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Vendors know too well the warning signs of a customer in distress: slower customer payments, delayed ship-
ments, distress in financial reporting, and rumors that the customer is experiencing financial difficulty and may 
be headed for bankruptcy. Naturally, under these circumstances, a vendor’s priorities shift to ensuring pay-
ment of outstanding balances and decreasing future financial exposure. However, where the customer’s future 
involves bankruptcy, vendors should be aware of one countervailing concern: the potential for being sued for 
a “preference” after the bankruptcy case is filed. As it turns out, the efforts a creditor undertakes to mitigate its 
credit exposure in the days, weeks, and months prior to a bankruptcy filing may actually increase a creditor’s 
eventual preference exposure. 

Section 547 of the Bankruptcy Code permits a trustee or debtor-in-possession to avoid and recover from credi-
tors’ payments...
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