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I.   BANKRUPTCY LAWS – General 
 
Bankruptcy Code Chapters were amended October 17, 2005.  If a bankruptcy petition was 
filed prior to October 16, 2005, refer to the Bankruptcy Basics, Revised Second Edition (see 
Bankruptcy Codes below).   If the bankruptcy was filed on or after October 17, 2005, please 
refer to the Third Edition, which contains several important changes.  These changes were so 
significant half a million bankruptcies were filed the last two weeks prior to October 17, 
2005, compared with 60,000 the same prior year period. As of the first quarter of 2010 with 
unemployment high, credit card debt and banks reluctant to fund loans the trend on filing for 
bankruptcy continue to rise. 
 
Owners of property in Washington State who file a bankruptcy petition with a bankruptcy 
court are subject to U.S. Federal bankruptcy laws.  The laws contain specific requirements 
for creditors, such as claim filing deadlines or refraining from active collection while the case 
is open, known as an “automatic stay”.  Bankruptcy case management may vary depending 
on each county’s available staffing; however, lack of diligence may result in 1) failure to 
collect tax dollars your county is entitled to receive and/or 2) a violation of Federal 
bankruptcy laws. 
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II.   BANKRUPTCY CODES 

 
A widely accepted abbreviated version of U. S. Bankruptcy Laws is available as “Bankruptcy 
Basics” on the State of Washington’s user-friendly web site www.wawb.uscourts.gov  for 
U.S. Bankruptcy Court, Western District of Washington; and www.waeb.uscourts.gov  for 
the Eastern District of Washington.  Select Bankruptcy Basics from the Filing Information 
Menu.  Become familiar with the menus and information available on the district’s web site.  
The petitioner normally files for bankruptcy in the district where they reside.  Their district 
could be other than in Washington State. 
 
There are six basic “Chapters” of the U.S. Bankruptcy Code outlined in “Bankruptcy 
Basics”, they are as follows: “Chapter 7 Liquidation Bankruptcy, Chapter 9 Municipality, 
Chapter 13 Individual Debt, Chapter 11 Reorganization, Chapter 12 Family Farmer or 
Family Fisherman, and Chapter 15 Ancillary and Other Cross-Border Cases.” Included is a 
chapter on the “Servicemember’s Civil Relief Act” and “Securities Investor Protection Act” 
though these are not included in this manual; they are covered in “Bankruptcy Basics”. 
 
The following pages contain a synopsis of each Bankruptcy Chapter except Chapter 9 
Municipality Bankruptcy which provides reorganization of municipalities which is covered 
in the “Bankruptcy Basics”. 

http://www.wawb.uscourts.gov/
http://www.waeb.uscourts.gov/
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CHAPTER 7 
 
Definition 
 
It is the most common case, particularly among individual debtors, and is usually referred to 
as the “liquidation or no asset” bankruptcy.  A Chapter 7 case generally allows many kinds 
of debts to simply be erased and is discharged within several months to a year, then closed.  
For more information on discharges see EXAMPLE #5.  Only consumers whose incomes are 
below the median levels for their state are eligible for Chapter 7.  This Chapter is intended 
for consumers and small business owners. 
 
General Information 
 
The debtor must file a list of the name, addresses and account numbers of each creditor, a 
schedule of assets and liabilities, a schedule of income and expenditures, plus a statement of 
financial affairs, and if applicable a schedule of executor contracts and unexpired leases.  
This schedule also discloses the value of the debtor’s real and personal property.  With this 
information the Treasurer can know what claims will be placed before their claim.  A list 
may be obtained from the trustee listing each creditor, claim amount, and rank. 
For more information on proof of claims see EXAMPLE #2 
 
A trustee is appointed to liquidate the estate by converting assets to cash and distributing 
monies (payment plan) among creditors according to an order set forth in the Bankruptcy 
Code (title 11).  A company stops all operations and goes completely out of business.  For 
more information on payment plans see EXAMPLE #3 
 
 Under Chapter 7, only the debtor has the protection of the automatic stay. 
 
After a Chapter 7 discharge the debtor is not eligible to file for Chapter 7 for six years. 
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CHAPTER 11 
 
Definition 
 
This Chapter is known as a business “reorganization” bankruptcy, ordinarily used by 
commercial enterprises.  The debtor is in possession of the business and is required to pay 
creditors according to a court-approved plan.  For more information on payment plans and 
applying monies see EXAMPLE #3.  A Chapter 11 plan might take up to six years to 
discharge depending on the total debt needing to be repaid and the monthly payment 
amounts.  For more information on discharges see EXAMPLE #5. 
 
 
General Information 
 
There is not a case trustee appointed unless the creditors or the court have concerns regarding 
the debtor’s ability to financially run the business.  The United States Trustee does oversee 
and monitors the progress of all Chapter 11 bankruptcy cases. 
 
A plan will be formulated and submitted to the bankruptcy court within a year of the filing 
date.  In the case of a large reorganization, formulization of a plan can take longer.  Their 
plan needs to include the Treasurer’s proof of claim amount.   
 
The qualified debtor in this chapter has a one-time option to convert to Chapter 7. 
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CHAPTER 12 
 

 
Definition 
 
Chapter 12 is more streamlined, less complicated and less expensive than the other 
bankruptcy chapters and is used to adjust debts of a family-owned farmer or family 
fisherman with a regular annual income.  The income of both the family-owned farmer or 
fisherman must be stable and regular to qualify for relief under this chapter so payments can 
be made as required by the plan. The family farmer or family fisherman with at least 50% of 
its gross income from operating the farm or commercial fishing business are eligible to file a 
claim.  The Bankruptcy Case will be discharged upon completion of all payments under the 
plan.   For more information on discharges see EXAMPLE #5. 
 
General Information 
 
The trustee must pay debts within three years unless court approves a longer time frame not 
to exceed five years. For more information on payment plans and applying monies see 
EXAMPLE #3 and 4.  
 
 Those eligible to file as “family farmers” or “family fisherman” fall into two 
categories:  

1. an individual or individual and spouse 
2. a corporation or partnership 

 
The individual or husband and wife must be engaged in a farming or commercial fishing 
business. 
 
The petition is filed in the court serving the area where the individual lives or where the 
corporation or partnership has its principal place of business or principal assets. 
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CHAPTER 13 
 

 
Definition 
 
This chapter is referred to as the “payment plan or wage earner”, designed for a person, 
small business owner or sole proprietor who has a regular source of income.  Rather than 
liquidating the assets, the intention is rescheduling the debt.  It is limited to individuals who 
have unsecured debts of less than $360,475 and secured debts of less than $1,081,400.  A 
Chapter 13 case is generally discharged after five years or upon completion of all payments 
under the plan.  For more information on discharges see EXAMPLE #5. 
 
 
General Information 
 
The Debtors file with the court: schedules of assets and liabilities, current income and 
expenditures, executor contracts and unexpired leases and a statement of financial affairs.  
Along with the schedules also filed at the court are a certificate of credit counseling and a 
copy of the debt repayment plan. Debtor remains in possession of the property and makes 
regular payments through an appointed bankruptcy trustee to satisfy their debts.  The trustee 
can only pay creditors out of funds received through the debtor’s plan.  For more information 
on payment plans and applying monies see EXAMPLE #3 and 4. 
 
In Chapter 13 the debtor and co-signers of consumer debts are protected by the automatic 
stay, so long as the debtor pays the debt in full over the life of the plan. 
 
Chapter 13 relief is available anytime, despite prior Chapter 7 or 13 filings. 
 
Foreclosure 
 
One of the great advantages of a Chapter 13 plan is that it allows the debtor to get caught up 
on mortgage payments over the length of the plan (usually three years).  If a home is in 
foreclosure, filing for relief must be done before the foreclosure sale.  The automatic stay 
will immediately prevent the sale of property.  If this happens include all foreclosure costs in 
the proof of claim and make copies for the foreclosure deputy. 
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CHAPTER 15 
 

 
Definition 
 
Chapter 15 Ancillary and Other Cross-Border Cases 
This new chapter adopted the Model Law on Cross-Border Insolvency officially declared by 
the United Nations in 1997 and replace section 304 of the Bankruptcy Code.  It promotes a 
uniform and coordinated legal regime for cross-border insolvency cases in participating 
countries.  To understand its purpose and objectives, read the chapter in full. 
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III.  USEFUL TERMINOLOGY 
 

Abandonment- Court releases property from its control.  This occurs when property is of 
little or no value to the estate. 

 
Absolute priority- The order of payment to the different classes of creditors mandated by 

the Bankruptcy Code.  In theory, claims with higher priority are paid in full before 
other claims receive payment.  Junior creditors and shareholders are paid after senior 
creditors.  Specifically, the usual order is: first, administrative claims: second, 
statutory priory claims such as taxes, rent, consumer deposits and unpaid wages from 
before the filing; third, secured creditors claims; forth, unsecured creditors’ claims; 
fifth, equity claims. 

 
Administrative claim- Debt incurred by the debtor after the bankruptcy filing for court 

costs, lawyer’s fees, preserving the estate, trustee’s expenses, etc. 
 
Automatic stay- An injunction that automatically stops lawsuits, foreclosure, garnishments 

and all collection activity against the debtor the moment a bankruptcy petition is filed.  
With a “stay” in place by the court, annual tax statements may be sent; however, 
demand notices must not be initiated, and no act may take place to enforce any lien 
against the property until the bankruptcy has been discharged or dismissed. 

 
Ballot date- Concerning bankruptcy reorganization, the date and time, set by the bankruptcy 

court, by which all votes for accepting or rejecting the plan of reorganization must be 
received. 

 
Bankruptcy- Term for a legal state of insolvency. 
 
Bankruptcy Code- The name given to the statutory body of bankruptcy laws after the 

reform act of 1978.  The informal name for title 11 of the United States Code (11 
U.S.C. 101-1330), the federal bankruptcy law. 

 
Bankruptcy court- The bankruptcy judges in regular active service in each district; a unit of 

the district court. 
 
Bankruptcy estate- All legal or equitable interests of the debtor in property at the time of 

filing.  (The estate includes all property in which the debtor has an interest, even it is 
owned or held by another person.) 

 
Bankruptcy judge- A judicial officer of the United States district court who is the court 

official with decision making power over federal bankruptcy cases. 
 
Bankruptcy trustee- A private individual or corporation appointed in a case to represent the 

interest of the estate and debtor’s creditors. 
 
Claim – A creditor’s assertion of a right to payment from a debtor or the debtor’s property. 
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Confirmation- Approval of a reorganization plan by a bankruptcy judge. 
 
Consumer debts- Debts incurred for personal, as opposed to business, needs. 
 
Conversion- Changing chapters in bankruptcy (e.g. converting from Chapter 11 to Chapter 7 

or vice-versa). 
 
Creditor- Person or business in which the debtor owes money. 
 
Debtor- Person or business that has filed a petition for bankruptcy relief seeking protection 

from creditors under the bankruptcy law. 
 
Discharge- Release of a debtor from personal liability for certain dischargeable debts. After 

a discharge a creditor is prevented from taking any action against the debtor or his 
property. 

 
Disclosure statement- Written documentation prepared by the Chapter 11 debtor containing 

adequate information of their plan of reorganization. 
 
Dismissal- An order terminating the case prior to its normal end. 
 
Exempt/Exemption- Property a debtor may prevent creditors from recovering. 
 
Joint administration- Court approved mechanism under which two or more cases can be 

administrated together. 
 
Joint petition- One filing by husband and wife together. 
 
Meeting of creditors (341)- An opportunity for creditors to question the debtor under oath 

regarding their intensions and to bring any issues to the intention of the trustee. 
 
Motion to lift automatic stay- Creditors request to allow action against the debtor’s 

property  
 
No asset case- Cases with no assets available for liquidation to satisfy any portion of the 

creditors claim. 
 
Non-dischargeable debt- Debt that cannot be eliminated in bankruptcy. 
 
Priority- Claims of some employees, employee benefits plans, taxing bodies and others.  

May be entitled to payment prior to the claims of unsecured creditors. 
 
Post-petition- Occurring after the filling or a petition.  Property transferred after the 

commencement of the case. 
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Pre-petition- Occurring before the filing of a bankruptcy; debts that would be included in 
bankruptcy. 

 
Proof of claim- Written statement filed by the creditor describing the reason the debtor owes 

them money. 
 
Reaffirmation agreement-Debtor agrees to continue paying a dischargeable debt after the 

bankruptcy.  The purpose is for debtor to remain in possession of collateral 
eliminating the debt from being discharged while assuming personal liability. 

 
Secured claim- Property secured by a perfected lien. 
 
Statement of intention- Declaration made by the Chapter 7 debtor regarding plans for 

secured property of the estate. 
 
Trustee- The person appointed by the U.S. bankruptcy court to take charge of and administer 

the debtor’s estate during bankruptcy proceedings. 
 
Unsecured claim- These claims do not have any priority status.  They include debts from 

credit cards, utilities expenses and personal loans. 
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IV.   FILES AND RETENTION PERIODS 
 
 

As in all county legal matters, comprehensive file maintenance is mandatory.  As papers are 
received from the bankruptcy court and file notes are made, organize the documents in 
chronological order in a separate file for each bankruptcy case.  Maintain a log of your 
county’s property owners who file a bankruptcy petition and establish a means to maintain 
the file, reviewing the bankruptcy status and files on a regular basis.  Destruction of these 
records may fall under new mandatory “shredding” laws that are being developed by Federal 
and State governments.  You may be able to obtain requirements from your county 
Prosecutor’s office. 
 
Remove file from cabinet and mark across the top of the label “dismissed, closed, 
discharged” and the date.  Organize the files in a box labeled for the current year.  Closed 
bankruptcy files are retained for six years, after which time they can be destroyed. 
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V.   GENERAL INFORMATION 
 
A governmental unit has 180 days from the date the case is filed to submit a claim (US Code 
11, 502(b)(9).  Although a secured (e.g. county tax office) creditor does not need to file a 
proof of claim in a Chapter 7 case to preserve its security interest or lien, there may be other 
reasons to file a claim.  If you do not receive notice of the bankruptcy, file as soon as you 
receive word and attach a letter to the court to that effect.  In most cases, the claim will be 
accepted.  Some county Prosecutors advise county tax offices to file a claim whether or not 
the county receives a claim request, regardless of the bankruptcy chapter.  Your own 
Prosecutor’s office can advise you and provide the appropriate language for the claim 
document if you are not provided one by the court or trustee.   Unless otherwise advised, 
prepare four claim sets. 
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VI.   PRE-PETITION and POST-PETITION TAX 
 
When preparing the claim, ascertain whether the tax owed is “pre-petition” or “post-petition” 
considering the date the bankruptcy petition was filed and the date the property was listed 
and valued, which for real and personal property is January 1st.   Pre-petition taxes are non-
dischargeable and considered a secure lien if the listing and valuing of the property is 
complete before the filing of the petition.  Pre-petition interest and penalty is allowed (U.S. v. 
Ron Pair Enterprises Inc. 109 S Ct. 1026(1989).  Post-petition taxes are based on assessments 
after Jan 1st of the bankruptcy filing date and are considered unsecured priority tax claims.  
Other secured creditor’s claims can be satisfied before the post-petition tax depending on the 
bankruptcy Chapter.  Post-petition tax, interest and penalty are to be treated as cost of 
administrative claim (US Code 11, Sec. 503(b)(1)(b). 
 
No other claim has priority over a secured tax claim except a priority claim. 
 
A claim should still be filed even if the taxes are paid in full by using a “0” in the claim 
amount. 
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BANKRUPTCY PETITION FILING NOTICE 
 

EXAMPLE 1 
 
Upon the filing of a bankruptcy petition, an automatic stay goes into effect, which prohibits 
creditors from taking or continuing most actions to collect money or property from the 
debtor.  With a “stay” in place by the court, annual tax statements may be sent; however, 
demand notices must not be initiated, and no act may take place to enforce any lien against 
the property until the bankruptcy has been discharged or dismissed.  However, the property 
tax is non-dischargeable, even if the property is sold, the taxpayer or secured creditor who 
reposes the property must pay the tax.  See Bankruptcy (US Code 11 Sec. 362). A creditor 
wishing to proceed with action against the debtor or its property must obtain permission 
(relief of stay) from the Court, or face a potential fine for damages, including costs and 
attorney's fees, and, in appropriate circumstances, punitive damages.   If the treasurer desires 
to receive a relief of stay notice, you may submit a separate document to the court with a 
copy to the trustee and attorney for this request.  If uncertain of county’s rights, seek advice 
from the county prosecutor.  
 

http://www4.law.cornell.edu/uscode/11/362.html
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The bankruptcy court will send this notice if you are listed as a creditor. 



November 2022 Page 16 of 33        CHAPTER 12:  BANKRUPTCY 

Keep all notes and documents in a file folder then file in the cabinet until discharged.  For 
more information see EXAMPLE #5 

1. Assigned case number 
2. District where bankruptcy is filed 
3. Chapter # and date case was filed 
4. Debtor(s) name(s) and address 
5. Debtor(s) attorney 
6. Case trustee if applicable 
7. Meeting of creditors date, time and location  
8. Deadline to file a proof of claim, if it says, “do not file a claim at this time”, the court 

will send a notice when its time. 
9. Address of the Bankruptcy Clerk’s Office for mailing proof of claim 
10. Date notice was prepared 

 
Parcel numbers are not provided on the notice.  Look up debtor name and or address.  If no 
taxpayer is found contact the attorney to see why you received the notice. 
 
This notice will be needed to fill out the proof of claim.  If you did not receive a copy request 
one from the bankruptcy court. 
 
Case numbers of new and archived bankruptcies are available through several resources: 
 
District Bankruptcy Court Offices 
 
The districts offer a VCIS (Voice Activated Information System) via telephone.  Refer to 
page 13 of this manual for Eastern and Western Washington bankruptcy court district office 
addresses and telephone numbers or visit the offices online (refer to Page 1). 
 
PACER (Public Access to Court Electronic Records) 
 
PACER is a user-friendly, low-cost subscription service provided by the federal judiciary for 
public electronic access to federal court and case information, including written opinions.  
The Judicial Conference of the U.S. establishes the fees to be collected by PACER.  With 
PACER you can access court case indexes and case information on file with any court in the 
United States, including the option to print copies of documents connected with the 
bankruptcy. 
 
PACER’s initial and subsequent costs are exceptionally nominal and well worthwhile.  
Contact PACER for their current charges.  At last writing, the web address is 
http://PACER.psc.uscourts.gov.  You may also access PACER through a link at the “US 
courts”.  Web addresses provided in the BANKRUPTCY CODES section.  After registering 
with PACER, you will be provided a login code, password and user manual.  Establish a 
location for all PACER information.  Keep copies of PACER “transaction receipts” which 
contain billable costs for each transaction.  PACER will invoice each county depending on 
frequency and volume.  They also offer other means to pay.  Contact PACER for further 
information. 
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FILING A CLAIM 

 
 

Claims can be filed electronically at:  
 

https://ecf.wawb.uscourts.gov/cgi-bin/autoFilingClaims.pl 
 

Sample of on-line Claim Form and Instructions for Filling out a Claim are shown following: 
 

https://ecf.wawb.uscourts.gov/cgi-bin/autoFilingClaims.pl
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 Western Washington mailing address/telephone/website: 
    US Bankruptcy Court 
    Western District of Washington 
               700 Stewart Street, Suite 6301 
               Seattle, WA 98101 
                (206) 370-5200        VCIS (888) 409-4662 (refer to Page 11) 
    www.wawb.uscourts.gov   
    
 Eastern Washington mailing address/telephone/website: 
    US Bankruptcy Court 
    Eastern District of Washington 
    904 West Riverside Avenue, Suite 304  
    Spokane, WA 99201  
    (509) 353-2404       (same phone number for VCIS1) 
    www.waeb.uscourts.gov    
       
 

http://www.wawb.uscourts.gov/
http://www.waeb.uscourts.gov/
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 PAYMENT PLAN (CHAPTER 13) 
 

EXAMPLE 3 
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GENERAL INFORMATION 
 
If you are not listed on the payment plan, or the claim amount is not correct, an objection 
may be made in writing to the bankruptcy court. 
 
The plan will include  

1. The dollar amount collected by the trustee for disbursement 
2. Commitments of tax refunds 
3. Any change in 401(k) contributions 
4. Duration time of plan 
5. Distribution of creditor payments with interest rates, our tax payments are entitled to 

12% 
 

 Creditors will be paid by rank classification then by proof of claim filing date. 
 
 

REAFFIRMATION AGREEMENT PAYMENT PLAN 
 
AGREEMENT PRIOR TO DISCHARGE 

A reaffirmation is a voluntary agreement between debtor and creditor for all or a portion 
of an otherwise dischargeable debt to be repaid outside of the bankruptcy.  A secured 
creditor is generally not required to accept a proposed reaffirmation by the debtor.  The 
creditor cannot foreclose or repossess provided the debtor makes the scheduled payments.   

 
AGREEMENT MUST BE FILED WITH COURT 

A written agreement to reaffirm a debt must be filed and approved with the bankruptcy 
court.  The attorney for the debtor must file an affidavit certifying that the agreement 
represents a full informed and voluntary agreement that does not impose an undue 
hardship on the debtor. 
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RECEIVING PAYMENTS 
 

EXAMPLE 4 
 
Most all payments will come from the Chapter 13 trustee.  These payments do not have to 
pay the taxes in full.  Partial payments are allowed for bankruptcy.  However, the taxpayer 
can pay a post-petition year in full outside of the bankruptcy. 

 
The check indicates case number, debtor, creditor account number and what year the 
payment should be applied to. 
 
Follow the chart below to calculate the interest. 
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DISCHARGE / DISMISSED / COMPLETED / CLOSED 
 

EXAMPLE 5  
 
DISCHARGED 

The debtor has met their obligation according to the bankruptcy plan.  However, this does 
not mean that the case is closed as the trustee might still be liquidating assets.  If not, the 
property reverts to its original state and collections can proceed as normal.   

 
DISMISSED 

Like the bankruptcy never happened.  This can be due to many reasons such as non-
compliance to the plan or failure to meet the criteria of the plan (non-payment, false 
filing). 

 
COMPLETED 

Plan is completed.  Proceed with the same steps as in case discharged. 
 
CLOSED 

Case has been discharged, the attorney has been paid and the debtor is no longer in 
bankruptcy.  Proceed with the same steps as in case discharged.  We very seldom receive 
a closed notice as it costs money to send them out.  Many debtors do not have the assets 
to pay for this function. 

 
GENERAL INFORMATION 

These notices will be received for an individual.  Corporations do not receive discharges; 
instead the case will be completed or closed. 

 
Real estate and personal property taxes are a non-dischargeable debt. 
 
Delinquent taxes need to be printed and mailed to the debtor.  If the taxes go back far 
enough to be in foreclosure give a copy of the discharge to the foreclosure deputy.  If the 
taxes are for a mobile home give a copy of the discharge to the personal property deputy. 

 
IF THE PROPERTY IS GOING TO BE SOLD BY THE TRUSTEE 
 
 Mail the trustee a current tax statement for their information. 
 Do not enter discharge date until the trustee has finished looking at the assets. 
 Do not move against the trustee if property is being held with the intent to sell. 

 
Usually after a discharge, the only thing left for the trustee to complete is the final report, 
although the trustee may still be administering the assets.  Technically, when property is sold, 
the trustee is responsible to pay the unsecured creditors.  The debtor may still have some 
interest in the property, in which case the trustee will pay the debtor as well when the 
property sells.  The property will only be sold if there is enough money to pay the unsecured 
creditors.  The trustee does not care about secured creditors (us) because tax debts are not 
discharged in bankruptcy. 
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When a case is dismissed and the tax remains unpaid, the Treasurer may contact the owner 
for payment and resume normal channels to ensure the tax is paid.  This may include 
attaching and charging the personal property lien to real property owned by the debtor 
anywhere in the State, in accordance with RCW84.60.020 and 040. 
 
 

http://app.leg.wa.gov/RCW/default.aspx?cite=84.60.020
http://app.leg.wa.gov/RCW/default.aspx?cite=84.60.040
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