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AGENDA

• 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



Disclaimer - Important

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.



Minnesota filing statistics 

2015 2014 2013 2012 2011 2010 2009 2008 2007

Total cases filed 10505 12040 14295 16804 19196 22070 21302 16473 11795

Percent change

over previous year:  

Statewide

(14.17) (14.11) (17.31) (10.87) (9.03) 11.68 33.41 39.54 44.59

Minneapolis (16.01) (16.29) (14.14) (14.01) (6.82) 17.57 28.48 43.27 85.03

St. Paul (13.06) (11.65) (18.92) (8.55) (9.19) 7.55 39.75 33.34 74.24

Duluth (9.20) (18.05) (18.75) (6.27) (11.62) .39 54.82 30.56 81.95

Fergus Falls (23.25) (10.18) (15.16) (9.94) (18.52) 17.31 8.27 64.36 95.88

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



Minnesota filing statistics: Cases filed in 

the first five months of 2016 

Minneapolis St. Paul Duluth Fergus Falls

Chapter 7 1411 1520 340 277

Chapter 11 2 3 0 0

Chapter 12 0 1 0 3

Chapter 13 267 279 45 60

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



The premise of bankruptcy: 

a “fresh start”
“[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



Types of bankruptcy cases

• 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



The automatic stay: what it means

• 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.



Practical 

Application 

for Property 

Tax Notices

Disclosure 

notice added to 

the Current 

Year Unpaid 

Tax Penalty 

Notices



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.



Calculating 

a claim

→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



Filing a proof of claim 

for real property taxes

→ 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)

Minn. Stat. 272.31

10

Ad valorem property taxes

Assessed value

Delinquent total

Total



Filing a proof of claim

• 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



The Plan

• 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.



Sample Plan

→ Paragraph 7 

contains claims that 

will be paid through 

the trustee’s office.  

The claims are 

estimates, liens 

securing the claims 

are preserved, and 

new payments can 

be made directly to 

the county

→ Make sure the 

debtor includes the 

statutory interest 

rate



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



Tracking payments

• 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
→If 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

• If a debtor is in violation of a plan, discuss options 
with your county attorney



What does change after filing:

• 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



Practical Application: Clearing up a Bankruptcy-related tax 

title defect to facilitate productive re-use of a vacant and 

boarded building in North Minneapolis



Practical Application: Proceedings Subsequent Order noting Order for 

Retroactive Relief from Automatic Stay, clearing the way for 

productive re-use of the vacant and boarded property



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



Hennepin Property Tax Claim 

Management in SharePoint



Hennepin Property Tax Claim 

Management in SharePoint



Takeaways

• 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?
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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


