explanation of the change.
Nei t her Schaefers nor Heil skov signed or initialed the note as
to the change.

On June 24, 1997, Schaefers submtted a “Line-of-Credit
Application” to North Central for the 1997 crop year (Exhibit
3). On the bal ance sheet portion of the application,
Schaefers listed their operating | oan balance to North Central
in the amount of $105, 000.00. They applied for a |line of
credit of $140,000.00. The debt to North Central was not
included in the ampbunt of noney requested in the | oan
application. On June 25, 1997, Schaefers signed a prom ssory
note for $140, 000. 00 based on the application (Exhibit 3A).

At that tinme, North Central maintained two accounts for
its custonmers/borrowers. These were a regular account and a
deferred account. This was true for Schaefers. Charges to
t he regul ar account were made for purchases for which the

4
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product or service had been delivered and for which paynent
was due. The bal ance of the regular account drew interest at
19. 8 per cent per year. Charges to the deferred account drew
interest at any agreed rate or did not draw interest at all.
Thi s account woul d i nclude purchases charged to the account

but for which paynent was not yet due. Such charges woul d not
draw interest until a specified date or a date of delivery of
product or service. Oher items in the deferred account woul d
include itens for which special paynent ternms had been
established. |If there were a note and security agreenent
calling for a specific rate of interest, charges to the note
woul d be put in the deferred account. The credit manager, the
general manager and the controller of the |ocal cooperative
had the authority to determ ne transfers between the regul ar
and deferred accounts.

On the line-of-credit notes and security agreenents, it
was FS policy to require both husband and wife to sign the
applications and notes. This was so even if the wife were not
farm ng. Accounts were identified in the name of the primary
obligor. The nonthly statenents issued by North Central on
Schaefers’ deferred and regul ar accounts bore only the nane of
Larry Schaefer. This was so for the earliest statenents
| ocated by AgVantage and offered into evidence. These
statenents date back to January 31, 1997 (Exhibit A, page 75).
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An exam nation of the accounts statenents reveals that when
amounts or bal ances were transferred between accounts, they
wer e described as “paynents,” but for the check nunber
designation, North Central showed them as “transfers.” See,
e.qg., id. at 72-73. If the Schaefers paid noney to reduce
either the regular or the deferred account bal ance, their
check nunber appears to have been identified (see id. at 42,
53).

On July 31, 1997, Schaefers had a deferred account
bal ance of zero (id. at 62) and a regular account bal ance of
$127,379.22 (id. at 59-61). At the beginning of Novenber
1997, the regul ar account bal ance was $142, 000.89, and the
def erred account bal ance remai ned at zero (see id. at 54-55).

During Novenber 1997, Schaefers made charges to the
regul ar account for gasoline and heating oil in the amunt of
$994. 25 (id. at 54) and on Novenber 28, 1997, North Central
transferred the previous bal ance of $142,000.89 fromthe
regul ar account to the deferred account (id.). On Decenber
31, 1997, a paynment on the account was made in the anount of
$60, 000. 00 by check number 2583. Larry Schaefer testified
that this paynment was made by Elaine fromgrain she had sol d.
She testified that she nmade the paynent, but that she does not
recall where the funds came from The paynent reduced the
bal ance on the deferred account to $82,000.89 (id. at 53).
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El ai ne Schaefer testified she made no purchases from North
Central after Decenber 31, 1997. A nonth |ater, on January
31, 1998, the deferred account bal ance was $82,000.89 (id. at
52).

On February 27, 1998, Larry Schaefer met w th Eugene
Hei | skov about line-of-credit borrowing for 1998. They filled
out an application (Exhibit 4) which showed El aine as a co-
applicant. The bal ance sheet portion of the application did
not show any debt to North Central, although at the tinme the
Schaefers owed North Central at |east $82,000.89 on the
def erred account (see Exhibit A at 51). The application
requested $25,000.00 in credit for 1998 (Exhibit 4 at 2).

Under the marketing plan, Larry Schaefer showed a reduction in
acres to 200, all owned by him Schaefer did not fill out an
i nformational section of the application which asked 10
questions requiring “yes” or “no” answers and expl anations.
One of the questions was whet her any applicant was a defendant
in any pending lawsuit (Exhibit 4, page 2, section 3).

Larry Schaefer testified that he net with Heil skov in
order to get noney to pay cash rents for the 1998 farm year
and to get noney to finance the farm operation. Schaefer
testified that he discussed with Heil skov the subm ssion of
the application only in Larry’s name. Schaefer testified that
Hei | skov knew that Larry had a | egal dispute with Land O Lakes
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regardi ng a hedge-to-arrive account, that he was bei ng sued,
and that he was going to trial shortly. Schaefer said they
di scussed the possibility that Schaefers would file chapter 12
bankruptcy if he lost the lawsuit. Schaefer said they al so
di scussed that El aine, who was not being sued by Land O Lakes,
did not want to farm anynore, and that Larry would be farm ng
solely in his own name. Only Larry Schaefer signed the
application. He testified that it was nostly Heil skov's idea
that El aine not sign the application or the note.

On March 2, 1998, Heilskov filled out a “Line of Credit
Note and Security Agreenent” for a new | oan (Exhibit 5). The
security agreenent granted North Central a security interest
in growi ng crops and descri bed | and owned by Schaefer and by
| andl ords Clarence Clark and Julie Broers. The note was for
$140,000.00 (id.). The note provided a signature line for
El ai ne Schaefer, but it was signed by only Larry Schaefer and
Heil skov (id.). There was no testinony to explain why the
note varied in significant amunt from the application for
credit or why the note granted a security interest in crops on
rented | and despite the fact that the application did not
i ndicate that Schaefer would rent any land in 1998.

Schaefer testified that when he and Heil skov signed the
note, it nmeant the credit application had been approved. He
was to farmonly in his owm nane. He said it was the intent
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of the application and note to “roll” the Schaefers’ remaining
debt fromthe 1997 crop year into the note, that the 1997 note
woul d be paid in full, and that Elaine would have no
obligation for the 1998 note or the 1997 conponent of the 1998
note. Schaefer says that the difference between the
$140, 000. 00 amount of the note and the bal ance due from 1997
woul d be the noney available to himto farmin 1998. Schaefer
says it was the ordinary course of business with North Central
to roll the previous year’s balance into the note for the
foll ow ng year

Schaefer says that nonies were advanced on the 1998 note.
He points to the deferred account statenent dated February 28,
1998 (Exhibit A page 51). He says that the statenent shows
that North Central advanced $10,279.83 to hi mon February 18,
1998. He says he believes that was advanced to pay cash rent.
Schaefer does not know to whom the noney was paid, but he
believes it was to the Clark brothers and that North Central
paid these landlords directly. He did not have any docunents
to substantiate the anount of the entry as corresponding to
any obligation to pay cash rent. He blanes the |oss of
records by North Central for the |ack of docunentation.

Land O Lakes obtai ned judgnent against Larry Schaefer.
He said that the outcone of the lawsuit prevented him from
continuing farmng in 1998. He said he |earned of the
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j udgment sonewhere from March 9 to 11, about a week to ten
days after signing the note. He did not farmin 1998 after
the judgnent entered. Schaefer says his rented | and was
farmed by his sons.

Eugene Heil skov, the North Central credit manager,
remenbers the transaction differently. He testified that he
took the credit application from Schaefer but that the credit
determ nati on woul d be made, as usual, by FS Agri Finance in
Bl oom ngton, Illinois. This was true in 1998, as in the years
prior. Heilskov denies it was his idea or decision not to
have El aine sign the application or note. He said it was
conpany policy to have spouses of farnmers sign these.
Hei | skov testified that he submtted the docunments to FS
Agri Fi nance because he understood that Larry did not want
El ai ne on the application or the note. Heilskov said it was
not “his call” to make. The decision on accepting the
application and note fromdLarry only was up to FS Agri Fi nance.
He said he signed and submtted the note to save tine because
spring farm ng was inpending and Larry wanted to get started
farm ng.

Hei | skov said that FS Agri Fi nance rejected the
application. He does not renenber the reason. Notification
of rejection is normally by letter. Heilskov does not recal
such a letter, but he believes that he did receive one.

10
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Heil skov testified that in filling out the application and
note for 1998, he had no intention that Elaine would be

rel eased fromthe balance of the debt for 1997. He says he
woul d not have the authority to provide such a rel ease.
Hei | skov testified that the entry for $10,279.83, referred to
as a rent advance by Schaefer, was nore likely for fall field
wor k and this would have been advanced, if at all, under the
1997 note. Exhibit 23, prepared by Lori MIller, covers the
period from Septenber 1, 1997 to August 31, 1998. The bottom
section of the exhibit shows two entries dated Decenber 31,
1997. The first is for finance charges in the amount of
$3,841.56. The second is for mscellaneous receivables in the
amount of $6,438.27. These two entries total $10,279.83, the
i dentical amount of the account entry of February 18, 1998
(Exhibit A page 51). | find that the latter entry was not
for cash rent advanced on the application for credit submtted
on February 27, 1998. The tim ng of the | oan application and
the transfer of funds to the deferred account was nerely a

coi nci dence.

Al so, to support her contention that the 1998 credit
appl i cati on was approved, Elaine points out that product was
purchased in May 1998. She refers to exhibit 23 which shows
entries for bulk Frontier and nitrogen solution. But these
are offsetting entries which do not have the effect of an

11
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advance of credit. The net effect of the relevant section of
exhibit 23 is a credit for hi-boy customwork in the amunt of
$391.50. The date of the credit is October 16, 1997, much
prior to the date of the 1998 | oan application.

After February 28, 1998, there were few changes to the
accounts. On Decenber 29, 1998, a paynent was nade in the
amount of $1, 365. 00, reducing the balance of the deferred
account to $81,547.66 (Exhibit A, page 42). Interest was
charged on August 22, 2000, but it was added to the regul ar
account (id. at 21). On January 31, 2001, the interest charge
was noved fromthe regular account to the deferred account,
increasing the latter account’s balance to $86, 705. 27 (id. at
11-12). This is the anount of the proof of claim

Hei |l skov made trips to Clear Lake to discuss collection
of the debt with Larry. He did not nmeet with El aine.
Hei |l skov I ost his position with North Central in Septenber
2001. Duckworth & Beerup, certified public accountants for
North Central, sent audit letters to Larry, but not El aine,
requesting confirmation of the debt and the anount due
(Exhibits 7 and 8). Drew & Ml ler, attorneys for North
Central, sent a collection letter to Larry only on August 29,
2001 (Exhibit 9).

Elaine filed a chapter 11 bankruptcy petition on October
29, 1999 (Exhibit 10). In her schedul es she did not I|ist
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North Central as a creditor (id.). She testified that no one
representing North Central has contacted her requesting
payment of the debt. She was not told by anyone why she did
not need to sign the note and credit application in 1998. She
does not recall discussing the matter with her husband. Larry
says that he told her that he had applied for credit solely in
his nane, that the credit |line had been approved and that the
1997 | oan bal ance had been rolled into the 1998 note. Larry
says that North Central’s account statements are difficult to
read and he has troubl e understanding them

Ef fective Septenmber 1, 2002, North Central merged into
AgVant age FS. Schaefers filed their chapter 7 joint petition
on October 20, 2003. AgVantage does not object to El aine
Schaefer’s standing to object to its claim El ai ne contends
that the trustee may recover sufficient assets on her account
to provide her with distribution if the claimof AgVantage is

di sal | owed.

Di scussi on

AgVantage filed its proof of claimagainst the debtors in
t he ampbunt of $86, 705.27. “A proof of claimexecuted and
filed in accordance with [the Federal Rules of Bankruptcy
Procedure] shall constitute prima facie evidence of the
validity and amount of the claim” Fed. R Bankr.P. 3001(f).

13
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The proof of claimis allowed unless an entity objects to it.
The burden of proof is on the objector to show that the claim
may not be all owed because of an exception set out in 11

U S.C 8 502(b)(1)-(9). Dove-Nation v. eCast Settlenent Corp.

(In re Dove-Nation), 318 B.R 147, 152 (8" Cir. B.A P. 2004).

| f the objector presents evidence supporting an objection, the
ultimate burden of persuasion shifts to the claimnt to
establish its claim (1d.).

El ai ne Schaefer’s objection that she does not owe the
debt because of an agreenent between Larry and North Central
falls within the exception of 11 U S.C. §8 502(b)(1). Elaine
contends that the 1997 debt for which she was jointly |iable
was extingui shed by a renewal of the debt by Larry solely in
his own nanme. She contends that the agreenent was a novati on
or substitute contract.

The | owa Suprene Court would characterize the argunent as
one for the existence of a substituted contract, not a

novati on. Klipp v. lowa G ain Indemity Fund Board, 502

N.W2d 9, 11 (lowa 1993). A substituted contract is one that
is accepted by the obligee in satisfaction of the obligor’s
originally existing duty. It discharges the original
obligation, and breach of the substituted contract does not
all ow the obligee to enforce the original obligation. 1d.
Exi stence of a substituted contract is not easily established

14
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and must be proven by the party asserting it by clear and
satisfactory evidence. 1d. Elaine nust show (1) a previous
valid obligation to AgVantage, (2) agreenent of all the
parties to the new contract, (3) extinguishment of the old
contract, and (4) the validity of the new contract. 1d.
“The intention of the parties controls whether the
underlying obligation is forgiven upon the execution of the

parties’ new agreenent.” Nash Finch Co. v. Corey Dev., Ltd.

669 N. W 2d 546, 549 (lowa 2003).

The parties do not dispute that there was an existing
valid obligation. It was the prom ssory obligation of the
1997 note from Larry and El ai ne Schaefer to North Central.
Elaine’s first hurdle is to prove by clear and satisfactory
evidence that there was a new agreenent between Larry and
North Central. This she has failed to prove. On February 27,
1998, Larry applied for credit for the 1998 crop year. He
requested $25,000.00 of credit. Elaine contends that the
evi dence shows that Eugene Heil skov, on behalf of North
Central, suggested that only Larry apply for the 1998 |line of
credit. She contends that three days later the | oan was
approved because Heil skov signed the pron ssory note al ong
with Larry.

El ai ne argues that the note could not be signed by
Hei | skov without its having been approved by FS Agri Fi nance.

15



Case 03-04001 Doc 118 Filed 04/27/05 Entered 04/27/05 13:19:50 Desc Main
Document  Page 16 of 18

Hei |l skov testified, however, that he signed the note and
submtted it to FS Agri Finance to speed up the application
process because Larry wanted to get started with spring
farmng. Heilskov testified he had no authority to approve
the loan only in Larry’'s name. He recalls the application was
rej ected, although no one can produce docunentary evi dence of
a formal rejection.

The evidence is insufficient to find that FS Agri Fi nance,
on behalf of North Central, accepted the offer to borrow noney
represented by the application and note. The note does not
conformto the request for credit. The Schaefers’ prior debt
is not shown in the application. The application shows no
plan to rent farm ground, although the note grants a security
interest in crops grown on |leased |and. Elaine did not sign
the note, although it shows her as a borrower. It was conpany
policy to require the spouse of an individual farmer to sign
the note and security agreenment. There is no evidence that FS
Agri Finance agreed to the line of credit. Elaine’ s only bit
of evidence is Heilskov’'s signature on the note, and that is
expl ai ned by Heil skov as nerely subject to the approval of FS
Agri Fi nance. Moreover, there is no evidence that North
Central ever disbursed any nmoney on the note. | find that the
$10,279.83 transferred to the deferred account in February
1998 was not on account of the alleged contract. Neither were
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the purchases referred to by Larry. Based on all the
evidence, | find and conclude that the 1998 prom ssory note
had no force or effect. The credit application was rejected
by FS Agri Finance, and therefore never becane an enforceabl e
contract between Larry Schaefer and North Central.

Even if the 1998 |line-of-credit note had been agreed on
by the parties, the evidence is not clear and satisfactory
that the new note extinguished the old. | disagree with
El ai ne’ s argunent that the prior year’s note bal ance was
always rolled into the next note. The | oan applications never
i ncl uded the bal ance of the current note in the Schaefers’
request for credit for the followng year. Thus there is
not hing on the face of the | oan application for 1998 which
shows that Larry Schaefer was requesting that the 1998 credit
be used to extinguish the bal ance of the 1997 debt and that
the effect of granting the application was to rel ease El ai ne
from her 1997 | oan obligation. Elaine has offered no argunent
why North Central would have any incentive so to rel ease her

| conclude that Elaine Schaefer has failed to prove by
clear and satisfactory evidence a valid, existing obligation
bet ween AgVantage and Larry Schaefer which extingui shed her
contractual obligation to AgVantage. AgVantage has net its
burden of proof to show a valid claimagainst Elaine and Larry
Schaefer in the unsecured anount of $86, 705. 27
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| T 1S ORDERED t hat El ai ne Schaefer’s objection to the
cl aimof AgVantage FS, Inc. is overruled. The claim of
AgVantage FS, Inc. is allowed as an unsecured cl ai m agai nst
the debtors. Judgnent shall enter accordingly.

DATED & ENTERED: April 27, 2005

U 2 Dmgnd =

WIlliamL. Ednonds, Bankruptcy Judge
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