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320 Part 3 Zlements of Tredional Business Law

Security obtained by a ereditor theough the opers-
tiem of law is called a lien. The procedures for using
liens are determined by state law, The most eommon
liens are the mechanie’s lien {applicable to real prop-
erly), the possessory lien (appliceble to persomal
property), and courl-decreed liens. In each case, the
lender may obtein the len witheat the horrower’s
consent by following statutory procedures.

The baskruptey code governs bankruptey proceduze.
There are several approaches to bankruptey, indud-
ing Chapter 7 (providing for Bquidation and fair dis-
wribution of the deblors assets for  cenditors),

than being liquidated). and Chapter 13 (personal
bankrupiey for individusls that reorgamizes debis,
but does not discharge them).

The trustee (or debinr in possession) is e person
in charge of the bankruptey. It is the trustee’s objec-
tive, wnder bankruptey court supervision, to omaxi-
mize e amount of the debtor's assets available for
distribution to 1he creditors,

Bankruptey law states that certain creditors take pri-
ority over other creditors in receiving shares of the
debtor’s assets. Seeured ereditors take privrity over

unsecured creditors.
Chapter 11 (allowing businesses to reorganize rather :

TERMS TO KNOW

You should be abls io define the following ferm:

negotiabie instroment debter Hesatieg Lier
ntgotiation principal defanlt .
bearer Comtstirier reparts nonexempt property -
bearer instrument credit rating homestead lew
order paper ~credit report mortgage

bearer paper open eccount mocigagor -

holder in due course - unsecured creditor mortgages.

drawer secured creditor deficiency pudgment
drawee collateral non-receurse debt
payee guaranty Ten

theek suretyship garmishmment

cashiors check surety mechanic’s en

it ' puarantar possessory len
meker exoneration attachment lies
PIOmissory note suhrogated Judgment lien

draft ' secured fransaction Wit

bill of exchange perfectiom of seourity imterest bankraptey

sight draft attachrrsent voluretary barkraptey
confirmatioe perfection involuetary bankreptey
certificate of deposit tangible property discharpe

creditor purchase mogkey security interest debtor in passession

DISCUSSION QUESTION

What ere the basic differences betwern Chapters 7, 11, and 13 bankruptoy?

CASE QUESTIONS
1. Chung was 2t a recetrack operated by the New Yok
- State Racing Association. He bought 2 gemnbling
voucher for use in SAMS, which are medhines that

take payments fixr gambling. The money credited to
a voucher in a machine cen be bot at onee or gen be
used ever time 1o make bets on SAMS. Chung fnrpot
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his voncher in 2 SAMS machine it had soversl thou-
sands of dolkers of credit on it Semeons found it
and traded #t in for cash. The betting systemn does
et link & persen to & voucher, so the thief was
unknown. Chung sued, contending that the race-
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to Bussewitz and, furtherroore, the note did oot
state when the first installment payment was due
that term hed been left blank. Is Pitassi liable?
{Citibank v. Pitessi, 432 N.Y.5.24 389, Sup. Ct.,
App, Div., NY {1380)]

track should be liable for failing to check the identity 5. Moody and three others bought a business and exe-
and swnership of vouchers prior to their use, Iz the cuted promissory notes for $8.17 million. Moody
racetrack lisble or is Chung out of luck? [Chung v. owned 20 percent of the business; the other three
New York Stale Racing Assn., 42 UCC RepServ.2d ownd the other 80 percent of the business, Moody
BA7, Dist, Cb, N.Y.C., NY {2000)] was unable to make severe] payrnents on schedule,

. LaCombe preeticed optomelny as & sole proprietor- The other owners covered the payments he was sup-
ship, LelCepabe Eve Center. Slyfeld worked for bim posed to make so the motes wold sob po it
a1 the front desk, but was not mvolved 1n bookkeep- - defardt Moody was sued by the others for hix contri-
ing. Ower & four-yeer period, Slyfidd embezzled butios. He asserted that he was the same a5 a surety.
checks mede out to LaCormbe by his paticnts, forged Beezuse they made the payments that were due for
his signature, wrote her account pumber on i, and the business, b was oo longer obligated on those
put the ehecks in her account at Bank One, _ puayments. [s that corvect? [Krumme v. Moody, 910
LaCCombe did not have an account at that bank, This F.2d 93, Sup. Ct., Ok (1994]]
scam worked for more than 500 checks totaling B, Mollinedo's home was darmaged by fire. Her insur-

370,000 until discoversd. LaCombe sued Bank COne
for negligence for accepting the forged checks for
deposit and negotiation. The district court held for
LaCombe, The bardk appealed. Was it lighle?
[LaCombe v. SBank One Corp,, 933 50.2d 161, Cr
App. La. {20071

. MeDowell owned and operated Big River Hadey
Davidson in Wapello, lowa. As required by Iaw,
MeDowell 1ok out & motor vehicle dealer’s surety
bond for $35,000 with United Fire and Casualty
Tosurance, The bosed protects retall customers whes
get stuck when a motor vehicle dealer, pechaps
because of fraud, does not deliver & vehicle that hes
been paid foe. The surety band way it force when
Big River went out of business and MeDowell lefi
the stale, While iz business, Big Biver sold a Harley
o Elworth Harley Davidseon in Norfolk, Nebraske,
Elworth paid $12,000 for the Hardey thal wes never
delivered, Elworth sued United Fire as surety for the
$12.000. Can Elworth recover? { United Fire and Cas-
ualty w. Acker, 341 N.W.2d 317, Sup. G, lowe
{1955}

L Bussewitz barrowed money from Citibank and
signed & promissary note, Pitassl alsa signed the
promissory note as oo-maker of the note. When
Bugsewitz failed to make payments and defaulted
on the note, Citibank, under the terms of the note,
declerad the entire npaid balance doe 2nd sued
both meskers, Pitassi defended that he should net
be liable because ke signed the note only as a faovor
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Ance company, Sentry, recommended Servicebias-
ber a8 @ repadr compeny. An adjuster for Sentry
visited the home with the home eontractor from
ServiceMaster and approved $30,000 worth of
sork, which ServiceMaster did with Mollimede's
approval. Sentry gave the §30,000 to Mollinedo’s
martgage company. Mollinedo Aled for bank-
ruptey, ServiceMaster, which got nothing, sued
Sentry Jor breach of contract end artjust enrich-
rment. Did ServiceMaster, which never Rled  lien,
have a claim? [Sarvice-Master of St. Clond v. GAR
Business Services, 344 N.W.2d 302, Sup. O, Mina,
(1996}

. The Bogpses were declared bankrupt under Chapter

13. Shoetly after their discharge, Somervillis Bank
arsd Trust contended that the Bogpses did not pay
off the interest om 4 loun secured by a mortgage sn
their principel residence. The bank had not raised
the issue until after the bankruptey enert kad issued
its discharge order eovering the indebiedness. The
bank sttempted to collect the debt a5 though there
had becn no discharge, Is the bank entitled to cellect
the terest? [Boges v, Somerville Bank and Trust, 51

‘£.3d 271, 6th Cir. (19951

. Globe Building went Into Chapter 7 bamkruptey, so &

£ g n i, e

trustee was appointed to control the baokrupt estate.
As g number of Globe empleyers had sl been paid
when the company went under, the state of Wiscon-
sin, where Globe was located, filed 2 lien for wages
apaingt all property owned by Globse, Could the Do
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