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payments during the course of the re-
organization plan. The estimated loss
claim, as well as any revisions to this
claim, will be accompanied by docu-
mentation to support the claim.

(iii) Upon completion of a reorganiza-
tion plan, the lender will complete a
Form FmHA 1980-44 and forward this
form to the Finance Office.

(2) Interest loss payments. (i) Interest
losses sustained during the period of
the reorganization plan will be proc-
essed in accordance with paragraph
(b)(1) of this section.

(ii) Interest losses sustained after the
reorganization plan is completed will
be processed annually when the lender
sustains a loss as a result of a perma-
nent interest rate reduction which ex-
tends beyond the period of the reorga-
nization plan.

(iii) If an estimated loss claim is paid
during the operation of the Chapter 11
reorganization plan and the borrower
repays in full the remaining balance
without an additional loss sustained by
the lender, a final report of loss is not
necessary.

(3) Final loss payments. Final loss pay-
ments will be processed when the loan
is liquidated.

(4) Payment application. The lender
must apply estimated loss payments
first to the unsecured principal of the
guaranteed portion of the debt and
then to the unsecured interest of the
guaranteed portion of the debt. In the
event a bankruptcy court attempts to
direct the payments to be applied in a
different manner, the lender will im-
mediately notify the Agency servicing
office.

(5) Overpayments. Upon completion of
the reorganization plan, the lender will
provide the Agency with the docu-
mentation necessary to determine
whether the estimated loss paid equals
the actual loss sustained. If the actual
loss sustained as a result of the reorga-
nization is less than the estimated loss,
the lender will reimburse the Agency
for the overpayment plus interest at
the note rate from the date of payment
of the estimated loss. If the actual loss
is greater than the estimated loss pay-
ment, the lender will submit a revised
estimated loss in order to obtain pay-
ment of the additional amount owed by
the Agency to the lender.
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(6) Protective advances. If approved
protective advances were made prior to
the borrower having filed bankruptcy,
these protective advances and accrued
interest will be considered in the loss
calculations.

(c) Legal expenses during bankruptcy
proceedings. (1) When a bankruptcy pro-
ceeding results in a liquidation of the
borrower by a trustee, legal expenses
will be handled as directed by the
court.

(2) Chapter 11 pertains to a reorga-
nization of a business contemplating
an ongoing business rather than a ter-
mination and dissolution of the busi-
ness where legal protection is afforded
to the business as defined under Chap-
ter 11 of the Bankruptcy Code. Con-
sequently, expenses incurred by the
lender in a Chapter 11 reorganization
can never be liquidation expenses un-
less the proceeding becomes a Chapter
11 liquidation. If the proceeding should
become a Liquidating 11, reasonable
and customary liquidation expenses
may be deducted from proceeds of col-
lateral as provided in the Lender’s
Agreement. Chapter 7 pertains to a lig-
uidation of the borrower’s assets. If,
and when, liquidation of the borrower’s
assets under Chapter 7 is conducted by
the bankruptcy trustee, then the lend-
er cannot claim expenses.

§§4287.171-4287.179 [Reserved]

§4287.180 Termination of guarantee.

A guarantee under this part will ter-
minate automatically:

(a) Upon full payment of the guaran-
teed loan;

(b) Upon full payment of any loss ob-
ligation; or

(c) Upon written notice from the
lender to the Agency that the guar-
antee will terminate 30 days after the
date of notice, provided that the lender
holds all of the guaranteed portion and
the Loan Note Guarantee is returned
to the Agency to be canceled.

§§4287.181-4287.199 [Reserved]

§4287.200 OMB control number.

The information collection require-
ments contained in this regulation
have been approved by OMB and have
been assigned OMB control number

751



