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Why do county auditors need to know about
bankruptcy? County goals:

1. Observe the automatic stay
2. Preserve liens
3. Collect property taxes

Bankruptcy basics

Observing the automatic stay
Filing a claim

Collecting taxes through a plan




The views expressed In this presentation are
those of the authors, and are not necessarily
those of the offices in which they work.

Each county should confer with their own
legal counsel about participation in
bankruptcy proceedings.




Why do county auditors need to know
about bankruptcy, anyway?

« Many individuals and businesses that pay real and personal
property taxes file for bankruptcy each year.

* Filing a bankruptcy petition triggers an automatic stay which
protects debtors from certain collections actions. Counties, as
creditors, are obligated to follow the automatic stay.

- The County can collect taxes through a bankruptcy
proceeding, and take steps to protect its liens.

« Taxpayers benefit from addressing property taxes in a
bankruptcy proceeding.
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Minnesota filing statistics: Cases filed In
the first five months of 2016

Minneapolis | St. Paul | Duluth | Fergus Falls
Chapter 7 1411

Chapter11 2

Chapter12 0

Chapter 13 267

Source: Clerk, United States Bankruptcy Court, 301 U.S. Courthouse, Minneapolis, Minnesota 55415




“[T]he major objective in any bankruptcy proceeding is to afford
debtors the opportunity to make a new life for themselves. When
Congress drafted the Bankruptcy Code in 1979, it began with the
premise that the debtor should be afforded a 'fresh start’. A fresh
start should be a genuine new beginning for any debtor. It should
permit him to continue his chosen profession or trade and be
free from the burdens of pre-petition debts. It should give the
debtor the opportunity to become a contributing member of his
community and permit him to follow his line of work and support
his family.”

Middleton v. Farmers State Bank of Fosston, 45 B.R. 744, 747
(Bankr. D. Minn. 1985) (internal citations omitted).

— This fresh start is provided in the form of a discharge of debt,
or a restructuring of debt payments




Chapter 7: this is an option for individuals with no regular income, or businesses that need
to liquidate. There are usually no assets to distribute to creditors.

— Typically no claim is filed unless the County receives notice that there are assets to distribute

— Real estate liens pass through bankruptcy intact and with the same pre-petition priority

Chapter 13: used by individuals with regular income to consolidate debts into monthly
payment, made to Chapter 13 Trustee’s Office.

— The majority of property tax claims are made in Chapter 13s
— Plan for payment of debts replaces old obligations

— Debtor receives discharge from personal liability for remaining debt once Plan successfully
completed (note certain debts are not dischargeable)

Chapter 11: used by business wishing to reorganize debt, or by individuals with debt over
a certain amount.

— Plan for payment of debts replaces old obligations; debt not in Plan is discharged (note certain
debts are not dischargeable)

Chapter 12: used by family farmers and fishermen with regular income




* A bankruptcy case is commenced by filing a petition with the
bankruptcy court.

« The petition triggers an “automatic stay” which protects the
debtor from certain collection action while it is in effect. 11
U.S.C. 362(b).

* These actions that relate to property tax collection are
prohibited during the stay:

— Enforcing a judgment that was obtained before the petition was
filed (example: forfeiting a property)

— Obtaining possession of property of the estate (example:
housing court action to obtain possession of forfeited property)

— Perfecting or enforcing liens against property in the estate
(example: obtaining judgment on delinquent taxes)




The automatic stay: suggestions for
observing it

» Designate someplace in the county where bankruptcy notices can be
received and tracked

* Include language on property tax notices that invites taxpayers to inform the
county of a bankruptcy filing

— Example: If this property is subject to a current bankruptcy case, or has been in the
past five years, rights and liabilities may differ and this notice may not be valid. Please
notify Hennepin County immediately of your bankruptcy by calling 612-348-3011, and
consult with your attorney.

« Use technology to avoid violating the stay

— Example: Hennepin’s PINS system has a bankruptcy indicator, which suppresses
mailing of certain notices if activated

« Consult with your county attorney to determine when the stay is lifted. 11
U.S.C. 362(c)(2). When the stay lifts depends on the chapter.
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Protecting the county’s property tax
Interest: filing a proof of claim

» File a proof of claim for all taxes for which the lien has
attached as of the petition date

* Include any interest and penalty in the claim that have
accrued up to the petition date

« Do not include penalties after the petition has been
filed on any taxes included in the claim ("no post-
petition penalty on pre-petition taxes”)

—Example: A debtor files a Chapter 13 petition on June 16,
2016. File a claim for taxes through Pay 17, because the
lien for the Pay 17 taxes attached on January 2, 2016.




— Part 1.
everything
you can write
a check for as
of the petition
date

— Part 2: total of
remaining
taxes not yet
payable, but
for which lien
has attached

BANKRUPTCY PROOF OF C1AIM CAILCULATION

Prepared by the Hennepin County Resident and Real Estate Services Department
Contact: Vicci Lee, 612-348-2338

Toes S o o o
Claim Prepared: March 1, 2013 Taxes Secured through Payable Year: 2013
Property Address: 1234 Claim Sireet, Minneapolis, Minnesota
Property Identification No.: 12-345-6789-1011

Part 1: Property Taxes Payable As of Petition Date

Delinguent property taxes $ 5,000.00
Delinguent property taxes $ 5,000.00
Delinguent property taxes $ 5,000.00
Penalties on delinguent taxes through Petition Date $ 1,000.00

$ 1,000.00

SUBTOTAL: Taxes Payable as of Petition Date $ 17,000.00
Thiz iz the “armearage and other charges, as of the time case was filed” in the Proof of
: Property Taxes Payable After Petition Date, but Secured by Pre-Petition Liens
201172012 Property taxes $ 5,000
2012 Property taxes payable May 15, 2013 $ 2,500.00
] Property taxes payable October 15, 2013 $ 2,500,00

SUBTOTAL: Taxes Payable After Petition Date, but Secured as of Petition Date 15,000.00

TOTAL SECURED CLAIM (Part 1+Part 2) $32.000.00
Thiz is the fotal secured claim as of the pefition date in the Proof of Claim form. This fofal
does nof refiect any interest that has, or will, accrue posi-petition.

IMPORTANT NOTES ABOUT THIS PROPERTY TAX CLAIM

Tax years are represented as Assessed Year [ Payable Year. For example, 201002011 refers to taxes that
wene assessed in 2010 but not payable to the County until 2011. Payable Year taxes become a lien on the
property on January 2 of the Assessment Year. See Minn. Stat. §§ 27231, 273.01.

Payable Year taxes become delinquent if unpaid on January 1 of the following year, and interest stars to
accrue at a rate of ten percent. Minn. Stat. § 278.03. Interest may accrue on delinguent property taxes during
the automatic stay when property tax iens are over-secured. 11 U.5.C. § 508(b).

Any claim including estimated taxes pursuantto 11 U_5.C. § 502{c){1) will be amended as soon as the
estimated amount is finalized.

Pleasa include language in the Plan stating that the debtor(s) may pay property taxes directly to the County as
they become payable.




— There are three types
of claims: secured,
priority, and unsecured

— Real property taxes
are secured, and if
over secured are
entitled to interest at
the rate set by state
law

— Personal property
taxes may be priority
or unsecured — see 11
U.S.C. 507(a)(8)(B)

B0 {0Ficial Form 10 (413)
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* The calculation form accompanies the official
claim form; show the Court why the County Is
entitled to payment

* Proof of claims can be filed on the bankruptcy
court’s website (by non-attorneys) at
http://www.mnb.uscourts.gov/epoc




« Chapter 13 Plan: ask the debtor’s attorney to
Include property taxes in paragraph 7. This allows
your claim total to be treated as an estimate (there
are inevitably adjustments as the result of
interest), and allows the debtor to pay "new” taxes
directly to the county in the ordinary course of
business.

« Chapter 11 Plan: there is no standard plan; it is
Important to read it! Consult with your county
attorney to ensure property taxes are properly
addressed in the debtor’'s plan.




Case 15- Doc 2 Filed 07/06/15 Entered 07/06/15 14:54:40 Desc Main

Document Pagelof3
Form 3015-1 - Chapter 13 Plan

UNITED STATES BANKERUPTCY COURT
DISTRICT OF MINNESOTA
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What could go wrong?

« Debtor could file a motion to sell real property
“free and clear” of liens

« Debtor could improperly classify property taxes
In a plan — and the county could be stuck with it




* Track whether the county is receiving payments
pursuant to a plan

« Paying taxes through a plan is a win-win: the
county is paid timely, and the debtor stays on top
of property taxes

—|f taxes are not addressed in a plan, the property may

again be subject to tax forfeiture proceedings as soon
as the automatic stay is lifted

 |f a debtor is in violation of a plan, discuss options
with your county attorney




County will not obtain a judgment on delinquent taxes during the
automatic stay.

County will not file a personal property tax lien against the debtor during
the automatic stay.

County will not give notice of the expiration of the redemption period, and
the redemption period is put on “hold.” If this notice was given prior to
the filing of the bankruptcy petition, then 60 days are added to the time
during which the property can be redeemed. If the right to redeem is not
timely exercised by the debtor or trustee during that extended period, the
property forfeits absolutely to the state. 11 U.S.C. § 108.

County will not add new penalty to any unpaid taxes included in its claim.
County will not intercept tax refunds from the Department of Revenue for
application to personal property tax liabilities.




What does not change after filing:

« Liens continue to attach to the property each January 2. 11 U.S.C. §
362(b)(18).

* Property tax bills and notices continue to be mailed. 11 U.S.C. § 362(b)(9).

« Tax Court petitions for property of the estate filed pursuant to Chapter 278
proceed unaffected. Eden Prairie Mall, LLC v. Cnty. of Hennepin, 797
N.W.2d 186 (Minn. 2011).




Hennepin Bankruptcy Claims

* 49 claims filed in 2015 for 49 parcels In
which debtor held an interest

 These claims totaled $ 651,488




Practical Application: Clearing up a tax-title defect related
to a Bankruptcy matter for a vacant and boarded, alleged
former gang-occupied property at 4831 Colfax Ave. N.,
Minneapolis (1/2 block south of school and park)




Practical Application: Clearing up a tax-title defect related
to a Bankruptcy matter for North Minneapolis vacant and
boarded, alleged former gang-occupied property



Minneapolis
City of Lakes

Community Planning &
Economic Development

105 3h Ao Sodl Su r:ALu
N naspdis MH 554

i 612
Fax

iy T
W ernes

e R SR
Anm falion Erpker

Mateh 4, 2014
RECEVED
Jeffrex 1. 5 Admiusralive Manaper MAR i n 200
Taxpaver 'uxlu-sl)xp.’xl!mr P4 30
TAXPAYER
A S
”Ef"NLPN cgﬁ‘{\l‘%

Re vomveyanee f Propeary o Henng
2831 Colfax Avenve North

Diear Br. Seeancl:

Asagreed dunzp,

sath aod Homepin

CPED Deparrmient inren
County vin Cuit Clages Decd

Ay of Minncapolis
letrer eorfirms thas fae Mioneanalis

g o Augnst G, 2013,
Doy our titl clearanse pre s assignec attorney, Keraedy &
Grzver, dizcovered 4 tide p; ublem she tming of the previ
bankzuptey prevented the Couty Som ohiaining title thienah the propersy rex
e pracess. Consequently, che City did not ebtun tax utle trom the
County.

Per Assisrant City Attorney Shelley Roe, CPED can dh s past o this
Lranszction using oat zdministrarive “Dicectn’s Repore” process. We reslize
vou way need ror obtain the appzoval of vour County Board of Conmnissieers.

Thaogh this lester, CPTD requests a refund of ics $5,000 puschinse price. We

haw .c]w umlmdil 562 in K< e _a‘ “ees regarding, rhis tide
Lcspul.u]]} m]-.u' ,mn,lmrm ent il lml mpmsc

Lhank you for vo siclerativn. Mezse contact Flitic Pore at 612,68

R
VA4
Chweles T, Lue

Depure Dircezor—C 2D

cer Pecer Ginder, Depury Cite Attormey
Rack Sheridan, Assistann County Altorney

[2-118-71- 31021

‘lfr'w’\\ ot ond
I

., 588 3346 N 12854

[Ealaty!
[l R |

BLOCK 4
Lol ¢

Th

9 TP ATW T 44 i
!
LTz e

[T LA I Fat j‘
R e ta 0]

ERRCRTY LI
RIEHT CF A LDE

LB SE

BIILEINE WAL

CIWTERLTHE 7 RIGHT=00=43%

wea e
CHIFETE SRR

UM LA

COLFAX AVE N

I

. -EGal DESZFIFTZCM:

Sl A Hescews's L ¢ Wnreenn s

Var Lartabicatn Hochir: LG

e = G140 Bouoee For 3, 18 Aores

a

BEC s S L v e
RS APRAEST HET N

AL AT AT O
Baiaivey W1 Wlhicire Licanet
S ha T
BT SLERATII

ThiabE

Fratres Ay

e 3 cow. plerg
TR Feel e T

Sl L Hdine

Fioge v Itaataly Faglmay

BrijECL van

Tag Furfeie Bonperty
4E5 Colfas bve. He

[ATEE]

C8P-866

Sratessioel Gervices

Hennoph Caurly
Feaeciant aned Ract Eatrte Sanvices.
vy Chidn

HEMKEF K LL‘JNW BUNVENTE
AT 30D E_h_§.res
Hitneatolis W 55437

Praransinaal Sgralite.

i
3 5
i,
e -“ H
Ticpiien ur
Fol"trag clin i

Trueas . ey
Liarae, 0 ELele

Baal1ts Cantra

T

i
T A

el T e

BCLKDATY




’_ 20ETCY 1614 i Fledin Fa.sh Ludiel Kkt Cour E : . “teq ir Fourlk Jud cisl LASTEt O
167 £ - ARBZ015 3 - 4 5 eq ir Fourk | y
1§-21-31-0 214 {83103 Ecamneref Taes, Erare o,
fblu-ﬂ:d inProceeding Subsequent T\’tu’h‘) FORM -Ordor|nProceading Subsequent

(Rew 200 - {Rev. 2003)

IN PROCEEDINGS SUBSEQUENT 10 INY REGISTRATION 2 5. Thatpursuant tw the doutring of merger, the reservation of mineral rights

15-14 in favor of the Petirioncr comained in Doc. Na. 5076964 menged with its fee interest.

STATE OF MINNESOTA | DISTRICT COURT
COUNTY OF INENNEPIN FOURTH SUDICIAL DISTRICT b Thal e premises sto unceoupied,
In the matter of the Petition of Case type: Other Civil - Torrens 7. rgolicst@lspms os boen given S

M o Kl aric Teplaiatlon & i
STATE OF MINNESOTA . urigage Electronic Registration Systoms, Tng., First Franklin, a di

i % of IN :
Tor a New Cortifieate of Title Alier Tax ORDER ity Bark S Y, i NG Bieak N.A:
Farfeiture 8. ‘That the addrsss of the Petilioner is Stale of Minnesota, ¢fo Heanepin

County Resident and Real Estate Services, A-600 Government Ceater, 300 South Sixth

Strect, Minneapolis, Minnescta 55487,

The abeve-entitled matter came on for hearing on the 28t d

702 of e Henzepin County Government Center in the City of

and Stzte, before the (Deputy) Examiner of Titles, to whom the mattez has bosn duly NOW, THEREFORE, TT 1S 1IEREBY ORDERED, a5 follows:
refesred pursuznt to Minn. Stat,, § 508.13, to hear the evidence in said cause and report
Ihe Examiner’s conel.asions therefrom, and who has filed a repartin the matter; and the
Court having duly cansidered ez Perition, the evidence adduced by the Pelitiener{s) and of this Order, cancel Certificate of Title No. 1183103 and issue u new Certificate of
the Report or Reports of the Exainer, finds:

That the Registrar of Titles, upnn the filing with the Registrar af u certified copy

i favor of the State of Minnesota, ¢/o Hennepin Counly Resident and Real Estats

Services, A-600 Government Center, 300 South Sixth Street, nncapo]is.. Minnesata

1. That on June 7% 2006, ¢ Registear of Titles entered Certificate of Title

e 55487, free from all rials now on the present Certificate of Title, the last of whic!
No. 1183103 ©0 s, marsied to cach ather, as juing mamc P s h

s is Doc. No. 5210590, and free also frem the memorial of this Order.

2. ‘That t-& praceedings for the foreclesure of the tax lien evidenced by Doc.
Nos. 493917 were zegular and accarding Lo statute and that the time for redemption Duted: _April 28, 2013
feom the sale to the State of Minnesuta has expired without redewption, as evidenced 5y
Doz, No. 3072658,

* BTATE OF MNNESQTZ CQOL
3. That na hankrupley proceedings huve been instizuted by or againsl ¢ L TEYTHS 2

theough the pericd of redamptinn fram the tax sal OBk TRLE AN CORRESEG
rouel T pLriCe redamption fram X sale,

= i o o l' — < torcgping racts were Zound by me ON F"'E AND RECORE v I\§
except BKY Case Ne. 09-41130 and that en order for retroactive relief from the after duz hearing, and the entey of Ihis

io ‘ Order is recommende.

automatic stay was entered December 4,201 Susan T Ledray, Fra
4. I'har Natinnal Cily Ba ndiana merged ints National City Bank, as

evidenced by Dac. Na. 4348905, and chem merged into PNC Bank, NLA. as evidenced by

Doc. Mo, 4714735,

Examirer of Tilles




Practical Application to Clear Title Defects:

— Sale to a City for $5,000 for housing redevelopment

— Sale rescinded by County Board due to title defect, purchase price refunded.

— County Attorney brought legal action for Retroactive Relief from the
Automatic Stay

— Alternative Boarding treatment applied to boarded windows

— Tax Title Defect cleared, property scheduled for Home Rehabilitation Pilot
Program
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« Counties need to be aware of bankruptcies to
(1) observe the automatic stay, (2) collect
taxes, and (3) protect tax liens

« County auditor staff can file claims for
property taxes directly with the United States
Bankruptcy Court for the District of Minnesota

* Property taxes should be included in a
debtor’s plan




Thanks for attending!
Comments or Questions?

Rebecca Holschuh

Assistant Hennepin County Attorney
(612) 348-4797
Rebecca.Holschuh@Hennepin.us

Jean Stepan

Assistant Ramsey County Attorney
(651) 266-3051
Jean.stepan@co.ramsey.mn.us

Jeffrey L. Strand

Hennepin County Resident and Real Estate Services
(612) 348-7870

Jeffrey.Strand@Hennepin.us




