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ANTICRISIS MANAGEMENT: WARNING SIGNALS BEFORE FAILURE

Abstract. Crifical sifuations in the operations of companies, both evitable and inevitable, usually have a certain
pattern and development trend but are different as fo the duration, sector or region. Many of them ask for some legal
proceaure, the most crifical ones lead fo a bankrupicy process. The purpose of the research is the rapid increase in
number of bankrupicies in Slovakia in recent years. The main aim of this paper is to analyse the evolution of the
bankruptcy as a type of crifical situation in Slovak companies and specify it according fo the regional and sectoral
perspective, including economic condiitions prior fo a bankrupicy. The paper utilizes secondary data obtained from
available databases. The inifial analysis is focused on the group of all companies entering the bankruptcy process in
the period from 2009 until 2019. Firstly, the full sample is considered, regardless of the legal form and data and the
outcome of the analysis is used for mapping of industrial and regional intensity of bankruptcies. The second stage of
the research is focused on research sample affer the irrelevant subjects were ousted from it. As irrelevant subjects
we consider sole fraders without business data and companies with doubtful data or unclear bankruptcy start. Through
the available indlicators are identified the early warning signals from the financial perspective. Indicators are split info
two categories — absolute and relative ones and they are investigated three, two and one years before the start of
bankruptcy. Four hypotheses were formulated before the research, the length of bankrupicy process was quantified
and specified for SK NACE sectors and regions. The paper presents the resulfs of empirical analysis, which showed
that the dynamic change in number of bankruptcies was brought with significant amending of bankrupicy legisiation.
The longest bankrupicy process is found in accommodation and food services (4 years), while IT companies generally
went bankrupt within a year. The economic situation in bankrupting companies significantly worsen in case of sales
and equity (the number of companies with negative equity doubled), development of profitloss fluctuate a bit due fo
the sale of assets which helped in later stages. There is no statistically significant difference in the length of bankruptcy
among the industries and regions. In case of legisiative rules the lower cash ratio seems fo be the dominant reason
while companies enter the bankruptcy. The research resulfs can be useful for further and more detailed analysis,
mostly in connection with bankruptcy development (what happen when bankruptcy started) and liabilities
compensation and through non-financial bankrupicy factors in individual industries.

Keywords: bankruptcy, failure, indebtedness, internal factors, life cycle, liquidity.

Introduction. Business life cycle always heads towards certain end and gets through several stages
that may repeat over time, have flexible duration, periodicity, etc. The development of industries and
economics is similar, as they consist of businesses, although their end is not so probable and ultimate and
development is long-term. The start-up era brought certain dynamics into the life cycle of companies and
in certain way, they shortened the length of business cycles. On the other hand, their end is usually
connected with exit strategies of former owners or further expansion after the merger or acquisition, thus
it is not always the real end of the business itself or its primary idea.

There are several types of business ends in Slovak legislation, including liquidation specified by Civil
Code and Business Code, bankruptcy specified by Bankruptcy Act and final erasure from the Business
register as definite administrative end. The main aim of this paper is to analyse the evolution of bankruptcy
as a type of critical situation in Slovak companies according to the regional and sectoral perspective. It
describes the intensity of bankruptcies from 2009 until 2019 with appropriate differentiation as to the
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Slovak regions and SK NACE sectors, including economic life of bankrupted companies. Within shorter
period from 2013 until 2019 it analyses the evolution of economic and financial conditions with focus given
to three years before the start of bankruptcy. Absolute and relative indicators help to understand warning
signals and initiators of bankruptcy. Within the paper, three independent hypotheses will be tested.

We consider bankruptcy as an inevitable part of each economics, although it usually does not occur
all of a sudden, so there may exist the possibility of how to avoid it. Thus the understanding of the pre-
bankruptcy cycle might help to understand the warning signals and, eventually, to adopt necessary
measures (if possible). The conclusions presented in this paper are just a partial set of outcomes that are
elaborated within more complex research in the project VEGA no. 1/0468/18.

Literature Review. The early literature on corporate failure connected this situation with bankruptcy
defined as a legal term where business operations are terminated under the specific legal framework.
According to Tobback et al. (2017), the term bankruptcy is used interchangeably with failure and default,
where the notion of bankruptcy refers to the legal status of the entity when it cannot repay its owed debts.
Bryan et al. (2013) add that bankruptcy is important fact of life in the modern business environment and
occurs when the company is unable to meet its obligations and applies to a federal court either for a period
of relief to reorganize its debts or to liquidate its assets. It has an extremely disruptive effect on the
company undergoing bankruptcy and also on its various stakeholders such as employees, creditors,
suppliers and customers. However, later research in this area was mostly oriented on the term financial
distress, usually used to express financially troubled companies and as a mediator between the financial
soundness and bankruptcy (Farooq et al., 2018). Purnanandam (2008) argues that financial distress is a
state where companies do not have enough proceeds to pay their financial obligations while at the maturity
they become insolvent. When creditors take legal action then the court may officially declare default
company as bankrupt. In other words, financial distress is a leading indicator of failure and provides the
early signal of expected bankruptcy.

It is postulated that healthy companies first face profitability problems and their continuity results in
liquidity problems. Afterwards, continual losses and liquidity problems lead to severe liquidity where
company does not hold enough assets to meet its financial obligations. Eventually, the company is
liquidated to meet creditors’ claims. It is also proposed that companies could recover at any stage of
distress but with varying likelihood. It is further argued that as the financial distress becomes adverse,
recovery becomes more difficult. Therefore, in the later stages of financial distress the company is less
likely to become healthy again (Farooq et al., 2018). Various studies have endeavoured to identify the
causes of corporate bankruptcy which can be as numerous and complex than factors leading growth.
Korol and Korodi (2010) report that no single factor is responsible for the company’s bankruptcy. There is
a consensus on the existence of two groups of factors. The first involves endogenous causes, which occur
within a company and are related to inefficient asset allocation, to an inefficient funding structure, and/or
inadequate company management. The second group refers to exogenous causes, which consist of
phenomena related to a country’s general economic situation and with the fiscal, monetary, and exchange
rate policies of the government authority. Companies cannot influence these factors. However, such
factors affect companies’ financial situation.

A comprehensive vision of the possible causes of failure was provided by Bradley and Rubach (2002)
who remind the different families of the factors identified as causes of insolvency. Management, marketing,
or financial reasons are the main ones but should be precise as additional elements intervene, such as
the following:

— outside business conditions: includes an increase in competition, insurance, and general costs of
doing business,

— financing: includes loss of capital, inability to secure new capital, and high debt,
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— inside business conditions: includes management mistakes, location, loss of clients, and trade
credit problem,

— tax: includes problems with the tax administration,

— disputes with a particular creditor: includes foreclosures, lawsuits, and contract disputes,

— personal: includes illness and divorce,

— calamities: includes fraud, theft, natural disasters, and accidents,
other: includes buying time and involuntary bankruptcy filings.

Ooghe and Waeyaert (2004, as cited in Ooghe and Prijcker, 2006) have created a conceptual failure
model that expounds the different causes of failure and stresses the mutual relations between them
(Figure 1). First, the general environment clusters several external causes. They affect managers’
motivation, the usefulness of their skills and hence corporate policy, next to the relationship with
stakeholders in their immediate environment. The immediate environment forms the second group of
causes. The interactions between a company and its stakeholders determine corporate development.
Ruinous competition, but also mutual projects with stakeholders are well-known examples of these
interactions. Third, the characteristics of management or the entrepreneur and fourth, the company’s
corporate policy have a more important impact on performance (Boeker, 1997) and are therefore displayed
in the centre of the model. Management, the third factor, is recognized as a major cause of bankruptcy
Inappropriate management qualities and skills are a threat to firm’s survival and are therefore often linked
with the failure of start-ups. If these managers are, in addition, reluctant to accept advice from other parties,
they significantly reduce company’s long term survival chances. It is furthermore remarkable to which
extent personal characteristics affect performance, e. g. through optimism and risk-seeking behaviour that
may also precede distress (Parrino et al., 2005). Finally, company characteristics: size, maturity, industry
and flexibility also have to be taken into account.

First studies in the area of business failure emphasized to forecast the ex-ante event of legal
bankruptcy such as Altman’s model. However, later research criticized these studies due to their
contextual application (Pindado et al., 2008) and ex-post approach (Opoku et al., 2015) that fails to provide
early and noisy warning of failure. Therefore, later studies tried to develop early identification model of
financially troubled companies for some specific investigation purposes (Campbell et al., 2011; Gulsun
and Umit, 2010) and also started to use the term financial distress. Also Sebestova, Sperka, Cemerkova
(2016) (among other factors) also stressed the dilemma of survival and growth in current state of business
environment. | addition, the bankruptcy literature reveals a high number of bankruptcy prediction models,
mostly based on financial symptoms, but not on the more fundamental causes of failure. Publications
concerning these causes, on the other hand, generally examine only a limited number of nonfinancial
causes or focus on specific types of enterprises. Therefore, Sun et al. (2014) recommended that future
studies should not define financial distress using a single criterion. They argued that financial distress
should be segregated by the degree of adversity such as mild, intermediate and severe financial distress.
Prediction of such adversity-based financial distress will help the stakeholder to take remedial measures
more accurately. Tobback et al. (2017) also pointed out that research on bankruptcy prediction has largely
focused on traditional data such as financial ratios, stock data and macroeconomic data. However, it is
often noted that also the (injcompetence of the managerial team has a great influence on a company’s
chance of survival. To measure a business manager’s or board member’s competence, one could take a
look at the business history of this person. When a person was involved in a bankruptcy case in the past,
banks will be reluctant to grant this person a loan for the start-up of a new company. Notwithstanding the
clear importance of the management's competence and historical success/failure, most research on
bankruptcy prediction does not take this kind of data into account. According to their research based on
the sample of Belgian and UK companies using traditional and relational data (e. g. links between
companies at the board and management level), the results confirmed the large predictive value of
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relational data and demonstrated that this mostly unused data source should be considered when
developing bankruptcy prediction models. However, financial data seem to remain the most important
source of information for the identification of financial distress.

IMMEDIATE ENVIRONMENT GENERAL ENVIRONMENT
- customers - economics
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- competitors - foreign countries
- bank and credit institutions - politics
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Figure 1. Conceptual failure model of possible causes of bankruptcy
Source: Ooghe, Waeyaert, 2004, In Ooghe Prijcker, 2006, p. 225

Methodology and research methods. As the bankruptcy was defined as the forced form of business
termination, the primary objective of this paper is to analyse the evolution of the bankruptcy as a type of
critical situation in Slovak companies from the regional and sectoral point of view, with focus given to the
periods prior to bankruptcy. The paper utilizes secondary data obtained from the register of financial
statements and finstat.sk database, specifically from its registry of critical situations (list of companies with
pre-defined types of failures — bankruptcy, deficiency, cancellation) and registry of financial data.

The initial analysis was performed on the full-scale sample of entities entering bankruptcy process in
the period from 2009 until 2019 and kept in evidence of above mentioned databases. Its partial objective
was to analyse development of bankruptcies over time, its duration and regional and sectoral distribution.
The total population of entities considered was as following.
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Table 1. Total population and research sample

1995 - 2019 2009 - 2019 2013 -2019
Total bankruptcies* 14 890 10 768 9 667
Unidentified start 3626 - -
Unidentified finish** 6189 4509 3955
Start and finish 6483 5488 3631

* all types of business entities
** not registered cancellation or still running bankruptcy process
Source: own processing

Although the register of critical situations is dated back to 1995, it does not cover fully the companies
and processes finished before 2013 when the register of financial statements was introduced (data from
2009 until 2012 were uploaded there additionally, new data since then automatically uploaded after the
declaration of taxes and annual statement of finances). Moreover, it involves also entities without data that
became irrelevant in case of more detailed analysis. Thus, the second stage of research was limited as to
the extent of population and data and therefore it was necessary to adjust the research sample. In order
to minimize errors and misinterpretations, it was necessary to exclude from the total population from Table
1:

—  sole traders (as those do not disclose financial data),

—  companies without complete data (incomplete financial statements, mostly those missing total
values),

—  unidentifiable companies (missing or incorrect registered numbers),

—  companies with unidentifiable bankruptcy process (missing information about the start or finish
of the bankruptcy).

Finally, the sample included companies with already finished bankruptcy processes and covered the
period from 2013 until 2019 (in this period the bankruptcy was started and finished, therefore, in reality,
no 2019 data occurred, as such bankruptcy did not finish yet) aiming to analyse three consequent years
before the start of bankruptcy (year b-1, b-2, b-3) in order to identify the development of potential distress
situation leading to a bankruptcy.

Anyway, as the analysis covered preferably three years before the start of bankruptcy, some
companies were included into research sample even though they missed some data from that period (were
inactive for some reason or company was established less than three years before its bankruptcy) from
that period. Therefore, in case of individual indicators, the number of companies in the sample was not
equal over the analysed years (and also within the analysed year some indicators were missed as the
company did not keep records about every item). The average annual count was 245. In case of research
samples’ characteristics, all indicators were processed and interpreted as median values in order to
minimize the influence of outlier values in individual ratios, economic life and bankruptcy duration were
interpreted as averages. Descriptive statistics was oriented at:

—  absolute indicators — sales, costs, profit/loss, equity,

—  relative indicators — cash ratio, current ratio, debt-to-asset ratio.

The paper utilizes ordinary methods as the induction and deduction, analysis and synthesis,
mathematical, statistical and graphical methods. The analysis includes classification, relation and causal
analysis. All indicators were processed and the median values were interpreted as per each group of
companies, sector or region. Shapiro-Wilk test was used for testing of normality distribution. Statistically
significant differences between regions and selected SK NACE sectors were tested through the Kruskal-
Wallis test in the 2nd stage of the research. Pearson’s correlation coefficient was used for the analysis of
relations between numerical financial indicators.
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Above mentioned methods were used also within the testing of hypotheses. Each hypothesis
corresponded with appropriate partial objective.

Table 2. Formulation of partial objectives and hypotheses

Objective Main Hypothesis Alternative Hypothesis

O1-To quantify the length | There is no statistically significant | There is a statistically significant
of bankruptcy processes difference  between  lengths  of | difference  between lengths  of
bankruptcy processes in companies | bankruptcy processes in companies
from different sectors (H1a) and regions | from different sectors.

(H1b).

Debt-to-assets  ratio  significantly | Debt-to-assets and length of bankruptcy
influences the length of bankruptcy (H2). | are irrelevant.

02 - To analyze economic | The bankruptcy process is initiated | The bankruptcy process is initiated
and financial conditions primarily due to the lack of liquidity (H3). | primarily due to the indebtedness.
before the start of
bankruptcy

Source: own processing

Results. The first part of the research was focused on identification of entities entering bankruptcy
process in the time scope from 2009 to 2019. There were 10 768 bankruptcies in this period, from which
4 509 had unidentified finish (not properly recorded or still running) and 5 488 started and finished as well.
Total number of bankruptcy operations includes both legal entities and sole traders, among them the share
of sole traders overwhelmed (generally they reached 58 % when summarizing all kinds of processes in
register of critical situations from an administrative point of view — declarations, announcements, including
opening and closing of bankruptcy).

As to the entity type, during 10 years’ period, the share of legal entities (subjects) entering bankruptcy
was about 18 %. The highest number of bankruptcies was reached in Banska Bystrica region (21,29 %),
followed by Bratislava region with 14 % share. The lowest share was found in Trnava region (7,16 %).
Bratislava is the only region in which the share of legal entities was higher than the share of sole traders
(this corresponds with the structure of entities — in Bratislava region the relation between legal entities and
sole traders was about 60 : 40, in Banska Bystrica 37 : 63).

On the other hand, the dynamics of increases changed a lot during the analysed period, Banska
Bystrica region reached enormous increase of bankruptcies just in 2017 (more than 25 % share on annual
increase of bankruptcies, 24 % in 2018), otherwise Bratislava would be the region with the highest share
(as was before these changes).

Distribution of bankruptcies over the regions is strongly interconnected with ultimate business
closures. Those were previously proved to be correlated with general industrial and economic
development, specifically with the number of businesses in all regions (Elexa, Hvolkova, Knapkova, 2018),
specifically in case of legal entities in Kosice region with the moderate uphill relationship, in others with a
weaker linear relationship.

In case of sectors, we can consider construction companies to be the absolute «winner» with more
than 22 % share on total bankruptcies. Although the share of retail trade companies is also significant,
they are not so numerous as construction companies. The list continues with rather on services-oriented
sectors with quite similar share (Figure 2). Not surprisingly, the share of industries considered to be the
backbone of Slovak economy was very low (car production, electrical engineering, machinery), having
less than 1 % share.
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Figure 2. Regional distribution of bankruptcies
Source: own processing

As was already indicated in previous sectoral distribution, the most bankrupted sectors were quite
distinctive. On the other hand, regional point of view on sectors proved two main facts: 1. bankruptcies
«respected» the distribution of sectors in regions (agriculture, forestry, apparel and footwear, specific
services were not evenly represented), 2. nation-wide most bankrupted industries showed normal
distribution all over regions and dominated there as well (construction and retail trade).

Table 3. Sectoral distribution of bankruptcies

Frequency Percent
Construction 2437 22,6
Retail trade 1207 11,2
Agents involved in sale 764 71
Manufacture of basic metals 667 6,2
Transportation 642 6,0
Accommodation and food service activities 547 5,1
Financial services 503 4.7
Agriculture and forestry 499 4,6
Wholesale 485 45
Manufacture of wood and paper 317 29
Total 10768 100,0

Source: own processing

Bold figures in Table 4 show those shares that are «non-standard» when compared with other regions.
Specifically, Bratislava region shows extraordinary share of services in sectors that are not so developed
in other regions (publishing, real estates, legal and accounting services, advertising). It is no surprise
because as the capital and financial centre it has all the prerequisites for similar economic structure, as
well as it has poor conditions for development of forestry or manufacture of wood and paper (as has Nitra
region too).
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Construction, retail trade and agents involved in sale were identified as the most bankrupted sectors
in Slovakia, and are similarly distributed over all regions too. Construction has the highest share in seven
out of eight regions, only in Bratislava retail trade overwhelmed. Shapiro-Wilk test proved that industries
have normal distribution in regions, except of publishing, real estates, legal activities and advertising.

After non-statistical «cluster analysis» it may be stated that trading activities are generally the second
most threatened and fluctuated sector (retail, wholesale, agents involved in sale) right after the
construction, while manufacture is less vulnerable.

Table 4. Regional distribution of bankrupted sectors

BB BA KE NR PO N T ZA

Accommodation and food service 4,4% 7,0% 4,7% 5,0% 4,5% 6,1% 6,9% 3,7%
activities

Transportation 5,7% 8,6% 5,9% 6,6% 3,9% 5,0% 7,5% 4,9%
Manufacture of wood and paper 2,9% 1,2%| 2,8% 1,2%| 4,9% 38%| 2,3% 4.4%
Financial services 2,6% 2,5% 3,9% 2.1% 1,5% 2,7% 3,4% 2,5%
Manufacture of basic metals 6,7% 20%| 823% 7,6% 6,9% 92%| 4,8% 4.7%
Retail trade 10,2% | 137% | 122%| 116%| 96%| 124%| 9,7%| 10,5%
Publishing and broadcasting 0,6% 2,4% 0,9% 0,5% 0,8% 0,6% 0,4% 0,9%
Real estates 12%| 50%| 15%| 0,.8% 1,8% 1,0% 1,9% 1,3%
Manufacture of apparel and 1,3% 1,1% 1,4% 1,5% 2,3% 2,1% 1,7% 1,4%
footware

Agriculture and forestry 8,8% 0,9% 3,8% 3,0% 7,9% 2.2% 2,5% 3,0%
Legal and accounting activities 1,3% 6,1% 1,4% 1,9% 1,7% 1,9% 1,6% 1,5%
Advertising and market research 09%| 26%| 10%| 10%| 08%| 04%| 12%| 03%
Agents involved in sale 61%| 75%| 81%| 105%| 53%| 69%| 53%| 75%
Construction 248% | 112%| 179% | 205% | 279% | 233%| 232%| 32,5%
Wholesale 29%| 62%| 61%| 43%| 43%| 32%| 48%| 45%

Source: own processing

Dramatic change in the development of bankruptcies was observed since 2017. Rapid increase was
similarly expressed all over sectors and regions. The amendment of bankruptcy legislation was the main
reason of such trend, specifically the introduction of so called «small bankruptcy» and general
simplification of necessary processes. Following charts indicate just the development in retail trade and
construction industry to demonstrate the full effect of changes (although they can’t be compared each
other, as the monthly increase in retail was about 80 bankruptcies, while in construction almost 300).

Although the increase in 2017 was enormous, those bankruptcies were obviously not finished yet, thus
they did not influence the character of processes and the duration of bankruptcies included into research
sample.

Generally, the economic life of companies entering bankruptcy since 2009 reached 12,26 years (as of
May 22, 2019) including both running and finished bankruptcies, with standard deviation of 7 years. The
minimal duration of company’s life was 1,6 year and maximum was 53,5. Companies from electrical
engineering (20 years), agriculture (21 years) and project and engineering services (26 years) reached
the longest economic life, first two sectors as representants of rather traditional industries in Slovakia. The
youngest were companies from advertising, legal and accounting services and accommodation and food
services (11 years each). Companies from Zilina region are the oldest ones (17,6 years), while in
Bratislava region the economic life is more dynamic and companies younger (12,6 years).
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Figure 3. Development of bankruptcies in time
Source: own processing

In case of already closed bankruptcies, they generally lasted for 2,64 years with standard deviation of
1,5 years. The shortest bankruptcy endured for 38 days, while the longest for 5,9 years. These numbers
were cumulated for bankruptcies already finished. Within them the bankruptcy process was the shortest
in IT services (less than a year), while in accommodation and food services it took almost 4 years.

Table 5. Duration of bankruptcy (in years)

Sector Bankru.ptcy Sector Bankru.ptcy
duration duration
Accommodation and food services 3,83 Agriculture and forestry 2,8
Transportation 2,86 IT services 0,91
Manufacture of wood and paper 3,20 Agents involved in sale 1,7
Financial services 3,12 Construction 2,15
Retail trade 3,24 Wholesale 2,44

Source: own processing

Bankruptcy process took the longest time in Presov region (3,4 years), while in Trencin region it took
just 1,8 years. Pearson correlation coefficient showed no relationship between the number of bankruptcies
and their duration (r = 0,028) and low downhill linear relationship between duration of bankruptcy and
number of judges at the court (-0,108) in each region.

Current legislation in Slovakia understands two types of proceedings for companies in financial
distress, from which just bankruptcy (restructuring is the second one) is the object of this paper. In case
of bankruptcy there exist two ways of its initiation (Act No. 7/2005 Coll., Bankruptcy and Restructuring Act):

— company is considered illiquid if it is unable to pay its debts for more than 30 days after their due
date and has at least two obligations in favour of at least two creditors,
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— company is over-indebted if its liabilities exceed its total assets and it has more than one creditor.

Next part of the analysis focuses on the development of these two issues three years before the start
of bankruptcy. Analytical steps start with absolute indicators (sales, profit, equity) and continue with
liquidity and debt-to-assets ratios as their outcomes.

While three years before entering the bankruptcy the sales went down by 17 %, two years before it
fell by 25 % and finally by 36 % one year before the bankruptcy. It points out to a fact that there were either
market problems (less successful sale) or internal problems (cost efficiency). We may declare that first
reason seems to be relevant, as the material consumption went down (7 % three years before bankruptcy,
then 18 % and finally 54 %) and personal cost as well (33 % a year before). On the other hand, current
ratio (involving inventories) one year before bankruptcy went up (from 0,27 to 0,43) obviously because of
inventories, while cash ratio and acid test (without inventories) decreased. So it emphasized the
redundancy of inventories and their influence on efficiency, including liquidity (at the same time it proves
the continuation of production, which, if stopped, could be considered as the primary reason of decrease
in costs).

Decreased sales and decreased consumption may be questionable as to the cumulative effect, so it
is necessary to understand also the development of profit and its consequent influence on equity. While
three years before bankruptcy the share of lossy companies was 34 %, two years before it was 53 %, but
one year before it was 43 % (partially the sale of assets helped - Figure 4). Final improvement may seem
positive, but the change in return on assets (from -13 % to -51 %) indicates that the share of lossy
companies went down but the volume of loss significantly grew (when compared with assets).

All these processes have significant influence on development of liquidity which is mentioned as the
first initiator of bankruptcy. Cash ratio three years before bankruptcy was 0,9 %, two years later it was just
0,2 % (share of cash and cash equivalents on short-term debt). So obviously financial accounts are hardly
comparable with the value of short-term debt and companies became insolvent. This fact is supported
also through the development of daily sales in receivables (those went down, partially due to the lower
sales mentioned above) and daily sales in trade payables (worsened from 119 days three years before,
through 130 days, to 182 days one year before the bankruptcy).

Similarly, the second bankruptcy rule (indebtedness or negative equity) was investigated, significantly
interconnected with above mentioned profitability (or loss).

1200000
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800000
600000
400000
200000
0
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-600000
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Figure 4. Development of assets and equity in long-term period
Source: own processing
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Generally, when having 2010 values as a benchmark (straight line in chart), average values of assets
in bankrupted companies after short stagnation reached their peak in 2014 and then rapidly went down.
At the same time, in line with Bankruptcy and Restructuring Act, the equity decreased and reached even
more negative values and then grew a bit. Certain growth (or mitigation of loss) in equity may be clarified
in two ways — firstly through the significantly improved earnings (from 2,1 mil. € cumulated for all entities
in the sample two years before the bankruptcy up to 9,1 mil. € one year before bankruptcy) and secondly
through the amortization of accumulated losses that partially cut its size (in profitable companies).

As this development involved data from the whole analysed period and represent long-term trend, we
measured the dynamics through the pre-bankruptcy period as well. During last two years the assets value
went down by 30 %. Such numbers exceed ordinary straight-lined depreciation (in case of long-term
assets) and may be understood also as a signal of conversion of assets into cash (as it was proved through
the recorded sales from long-term assets) or decrease in short-term assets (mostly decrease of cash that
is, on the other hand, usually not so significant when compared with the volume of total assets).

In case of equity, there were 46 companies having negative equity three years before, but one year
prior to bankruptcy this number more than doubled (95 companies). Therefore, it seems that almost in half
of the companies the equity is not considered to be a bankruptcy initiator. The most companies with
negative equity were in Bratislava region (28 % share), on the other hand, Trnava region had just 3 %
share. As a reason leading to a bankruptcy from regional point of view we may (just hypothetically) state
that in Nitra region there were 65 % bankrupted companies suffering from negative equity, but in Kosice
region just 19 % of bankrupted companies generated negative equity.

On the other hand, negative equity led companies to be indebted, having total debt-to-assets indicator
of 589 % one year before bankruptcy (after certain improvement from 851 % due to the change in equity
indicated in Figure 4).

Conclusions. Bankruptcy is considered in Slovak legislation as a terminal solution in case of financial
distress. After the start of bankruptcy proceedings, the bankrupted subjects are supposed to restrain
ordinary activities, on the other hand, they are protected from the execution. Since 2016 the Act on
Bankruptcy undergone significant changes, because of which were a) «small bankruptcies» simplified, b)
restructuralisation was tighten up. Consequently, many companies formerly supposed to enter
restructuring and many individuals that were suddenly allowed to, started bankruptcy process. At the same
time significant changes were amended also in execution procedure. All these legislative measures finally
caused so enormous increase of bankruptcies in 2017 with so dominating share of sole traders. It should
be stated that small bankruptcy is open also for non-entrepreneurs but such individuals were not involved
into whatever research sample mentioned in this paper.

The median value of economic life of bankrupted companies was 12,26 years, the longest in
engineering services (26 years) and in Zilina region (17,6). The median value of bankruptcy process was
2,64 years, the longest was in accommodation services (3,8) and in Presov region, the shortest in IT
services (0,9) and Trencin region.

In first hypothesis we supposed that there is no statistically significant difference between lengths of
bankruptcy processes of companies from different sectors (H1a) and regions (H1b). According to the
results of Kruskall-Wallis test we may state that this hypothesis is not rejected (p=0,059) in case of sectors,
while in case of regions the alternative hypothesis was adopted and we consider differences between
them as significant (p=0,022) at the significance level of 0,05.

In second hypothesis it was supposed that debt-to-assets ratio significantly influences the length of
bankruptcy (H2), expecting that high debt leverage limits the ability to cover all claims. The results of
correlation analysis and Pearson’s coefficient (r=-0,116) proved this expectation to be correct but not so
significant. Weak downhill linear relationship means that higher is the ratio the lower is the duration of the
bankruptcy.
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In the third hypothesis, we supposed that the bankruptcy process is initiated primarily due to the lack
of liquidity (H3). In reality the level of solvency went down and companies were able to cover their current
debts with cash and cash equivalents just on 0,2 %. One year before the bankruptcy only 4,8 % of the
companies were considered to have sufficient liquidity (when considering 20 % of short-term debt
coverage as the necessary minimum). On the other hand, daily sales in trade payables were prolonged
up to 182 days. Meanwhile, 50 % of the bankrupted companies were indebted (with negative equity) one
year before bankruptcy, having the debt in the size of 589 % of their assets. Although the law expects
(when having the knowledge about indebtedness) that the debtor should adopt necessary measures in
order to avoid a potential bankruptcy, the number of companies with negative equity worsen. Based on
this we do not reject H3 and declare that lack of liquidity is the dominant factor (for more detailed evaluation
it would be perfect to know in each case who was the really initiating subject of the bankruptcy, as the
financial data offers just static information and in the reality bankrupted company may suffer from
insolvency and indebtedness at the same time).

It would be interesting also to analyze the life cycle through the bankruptcy process, but in line with
Accountancy Act 431/2002 Coll. as amended by the Act 562/2003 Coll., and by the Act 561/2004 Coll.
legal entities shall close their books of accounts always as of the effective date of a bankruptcy order and
as of the date, on which the decision to recall the bankruptcy proceedings becomes final and non-
appealable. Thus the longer the bankruptcy lasts the more the absence of data limits the understanding
of changes and the level of debt extinction. Therefore, disclosed statements so helpful in case of static
analysis of economic and financial conditions are not effective during the bankruptcy and do not catch up
dynamic sufficiently the development during bankruptcy processes. This may be considered as very
important limitation of our research. Another one, not so intense, was the absence of historical data caused
by the registry creation. Also the analysis in long-term conditions may be a crucial limitation as every
bankruptcy (or bankruptcies) are realized in different era, thus are having different economic and
legislative conditions, which may have significant impact on their sales, earnings, consequent ratios and
bankruptcy acts and procedure. On the other hand, recent changes in legislation influenced the conditions
for the bankruptcy processes which means that after their conclusion it would be possible to confront the
situation before and after the amendment.
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AHTUKpU30Be yNpaBniHHA: NepLwi curHanu 6aHkpyTCTBa

Kpu3osi cutyauii B onepaLiviHivi JIsmbHOCTI KOMITAHIT MAtOTb CBOK 3aKOHOMIDHICTb T4 TeHAECHLI pO3BUTKY. [Ton Lbomy koum,
SKI MOXHA [104071aTH T4 HEMUHY'YI KDU3N BIADISHSKOTLCA 38 CBOEK0 TPUBATIICTIO, 38/1€XKaTb Blf] CEKTODY EKOHOMIKV Ta DEITOHY B SKOMY
QYHKLIOHYE MIAMPUEMCTBO. Y CBOK YEDIY ITOLONIAHHS KDUIOBUX CUTYALIIVi BUMArae BIGIMOBAHOIO IODUANYHOIO BTDYYAHHS. ABTOpamm
BU3HAYEHO, IO HEraTUBHUM HAC/TLKOM KDU3N HA MAMDHEMCTBI € OaHKDyTCTBO. LUBUaKe 3DOCTaHHS KibKOCTI OaHKDYTCTB HA
ngrpuemcteax CrioBa4yuHi 00YMOBITIOE aKTYaNbHICTb [OCIKEHHS. [OII0BHOK METOK CTATTI € aHar3 fpoyecy BaHKpyTCTBa K
OfHOIO i3 BUAY Kpusn B KOMIAHIAX CrIOBaY4MHM, BHUOKDEMIIGHHS VIOrO XaPAaKTEPUCTVKU 34 DErIOHATbHUMA Ta [ary3esumm
0COOTINBOCTSMY, BDAXOBYIOYM EKOHOMIYHI YMOBY QOYHKLIIOHYBAHHS MEPES 104aTKOM OaHKDYTCTBA. Y CTATTI BUKOPUCTAHO BTOPHHHI
JaHi, OTDUMAHI I3 HasIBHUX 033 faHuX. 1oy LibOMY [OCTIIIKCHHS] NPOBEJEHO HA OCHOBI TAHETTbHIUX JaHNX, CQOPMOBAHNX 4115 BUOIDKY
13 YCIX KOMIaHIA, 1O 3HAXOHATLCA HA nepLmx eranax barkpyrcrea 3 2009 go 2019 poky. Ha nepiuomy erani cgopmoBaHo 1a
IDOHAIII30BAHO [CHEPASIbHY CYKYIHICTL KOMITAHI HE3ANEXHO Bl QOpMH BIIACHOCTI 3 METOK) BUHAYCHHS IHTEHCUBHOCTI
barHKpyTCTB B 3a/1EXKHOCTI BJf] CEKTOPY EKOHOMIKY T4 DEITOHY, B SKOMY QYHKLIOHYIOTb MAMPUEMCTBA. Ha Apyromy eTar BUOKDeMIEHO
Lirmb0By BHOIPKY 38 JOIMOMOIOK BUKITIOYEHHS HEDEIIEBAHTHUX KOMITAHIN — PUBATHUX TQMPHEMYIB 063 HasiBHOI iH@opmayii rpo ix
JISITIbHICTb, @ TAKOX KOMIAHIT 13 HEMGTBEDIKEHOK [HPOPMALIIEKD Y¥ HEDOIYMITUMH FIDUINHAMY TOYATKY MPOLECY BaHKDyTCTBa.
Taknm YuHOM, y CTATTI BUSHAYEHO PAHHI MOMEDELKYBASLHI CHIHAIN OAHKDYTCTBA 38 L[OMOMOIOK aOCOMOTHUX T4 BIGHOCHUX
IOKA3HNKIB 38 TpH, [Ba Ta Pik JO M0YaTKy OaHKDyTCTBA. ABTODAMY KIIbKICHO BUSHAYEHA TA [ETA/IbHO TPUBAITICTL POLEcy
barkpyTCTBa L/151 BIAMOBIAHNX CEKTODIB EKOHOMIKU (BUHAYEHMX 38 EBDOMCHICHKOK KITACHDIKALIEID EKOHOMIYHOI aKTUBHOCT]) T4
perioHia CrioBa4yuHu. Pe3yribTaty eMITpHYHOro aHani3y CBIA4ars fpo Te, LYo Pi3Ke 300CTaHHS KibKOCTI baHKpyTCTB BIAOYIOCH Mg
Yac icToTHUX 3MiH Y 3aKOHOZABCTBI Mpo BaHKpyTCTBO. Y CTaTTi BCTAHOBIIGHO, YO HAN[OBLLMA fIDOLEC BaHKpyTCTBa (4 poku)
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3agikcoBaHmi y roTesbHOMY Ta pecTopaHHomy Gi3Heci, Togi sk IT Komrarii, 3ararom, BUXOGATs i3 cHTyaLyii baHKpyTCTBa MPOTAOM
POKY. ABTOpamy HArosoLLIGHO, YO TPHBAJIICTL BAHKDYTCTBA HE MAE CTATUCTUYHO 3HAYYLYOI DIHUL MIX CEKTODaMMU EKOHOMIKN Ta
perioHamu B KX QyHKYIOHYE mAMpHeMCTBO. [lpu YboMy BIAMOBIAHO [O 3GKOHOZABYMX HODM, HUSLKM KOEQILIIEHT JIKBIAHOCTI
BBAXAETLCS [O/IOBHOK) MPHYNHOK 3aPOINEHHS OaHKDYTCTBA y KoMIaHii. OTpuMaki pesysibTatn JOCITIKEHHS MaloTh PAKTUYHE
SHAYEHHST [ MOXYTb OYTH KODUCHVMM LIS IOGATbLLIOIO [ETATIbHOIO aHAlI3y B3AEMO3B A3KY MIX DOBUTKOM ripoLecy baHKpyTCTBa,
KOMITEHCALIED 30008 53aHb Ta HEDIHAHCOBUMY GaKTOPamu OAHKDYTCTBA B OKDEMUX CEKTOPAX EKOHOMIKN.
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