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Collecting Debts Owed by a Bankrupt Customer

When a customer doesn’t pay his or her bill, business owners have a tough choice to make. In some cases, collecting

debts can take a long time and cost more money than it’s wor th. If a customer goes into bankruptcy, many businesses will

just give up the claim altogether, but it’s wor th spending time to figure out whether pursuing customer debts into bankrupt-

cy is wor th it.

A significant amount of money is lost simply because businesses believe that collecting debts from customers in bankrupt-

cy will take too much of their resources. Sometimes it’s not wor th the time and expense involved, but it’s not nearly as diffi-

cult as many businesses think. Weigh the pros and cons of pursuing the debt and consider the steps below to see

whether collecting debts from bankrupt customers is wor th your while.

Steps for Collecting Debts from Customers in Bankruptcy

All bankruptcies play out differently, but the steps a business needs to take to collect a debt from a bankrupt customer are

usually surpr isingly routine:

• Stop collection and comply with bankruptcy order: it’s ver y likely that the bankruptcy court issued an automatic

stay, ceasing any and all debt collection while the matter is being reviewed in the bankruptcy court. Record the

account as bankrupt and make sure that any collection agency you may be using complies with the court’s order and

stops making collection demands.

• Read your debtor’s bankruptcy papers: the debtor filed paperwor k with the bankruptcy court to enter the court’s

protection, and that paperwor k will list which property of the debtors is part of the bankruptcy and which items the

debtor believes are protected from bankruptcy. The paperwor k will also give a list of creditors and their status as

secured (with collateral) or unsecured. Knowing these two things - the property available and a list of creditors - you

can make a realistic evaluation of your likelihood of success. Don’t give the list of creditors as much weight as you

might be tempted to because many creditors fail to follow through the entire bankruptcy process and leave more

proper ty available than you might think.

• Meet with the debtor: creditors will be given a chance to meet with the debtor for a public examination, so take this

oppor tunity to question the debtor about your claim and any proper ty relevant to satisfying your claim. Surpr isingly

fe w creditors show up to their meeting, so this isn’t as time consuming as you might expect.

• File a proof of claim: if you’ve decided that you have a reasonable chance of success in recovering on the debt,

then file a proof of claim. This document states your desire to be a part of the bankruptcy proceedings, and attaches

any documentation that proves the validity of your claim against the debtor, such as contracts, records and commu-

nications. The proof of claim is a relatively short document, usually only one page in length. The debtor may object

to your claim; if that happens, you will need to attend a court hear ing. If you fail to file a proof of claim, then you will

likely lose your right to be a part of the bankruptcy proceedings and forfeit your right to be paid from the proceeds of

the bankruptcy.

• Attend the debtor’s bankruptcy hearing: this step depends on which for m of bankruptcy the debtor has filed

under. If the debtor filed for Chapter 11, you may be asked to propose a reorganization and repayment plan for the

debt. If the court has numerous plans proposed to it, you will be allowed to vote by mail on which plan gets adopted.

If the debtor filed for Chapter 13, then the issue will likely go straight to a hearing, where the court will decide to

approve , reject or modify the debtor’s proposed repayment plan. At this hearing, you will have the right to object to

the debtor’s plan.

• Let the bankruptcy proceed: once you’ve attended the court hear ing, you should be on record with the court and in

line to recover on the debt. The bankruptcy will be administered by a trustee who will either oversee the repayment

plan (Chapter 11 and 13) or oversee the distribution of assets after a bankruptcy sale (Chapter 7). It’s likely that you



will only recover a por tion of the debt (e.g., 70 cents on each dollar owed), but the above steps don’t require a lawyer

and don’t take too much time and effor t, so it may be wor th it.

• Follow up: follow up any questions you have with the trustee, don’t contact or harass the debtor. Doing so may for-

feit your claim for payment under the bankruptcy. By actively participating in the bankruptcy and staying involved,

you can greatly increase your chance of recovering the debt owed.

Be prepared to wait several months while the bankruptcy unfolds. If you become aware during the bankruptcy that the

debtor may have gained additional funds through inheritance, wining a lawsuit, getting a pay raise, etc., then contact the

tr ustee immediately. Finally, if any unusual issues come up during the bankruptcy, always take the time to take a step

back and evaluate whether pursuing the matter still makes sense.
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