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Liquidation and Settlement law was criticized for non-

Abstract—Corporate and personal entities, businesses or not, cegflection Czech economy reality of the 90's.
find themselves in a situation where they are not able to fulfill their By adoption of Bankruptcy law and its solutions (insolvency
obligations. This condition is and insolvency, bankruptcy and thgy) Czech Republic fully complies with developed countries
solution is determined by law. This paper is explaining the prmc'pl%ﬁandards. It is a completely new law, reflecting dynamic

and forms of bankruptcy proceedings by liquidation, restructurin%, : ) . .
discharge from debts and special forms. Briefly it deals with*Pansion of legal economic development not just in Czech

bankruptcy register and questions regarding bankruptcy proceedifg@public but Europe as a whole and other countries as well.
after 1st January 2008. Adopted modification of Bankruptcy law is a consistent re

codification, containing bankruptcy proceedings, role of

Keywords—Accounting, Bankruptcy Process, Czech Republicgreditors and debtors but changing the rules of Bankruptcy
Financial Aspects, Financial Crisis, SMEs, Valuation. Administrators. Bankruptcy law is replacing the Liquidation
and Settlement law, where in temporary provisions is
reservation made as of cases initiated prior to 31st December

HE factors that lead a company to insolvency are alwag®907.

very different and sometimes, disperse. In the current Bankruptcy law is offering to those who cannot longer pay
economic crisis it is possible to distinguish some regularitieheir creditors a new start by liquidating their assets to pay
which are common on the bankrupt companies. Specificallyieir debts or by creating a repayment plan. Bankruptcy laws
the building crisis and also the crunch of credit by financiallso protect troubled businesses and provide for orderly
institutions are, without a doubt, the two main reasons thdistributions to business creditors through reorganization or
commonly explain the current situation. liquidation.

The onset of 2008 financial crises can safely be attributed toBankruptcy proceedings are coming in four steps: Initiating
the collapse of US and European housing markets. Stimulatstdp, Identifying step, and Approval and Liquidation plan.
by sub-prime mortgage, housing sector enjoyed boom acros$fain source for insolvency proceedings is Bankruptcy
USA and Europe during 1998 to 2006 [3]. [7] asserts that tiigiministrator (BA) resolving situations where the debtor is
worst part of the crisis is already over and the markets agatering the bankruptcy phase and he is preparing a
suffering from what can be called “the aftershocks”. HoweveLiquidation Plan as well. His duty is to follow Liquidation and
[8] argues that normalization of economic activities neegettlement law No. 328/1991 valid until 31.12.2007, regarding
“global and semantic” solution; do it and you are out of it.  bankruptcy initiated until this date.

In the Czech Republic bankruptcy conception is brought to Bankruptcy Administrator is basically formulating possible
reality by relatively new law, No0.182/2006 regardingourt solutions for cases where the debtor is not having
bankruptcy, as of its emendation act ,Insolvency Law‘sufficient resources to cover his debts and since probably there
Bankruptcy law case was brought to life after originahre more creditors, it could lead to a dispute among them.

Lack of resources can lead to situation where some creditors
get more and other get nothing. This situation is solved by

This paper is one of the research outputs of the project GA402/09/02B@nkruptcy Administrator the way that he is blocking those
r&gagrl%d&lsgg 03626{*1t ici?rll\ze_ tFOUfnggtiont' ((‘%)\R and project resources and debtor, so all creditors are treated equally,
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requirements of Form of claims, Proposal for discharge ahdsiness, it is under bankruptcy when is insolvent. Insolvency

Reports, Restructuring plan. means if the debtor is having more creditors and his total debt
is higher than his assets. Bankruptcy law is not specifying if
Il. PROCESSING OFBBANKRUPTCY there are claims that ,can be paid“ as it was a case of

Transition towards political plurality and market economy-iquidation and settlement law, but about accounts payable,
in Central and Eastern Europe favored the tempora%‘?btor must evaluate all those which can or cannot be paid.
development of new illegal activities [2]. Some studies also Pendllng baqkruptgy s specified in Bankruptgy .Iaw In
deals with the measurement of the dimension of this shad&®nnection to fiscal liabilities. The main sign of this is there
economy, despite stating that those activities are not record@&Sc.’”ab'f"J assumption of debtqrs’ rea}qllness to pay his debts.
and they cannot be detected. Still there is growing worry abolfis is valid for buS|ne§ses or private citizens.
this phenomenon and it is linked to a series of factors thatBankruptcy or pe_ndlng bankruptcy is solved by court, as
should be taken into account when talking about undergrouR@nkruptcy proceedings.
economy [5, 9].

During bankruptcy proceedings the following principles are Forms of bankruptcy solutions
applied: Forms of bankruptcy or pending bankruptcy solutions in

« bankruptcy proceedings must be performed the Wannkruptcy proceedings are Liquidation, restructuring,
no parties involved are treated unjustly or favoredjischarge from debts and special solution of bankruptcy for
and must lead to the fast, economical and as godtfurance houses and banks.
as possible creditors satisfaction.

. creditors having, according to Bankruptcy Auditions _ _
Administrator basically the same or similar It means that the debtors and creditors claims are resolved

position are in the same position during thdy court. Creditor claims are proportionately satisfied by
bankruptcy proceedings seIIi.ng deptor assets. Unsatisfi.ed claims or their parts do not
» creditors rights acquired prior to the bankruptcpr're' This way of banruptcy Is the most used one.
proceedings cannot be restricted by bankruptcy Shortened "fm(,j simple  form  of bankru.ptcy. is  Small
court and/or Bankruptcy Administrator, unIeSSb{_;mkruptcy. .ThIS is a form, when the debtor is prlvate person
permitted by Bankruptcy law. without business, or debtor total turnover in fiscal period

. creditors must refrain from actions leading tOoreceding the bankruptcy filing is not bigger than 2 mil.CzZK

satisfaction of their claims outside of bankruptcy"md no more than 50 creditors.

roceedings. .
P g Restructuring

Goal of restructuring is not debtor liquidation but some
ecovery of his fiscal situation by means of special measures
)igéading to the debtor business continuation. Claims are
t

Bankruptcy and pending bankruptcy

Debtor is bankrupt when he is in financial insolvency or i
excess debts. He is in financial insolvency if there are ma
creditors and having fiscal liabilities with more than 30 day%
overdue, without possibility to repay them. Condition of man%{n
creditors is establishes two or more creditors, if there is ju

one creditor, he must than use other means than bankruPba%kruptcy filing is 100 million CZK minimum or he is

proceedings to satisfy his claims. ) . .
It is considered that the debtor cannot repay his fisc%rlnIDIOyIng a.t. least 100. If the d.ebtor S|multaneously. \.Nlth
liabilities when: ankruptcy filing, or 15 days maximum after court decision,
.« he dia stooped the pavments of the maiority of higd” submit the restructuring plan, agreed upon with at least
fiscal Iiab?liliies or pay jortty EO% of creditors (calculated from their claims size) and at
. . L s least 50% of unsecured debtors (calculated from their claims
» he is not paying his fiscal liabilities for more than 3size) the number of debtor employees is not decisive
month period after their due-payment ' )

o . ) L Restructuring is not possible with personal entity business in
e it is not possible to satisfy some of his f'scalliquidation g P P y

liabilities toward creditor by enforcement of court

decision or distrait or Discharge from debts

* d_ebtor . did _ not presenteq his _mventpry she_,-et This form of bankruptcy solution is intended, according to
mclgdmg his agcount recelvables including the IISEankruptcy law for debtors, for non-business persons capable
of his dfebtor.s, list of his employees. and documengﬁ paying their unsecured creditors in lump-sum payment or
supportlng .h|s bankruptcy or pgndmg l:)"’mkrumcyinstalIment during 5 years maximum period pay at least 30 %
This duty is designated to him by Bankruptcyof their claims. Discharge from debts is giving him a chance

Court. ) ) . that after 30% minimum of debt paid is discharged of debt
If the debtor is a corporate entity or personal entity-

isfied gradually and debtors business activities are kept
ning. Restructuring plan is prepared, continuously overseen
creditors. Restructuring is allowed by law if a total debtor
rnover during the accounting period preceding the
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remainder. research papers. Valuation (measurement) in financial
After the discharge of debt filling it is reviewed if the debtoreporting is one of factors which determines the quality and
has business activities and his debts are not from such rafiability of presented information. There may be seen a
activity. Discharge of debt filling is filled by debtor. Dischargeconflict between the requirements for relevance and timeliness
is performed by selling debtors assets or according to paymehimeasurement on one side and the reliability and conclusive
schedule. If the debtors’ assets are sold, it is then precededwdsience on the other side. However, it shall be stated that the
in case of liquidation, assets are than not the ones acquinegbortant problem of measurement issues is the possibility of
after the court discharge of debt approval. During the monthégbjective manipulation with values, which is possible when
installments for 5 years debtor is paying his creditors a certaising certain measurement bases [6].
sum. A duty of a debtor is to provide the administrator all
After 5 years the court is issuing court decision releasing theoperation. A base for recognition of estate is a list of
debtor of his obligations. This release is not valid if during Broperty, which debtor is obliged to submit simultaneously
years after his decision court shall find that this release waith an insolvency proposal (if he exhibits the proposal by
based on fraudulent conduct or creditor gives some of thanself) or based on the decision of the insolvency court (if
creditors’ unjust advantage. the creditor exhibits the proposal). Insolvency administrator or
Form of discharge of debt is better than small bankruptg@reliminary administrator will make his own research about, if
since during discharge of debt the fiscal obligations are finalthere are also other things involved in estate, such as rights,
erased. claims and property values, other than these, which debtor
stated in his property list. The more transparent and detailed
I1l. VALUATION ISSUES UPONBANKRUPTCY property list the debtor makes, the more non-problem will the

In the moment, when an insolvency petition is imposed onmaaking of list of an estate proceeds. The inventory of estate is
company, there is a need to ask basic questions: Is tgidocument, which enforces the insolvency administrator to
business really in bankruptcy? Was the principle of continui§’cashment of enlisted property.
of a business to the near future really broken? This phase of "€ administrator consequently makes a list about an
evaluation of the economic situation of business is the mdi§onomic situation of debtor. In this report he compares assets
important one, since its underestimation may have faitf the liabilities of the debtor and expresses himself to the
consequences for the business. Based on wrong decisioROgsibility of subsequent utilization of debtors business. The
bankruptcy over a business might be declared, while tgdministrator should make at first a real image about his
economical and financial situation doesn’t respond to that faffjancial situation, therefore about what is the value of
or it will be stated, that the business is in downfall, but the ned¢termined assets (determining of estate) and what will
situation can be under or overestimated and consequentlyipPably be satisfaction of secured creditors.
will be decided about wrong solution of an arisen downfall In case it is decided, that a distress of debtor will be solved
(bankruptcy, reorganization). There are a lot of methods wth bankruptcy, there is no suppose in long-term continuation
use, how to evaluate a business, but not all of them dfeentrepreneurship and that is why by evaluating assets there
applicable to business in downfall. is a need to origin from liquidation prices. Evaluation might be

The effects of bankruptcy statement come in force with trfdso based on liquidation price described even for a revenue
moment of publication the decision about bankruptc?‘ethOd’ because a value of business will be determined by
statement in an insolvency register. With the bankruptcfi)(pemed revenues from liquidation. In this case it won't be
statement the competence to dispose with estate is passed€ygnues from a business as a function unit, but sale revenues
an insolvency administrator. With a bankruptcy statement tié liquidation of individual property items.
operations of a debtors business does not end. Operation cafiS mentioned above, the end of business operation isn't tied
be finished either by selling of a business with one contract i decision about solving distress by bankruptcy. Business as a
frame of estate encashment, or by decision of insolvency coWfole or some of its parts can continue even while in
on a proposal of insolvency administrator after the approval pysolvency process, but with the limitation, that new costs can
creditor committee. By bankruptcy statement are interrupt@@ covered. Evaluation of assets by the most suitable method -
the court, administrative and other operations about rights afiftidation price - is one of the most important activities of the
duties, which are related to estate or which should be satisfiégolvency administrator.

from estate, in whose the debtor is involved. A. Limitation in Determining of the Liquidation Price

Insqlv"ency a“f'm:j'?'s”at‘” foguses 'g framet of bapkruptcy The problem with determination of property value consists
especially on 1inding, - securing and nventory 0 asfsehsom the fact, that a business is in non-standard conditions (in
including its evaluation, making a list of registered claims

. - . 1hsolvency process everybody knows about) and therefore this
preparation of research conduct, preparation of cred|t05 jective status will always distinctively influence the

meeting and consequently on estate encashment and payme a}u ation

of\p;rcl)ﬂt :0 bank(rjuptcy credltorS,t . I di qi Other limit by evaluation of determined assets is time. The
aluation and measurement 15 well discussed in seve{fl‘!earance of property will take some time and that's why there
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is need to base in a point of making a list of assets on valueimfmediately moved out, but instead must be continued with
earnings from sale of individual property. Moreover there magntal housing units under standard conditions and find buyers.
occur, that earning from sales will differ a lot from originalt is assumed that the amount of selected rent will cover the
prognosis. Simultaneously it is valid the longer the businessst of rent, connected with the operation of property and the
will have property under its control (whether used or not), thedministration of the estate and under good conditions it may
more finance will have to be spent on its preservation de banished from this particular activity also a profit. The
security against internal and external effects. problem with the payment of costs may arise in case of
No less important factor which influences determination afmergencies (natural disaster, accident or condition of the
liquidation evaluation is a structure and age of assets, as ibiglding parts, etc.). Then, in these specific cases is very
true in general that by an old property and specialized propedifficult to predict the future reproduction of the estate and
is liquidation prize determined on very low level. therefore corresponding to the principle of precaution should
In the moment, when administrator evaluates individudde based on past, real facts. Liquidator is not the role of savior,
items of determined assets, he is not able to determifit he rather plays the role of protector of property for the
whether the property will be consequently sold off item bigenefit of creditors of the debtor. His experience in running a
item or whether business will sell the property as a whole, abdsiness of the same species may be minimal in many cases
therefore the business will be consequently kept as eaen zero.
economical unit. Revenues and earnings from sale of property,
as a whole would be for sure bigger than in a case of selling it o ) ) ]
part by part. In the case of selling of the property individually Aftér finding, securing and processing the inventory of the
may occur, and it occurs very often in practice, that there Wﬁlsta'Fe is necessary to focus the _msolve_nc_y adm|n|str_ator on the
remain the property, which nobody wants and logically it h4geditor of the debtor and realize their inventory, including
to be physically liquidated, which on the other hand imposé'%e_'r division into groups and to establish their legitimate
an additional costs. claims. o 3
The biggest problem from liquidation prices point of view Creditors in insolvency process apply their claims by filing
may be intangible assets, which are in most cases very diffici{le Sign-up formulary from the initiation of insolvency process
to sell. To determine the liquidation price by these assets4alil the expiry of the period specified in the decision of
difficult, if not impossible. In these cases is then suitable afipwnfall. It is possible to sign an undue claim, claim tied to
real to origin from value of zero. _the co_nd|t|on_ or clalm which has already been applied in court,
The part of estate aren't only assets which were determin'@&md'r_‘g claims, which are recovered through enforcement or
in the moment of decision about debtor’s downfall based &ecution. _ o
physical or documentary stocktaking and which were I_Durlng_the insolvency process a whole series of creditor’s
simultaneously owned by the debtor. Into the list of estate f2IMS arise. They are the following types of claims:
enlisted also the property of third persons, for example from  * claims for the material nature;
the title of guaranty for a debtor. Also these assets have to be * incurred after the initiation of insolvency

. Debtor’s Obligations upon Bankruptcy

evaluated somehow. The creditor has in fact two options, proceedings;

either he gives up to his property in favor of the debtor and the ~ * incurred after the decision of the bankruptcy;
administrator will himself offer this property to sell and that's + claims based on the level of claims for the material
why he will evaluate the property by liquidation prices, or nature;

instead to give the property to the administrator physically, he  claims already entered into insolvency proceedings;
will provide the money directly to the administrator or to * subordinated claims;

secured creditor. The question sounds, how much money it e« residuary claims;

will be? In this case it is needed to evaluate the property (real- « unsatisfiable claims in insolvency proceedings.

estates in most cases) by a specialist, who does not base h@laims for the estate and claims based on the level of claims
decision by evaluation the fact, that the property will béor the material nature are satisfied in full size at any time after
liguidated (in most cases the reproduction price will be used)the decision on bankruptcy. These claims in insolvency
From the above mentioned it results, that each item of theocess can be applied to the insolvency administrator.
estate has to be evaluated to be possible to determine th€laims to be met in the bankruptcy to the schedule must
expected earnings from its sale. always be entered into the insolvency process and they will be
In case of the bankruptcy the estate may be in the coursesabjects to a review hearing. Claims that have been entered in
insolvency process reproduced. Examples include beneficiak insolvency process are divided in the claims of secured
interest (start of term deposits) received funds from the salewéditors and unsecured creditors' claims. Special group
property before distribution to the creditors. Insolvency aefreates so called contingent claims. In the case of the ensured
also envisages with the multiplication of the estate as a respitbperty of third persons creditors may apply their claims
of continuing the business. An example might serve ajutside the insolvency process. If the secured creditor seeks
apartment building with tenants, where clients can not bgs right in the frame of ensuring things, rights, claims or other
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assets owned by third parties, such persons can claim, whisturred during the insolvency proceedings, they are expected
they will suffer satisfaction of the creditor against the debtotp be continuously met if it is possible in 100%. In the Czech
log in as a contingent claim. Administrator in this case is rieepublic it is not possible to evaluate the commitment
longer able to claim this benefit in favor of the estate becaustherwise than in the nominal value.

the transaction was made directly to the secured creditor. C. Explanatory Ability of the Financial Statements of

Companies upon Bankruptc
Example panies up uptcy

Debtor was granted a bank loan amount of 5000 TCZK. Finar_lcial reporting is primarily a process of measgrement,
The bank asked the loan guarantee in the form of properg){aluat|on and (_:ommunlcatlon. Accou_ntmg system is given
Due to the fact that the debtor did not own any real estate, Ingut dgta, Wh'_Ch are processed into out.puts for the
turned on the company XY that stood a property in favor &1“”_09”0"”9 environment. Th.ese. OUtPUt,S will .affect the
the bank (office building). The bank is now in terms of thgeus.lons of users of accountmg information. Is .|t the same
insolvency proceedings secured creditor, which wants ?Aso in the case of debtors, which are currently in downfall?

secure their rights by encashment secured property of a tHitges in thesg cases the accounting and financial reporting
part. reflect the reality of the debtor?

Company XY does not intend to give over the office Register of the estate is besides list of creditor claims to be

building to the estate, but during the bankruptcy processrﬂet in bankruptcy, the most important instrument made up in

offered to pay off the subject of ensure directly to securéae msc_)lvency process. But the register itself is not an
creditor in the amount 5 000 TCZK (due to the simpIificatior"ilccoun,tlng document.. . .
we have to abstract from the unpaid interest on the loan). The insolvency act is quite clear, that the valuation must be
This comprised amount the company XZ may register ascgrrled. out in acc'or.dance tq specilal legislation on the
contingent claim against the debtor in a group of unsecurSMaluat'on and that .|t is not prOjepted |nto.the accounts of the
creditors, who will be satisfied for example in the schedule btor. To meet this argument is no rational reason. If the
bankruptcy is a way of dealing with downfall). expert evaluate for ex_ample current assets at a lower level than
Subordinated claim means, claim to be met under tﬁlée value recorded in the accounts, why not to create a
contract only after other claim or other claims of the debtorr'.ecmcying item to this assets. On the other hand the reflection

Subordinated claims are satisfied, after full payment of a(l)lf decrease of the value in the accounts either because of the

claims included in the insolvency process, depending on tﬁ'g\uation (bankruptcy) or due to distressed sales (at any cost to

agreed level of subordination, or proportionately. sell) or the type of asset (a specific type of asset that is not

Last claims to satisfy are always claims of shareholders B?ef‘ﬂ' to gnyone),.would be a reflection of reality and gaye the
members of the debtor arising from their participation in th%redltors information of the value of real estate that will be

company or cooperative in proportion. These claims iHsed to their satisfaction after encashment._ .
insolvency process do not apply, but they only need to beIf we accept the approach that changes in evaluation (down

notifying the insolvency administrator, who leads the record. to the precautionary principle) to assets registered in

Among the unsatisfiable claims in insolvency IoroceSgccounting books will be reflected into the accounts so then

belong for example those claims, that were submit later thaﬁ’"rf.ses from this fact the question how to deal with property

was specified in the decision to downfall and therefore they atll@t was previously not recorded in the accounts of the debtor

not taken into account in insolvency process and so they zQYéZ' see repeatedly mentlonf-:d the guaraqtor s th|rd _pgrson,
not being met. Furthermore also claims that have not beBh ret_urned property previously sold in the inefficient
included in the insolvency process at all. operations of t_h_e b_or_rower, et_c.). In orc_ier to keep accounts

Due to the fact that the debtor's obligations are different ﬁ?(planator_y ability, it is essential that this pf_ope”Y has been
nature and not all will be meet in the same extent (ratio) aﬁ%ﬂected in the accounts of the debtor either in cash or
time it is necessary that the manager proceeds in accordaﬂegcaSh form.

with the above mentioned division, while making up a list of In case, when there is no reflection of the downfall in the

creditor claims. Preparation of this list is also the basis for tIY@IU,e, of property to the accounts. and the accounts will not t,’e
review hearing, where it gets either to recognition or to denigfjd't'ona"y captured property Wh'Ch_ has pot been recorded in
of creditors claims (in terms of reason and size). the accounts of the debtor, the financial reporting of the

When evaluating the creditor claims which have beecrzpmpanies in insolvency process (bankruptcy) loses its

already granted, and therefore should be met, the valuation 1§2"N9: and therefqre ceases to meet_lts fgnctlon, Wh'Ch 'S to
date of the decision of decline (principal + interest), ig]form the surroundings of the proprietarily and financial

particularly taken into account. Time factor in this case dodduation in the company.
not play a role as in the case of distribution of proceeds of the
estate in bankruptcy is not counted with 100% satisfaction of
creditor claims (applied claims to the proceeding) but only Small-and-Medium-Sized Enterprises (SMEs) sector forms

with their proportional satisfaction. Regarding creditor claimg@s much as 99 % of business entities around the world.
Therefore it is necessary for policy makers to stress their

IV. RESEARCHFOCUSED ONCZECH SMES
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attention just to the needs of these enterprises. It is a driving primary and the EU environment will have to adapt
force of the sphere of business, of growth, innovations as well to it, otherwise it would be impossible to apply the

as competitiveness. It plays a decisive role in job creation and standards. Thus artificial environment will be

in general it is a factor of social stability and economic implemented in the EU and also in each member
development. On the other hand, SMEs have often difficulties country which does not correspond to its culture
to gain capital or credits which are caused by continuing and its value priorities (legal, economic, social,

unwillingness of financial markets to take the risk and by environmental etc.).

insufficient guarantee which SMEs can offer to banks. Limited A key problem of accounting based on IFRS is the tax basis
sources of financing can also make the approach which is received from the accounting profit in the Czech
information more difficult, especially information on newRepublic [6]. For this reason, companies reporting under IFRS
technologies and potential markets. framework by law have to transform their accounting profit to
SMEs create one third of the gross domestic product in teech a result which they may have according to Czech
European Union and two thirds of jobs. They are a backboaecounting regulations.
of the European economy. In the Czech Republic SMEsOnly small percentage of SMEs is really interested in
participate in employment with 61.52% and in accountingroviding, what is so called in accounting “true-and-fair view”.
added value with 54.57 %. SMEs represent 99.83 % of t&ill, majority of companies use accounting just to provide
total number of active business entities. data which are necessary for calculation of the tax base;
accounting information for the managerial purposes are used
) i ) by SMEs very rarely. According to above mentioned problems
The question if SMEs need consistent accountingimin reporting of SMEs in Czech there was prepared a
harmonization has already been discussed for more than {gp.stionnaire dealing with possible discrepancies between
years. Objections of financial reporting harmonizatioRyrent reporting of those entities and recommendations in
opponents  claiming that SMEs are not of internationgkrs  The questionnaire was distributed between 132
significance in the globalized world are fading out. Even igymnanies from the category classified as “small-and-medium-
SMEs there are foreign investors for whom the need @04 enterprise”. The structure of the companies was as
orientate themselves in financial statements is vital. Igjows: production companies represented 30.3 %, trade

addition, many of these enterprises are a part of fsinesses 24.2 %, and service-providing companies just 45.5
consolidation group where the same rules, comparab,l/gP]_

accounting methods and standard procedures are required. |
the European Union adopts this standard for its memberB. Questionnaire Survey
countries, this may result in a loss of identity, mainly from the One of the biggest questions in bankruptcy proceedings is
following reasons: an insolvency certificate. This research goal is, by using the
« IFRS for SMEs is a narrowing of full IFRS, which questionnaire to assess the conditions signaling the imminent
converges with US GAAP. This can be destructivbankruptcy, especially account payable due and if there is
for the existing EU environment and for the valuegnore than one creditor.
historically recognized in Europe. It is summarizing the answers of 31 businesses with less
« There are conceptual differences in basithan 250 employees. 12 of them are manufacturing, 5 are
theoretical/philosophical approaches between IFR®ading businesses and 14 are involved in service activities.
for SMEs and accounting of the continentaParticipants’ structure is shown in Fig.1.
Europe, especially as regards the traditional groups

A. Discussion of Accounting Issues in SMEs

of users, goals and rules. Fig 1. Business structure of survey participants
e The countries of continental Europe used SM
financial statements traditionally for informativ B Manufacturing

OTrade

purposes but also for tax purposes. The IFRS _
O Service secto

SMEs is not able to fulfill these functions (and
does not want to fulfill them) because it is n
orientated preferentially to circumspection whig
would preserve their equity capital and protect t
creditors. A deviation from the principle o
circumspection could have fatal consequeng
upon enterprises dependent on credits.

« So far the system of regulation in the EU has be
based on the environment to which it should ser
Acceptance of IFRS for SMEs in EU environme
will change this historical practice becaug 16%
regulation by the international standard will b<
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Source: authors’ analysis

businesses in trading and services sectors, which is based on
their business character. It is important that half of the

Questions used here were aimed to the signals connegpedticipants is accounting for discretionary remedies in
with the bankruptcy risk factors in small and medium-sizehventories. This is important to calculate real operational
businesses in Czech Republic.

Businesses answered 9 questions regarding discretionegglity is that good performance in this field is by businesses
remedies in accounts receivable and inventories and regardivih mandatory audit. Overall the problems of discretionary
files of accounts receivable and payable due. Summary of thisnedies summarize in sense that if a business is not forming
research is shown in Fig.2.

Fig. 2. Occurrence of

concerning their type of activity.

related events

income. It is always lowering the accounting base results;

them at all and accounting accounts receivables due and
inventories longer than one year, it can be concluded that its

in businessadosing account is overvalued.

Compliance with

| 86%

statutory duty to publish
the final accounts

80%
100%

| 86%

More than 1 credito

Accounts receivable

] 50%

bigger the 1% of assetg
more than 3 months du

20%
25%
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Accounts payable du
more than 30 days

40%

75%

Profit during the last

] 71%

accounting period

Intangible assets valu

60%

29%

in real prices

Discretionary remedie
inventories accounte
for

60%
50%

7%
20%
50%

Statutory discretionary

| 64%

5%

remedies in accounts
receivable accounted fo

Discretionary remedieg

| 64%

in accounts receivabld
accounted for

100%
100%

O Service secto
O Trade
B Manufacturin

80%
100%

80%
92%

0%
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Source: authors’ analysis

V. CONCLUSION

Debtor can find himself in bankruptcy by financial
insolvency or excess debt. Forms of solving the bankruptcy or
pending bankruptcy are auditions, restructuring, discharge of
debts and special bankruptcy solutions for insurance houses
and banks.

Bankruptcy proceedings are initiated by delivering the
bankruptcy filing to the court. This bankruptcy filing can be
entered by debtor or creditor. Bankruptcy court than shall
publish the bankruptcy proceedings opening and appoint the
Bankruptcy Administrator. Creditors can submit their claims
from that moment. Each claim is than reviewed by Bankruptcy
Administrator which shall publish their list. Bankruptcy court
than decide about the form of bankruptcy solution.

In every business engagement there can arise the situation
where one of the partners can find him in primary or secondary
insolvency. Such situation shall be indicated on-time by
information about possible delay or threatening bankruptcy. A
best prevention against bankruptcy is a proper and exact
evidence and dealing with debt. Other than conventional
approach to the debtors’ crisis and following disputes is there
introduced by Bankruptcy law the institute of Pending
bankruptcy.

Bankruptcy law is allowing the debtor to react even in time
when the bankruptcy could be coming. Pending bankruptcy
can be characterized as an incoming inability of debtor to pay
on time and fully most of his obligations. Timely filing for
bankruptcy and active cooperation with his creditors are
increasing the chance of not entering the liquidation phase of

Research results are showing that most of the businessesb%m(ruptcy and its solution
observing the statutory requirement of publishing the financial Evaluation of any property in any situation is always very

statements and annual reports in Business Registry,

observed by all manufacturing subjects.

Typical there is a situation where b.usm.esses are hawﬂ% reason for the valuation performed and what value should
lmo(rjg than r:)ne cred|tqr. Slf“_:h aI situation |§dlnotfnecesiarblg the result of valuation. The choice of technique is the
eading to the assumption of insolvency. Deciding factor t eg%bject of functions that valuation should be fulfilled. At the

is the existence of accounts receivables, due more tharhrﬁ

this b%w&%ortant, but also in many cases very difficult. Before starting

work on the valuation is necessary - among others - to clarify

e of the valuation individual components of property owned

months. In businesses researched here this situation existe%)lp)fhe firm or company as a whole, which is in crisis and goes
20-50% of respondents. '

Most of the businesses are accounting for StatUtoL%pears as the most appropriate to use methods based on the

discretionary remedies in accounts receivable. ESpeCiaﬂ%alySis of property
businesses with statutory audits must observe this field, sir]&ﬁJ '
its documentation is required by law. Discretionary remedies

through a process of insolvency process (bankruptcy) it

especially as a basis to take the
idation price.
[1] states that economic crisis and “downturns” provides

in inventories are accounted for by relatively small portion of
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good opportunities for medium-sized companies; they can
“undertake counter-cyclical moves that strengthen their
competitive position; lean enterprise campaigns; strategic
acquisitions; hiring of talented employees released by
downsizing companies” and etc. He further stated that current
crisis offers the same opportunities. However, small firms are
facing tightened credit term in contemporary financial
conditions; moreover the entrepreneurs are showing
noteworthy concern about access over credit.

When point comes to a financial crisis, it means a “poorly
functioning financial markets” this inadequate performance of
financial markets can lead to the limited entry of new firms,
low production in the firms on hand and greater financial
constraints from SMEs [4].

Considering the role of entrepreneurship in the crisis, due to
its ability of innovation and growth of investment,
entrepreneurship is able to play a vital role in the current
financial scenario by creating job opportunities and economic
growth.
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