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The article is about the problems of bankruptcy institute development in Ukraine. It was analyzed the level of
unprofitable domestic companies, the duration of the repayment of accounts payable, other causes of financial
instability and bankruptcy. The place of Ukraine was determined in the world ranking of Doing Business
index, in particular on the criterion of the insolvency resolving. The main directions of improvement of the
national bankruptcy institute were defined in the article.
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Problem setting. The realities of the Ukrain-
ian enterprises in conditions of unstable
economy are characterized by an increasing num-
ber of bankrupts and liquidated enterprises.
Today, the bankruptcy of enterprises in Ukraine
is perceived in society is ambiguous, because, on
the one hand, bankruptcy is important as a mean of
elimination from the market of insolvent companies
that provides opportunities fore more stable busi-
nesses to capture a larger market share. In addition,
it stimulates efficient capital allocation in the com-
petitive sector. On the other hand, the introduction
of a wide system of bankruptcy with existing low
technical level and a significant number of insolvent
companies, can lead to the disruption of the whole
system of national economy of Ukraine.
Bankruptcy as an economic phenomenon is
associated directly with decreased efficiency.
Must admit that with the increase of loss-mak-
ing enterprises, official and hidden unemploy-
ment is increasing, as observed in recent years.
The combination of such negative factors as tax
and administrative pressure because of objective
economic circumstances that forced businessmen
to leave into the shade or stop the activity and
«freeze» the business for better times.
Unfortunately, the existing problems of bank-
ruptcy institute development in Ukraine, in par-
ticular, lead to low rating of the domestic economy
according to the international experts.
Formation of bankruptcy institute in Ukraine is
in very difficult conditions. This institute is used for
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efficient and rapid process of economic reform and
as a means of deliberate finishing to bankruptcy
of viable enterprises for the purpose of purchasing
them at minimal price. The imperfection of state
regulation of the procedures adversely affects the
economic development of the country.

Elimination of drawbacks in bankruptcy insti-
tute in Ukraine requires such actions:

— be more timely bankruptcy procedures;

— to minimize the cost of carrying out the pro-
cedure;

— to increase the effectiveness of the procedure;

— to change the status of arbitration managers
and monitor their activities;

— to balance the protection of the interests of
all participants [5].

Latest research and publication analysis. The
problem of bankruptcy of enterprises devoted to
the work of many scientists. Many domestic and
foreign scientists have made significant contribu-
tion to the study of crisis management and bank-
ruptcy: A. Tereshchenko, A. M. Skog, E. Altman,
I. Blank, W. Biewerr, M. A. Titov.

Selection of the problem unsolved parts. Along
with this, the economic situation in the world and
Ukraine is rapidly changing. Every year an in-
creasing number of unprofitable, insolvent domes-
tic enterprises. It necessitates constant monitoring
of the situation and finding ways to improve and
reform the institution of bankruptcy that will en-
sure the effective redistribution of resources in the
economy in the current circumstances.
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The object of this research. Based on the anal-
ysis of the condition and reasons of domestic en-
terprises insolvency to determine the direction of
bankruptcy institution improving in Ukraine.

Key research findings. The present-day dy-
namic conditions of economic development urge
enterprises to fairly strict conditions. Because of
it, business management and organization have to
adapt quickly and radically to respond to other
environmental conditions with the aim to remain
profitable and competitive in the market place.

Bankruptcy is defined as the procedure of lig-
uidation of the business, which cannot fully recon-
cile to pay its debts from its current assets. Bank-
ruptcy can be declared as the insolvent debtor
(«voluntary bankruptcy»), but it can be given with
the court order by creditor petition. Two main ob-
jectives of bankruptcy are:

1) Fair settlement of legal claims of creditors by
distributing the debtor’s assets;

2) Providing the opportunity for a new start for
debtor [1].

The economic crisis in the world and particular-
ly in Ukraine, has led to the growth of enterprises
that were on the brink of financial crisis. All busi-
ness entities during the period of its activity have
high probability to turn out to be in a crisis situation.
Large enterprises usually maintain their position, but
this does not apply to small and medium enterprises
which are quite often on the verge of bankruptcy.

According to the New Generation Research,
different types of business suffered bankruptcy:
energetics, ship building, telecommunications, oil
field. Bankrupt industrial giants such as Energy
Future Holdings Corp., with total assets amount-
ing 40,970 million USD, NHI Holdings — 8,679 mil-
lion USD, Genco Shipping & Trading Limited —
2,957 million USD [1].

New Generation Research reports that among
public and private companies number of bankrupts
has been decreasing since 2007 and 2014 year is
not an exception: in 2014 there was a decrease in
the number of prosecutions on bankruptcy by 19%.

Ukrainian enterprises were not excluded from
the global turmoil on the global corporate level.
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The bankruptcy process is a kind of criterion for
the selection of inefficient enterprises.

In overall Ukraine has two waves of general
changes for the last years in bankruptcy legislation.
In 2012 improved the current bankruptcy legisla-
tion and provided more guarantees for creditors.
With support and consultancy of foreign institutes
(WB, IMF) was required to improve and provide
more appropriate conditions for insolvency over-
coming. Ukrainian bankruptcy legislation position
decreasing the time of the procedures. In 2014 the
changes were also oriented on the strengthening
secured creditors rights, proposed new rehabilita-
tion mechanisms, making easier to invalidate sus-
pect transactions and shortening suspect periods for
several steps of the insolvency process. As a result,
the law was constructed in such a way to provide
more abilities for a bankrupt solvency resumption
while protecting creditors interests [2]. The aim was
to approach to the European model and principles.
In fact, the legislation structure was not changed
radically but was corrected apparently.

According to Ukrainian law, the enterprise
could become a bankrupt under conditions of oc-
curred four criteria’s:

1) Total amount of debts is more than 300 mini-
mal salaries set in Ukraine, currently 960 000 UAH
(the minimal salary set at 3200 hryvnas on
01/01/2017).

2) The debts must be in a money form.

3) Debts should be proved documentary. It
could be approved by debt securities, court ap-
proval in a documentary form like court order.

4) Accused legal entity in bankruptcy don not
pay off debts during 3 months from the date of
executive procedure beginning [3].

In other foreign advanced countries these crite-
ria are relatively much stricter. It is explained by
the enterprises’ financial condition including their
liquidity. Nowadays enterprises suffers great loss-
es regardless of size. On the table 1 is presented
financial results of medium and large enterprises.

According to the presented data, every branch
of economy has suffered losses for the last 5 years
except education. In last year wholesale and retail

Table 1
Net profit (loss) of large and medium enterprises by economic in 2012-2016 years (mln. hrn)

2012 2013 2014 2015
Total 35067,3 | -22839,7 | -590066,9 | -373516,0
agriculture, forestry and fishery 26787,2 | 14984,5 | 21481,3 102849,1
industry 2592,4 | -4181,1 | -178730,9 | -188267,9
construction -1012,7 | -5893,2 | -27948,8 | -25861,9
wholesale and retail trade; repair of motor transport and motorcycles 210,6 [-13248,5| -133219,4 | -88161,0
transport, warehousing, postal and courier activities 3127,7 | -1423,4 | -22591,6 -17847,8
temporary accommodation and catering 984,3 -1416,7 -6641,9 -6874,9
information and telecommunication 3739,1 4881,5 -17137,1 -12590,2
financial and insurance activity 10769,4 | 5157,1 -5550,3 -9573,5
activity with real estate -9338,0 |-10192,2| -105425,7 | -64369,0
professional, scientific and technical activity -1820,2 | -8390,3 | -100347,2 | -48656,0
activities in the field of administrative and support services 3576,4 | -1555,2 -9543,2 -9860,6
education 112,8 119 62,5 80,7
health and social care provision -77,3 -149,7 -1185,3 -1042,3
art, sport, entertainment and leisure -2547,6 | -1495,2 -3244,0 -3566,3
Other services -68,2 -36,3 -45,3 225,6

Source: [4]
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trade acquired profit, maintenance of transport;
transport, warehousing, postal and courier activ-
ities; professional, technical and scientific activity;
activities in the field of administrative and support
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Fig. 1. Turnover payable by branches in 2014-2015, in days
(personal calculation)
Source: developed by authors basing on the data [4]
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services; education and other activities achieved
positive financial results. The most financially
prosperous used to be financial and insurance ac-
tivity in 2012, when in 2015 this field had loss-

es — 305,6 million hryvnas. The overall
picture indicates weak financial health
that does not give opportunity to evolve
operational, financial and investment ac-
tivities of enterprises (Fig. 1).

Another problem that occurred and
entails insolvency is a not quitted pay-
ables. On the Fig. 1 is seen average ac-
counts payable turnover by branches in
Ukraine. Even in branches where the
product turnover is rapid as in trade
the figures are quite high. In 2015 the
values have increased in the most sig-
nificant and structural business types in
the country as agricultural production
(335 days), industry (149 days), wholesale
and retail trade (129 days), etc. Hence,
receivables do not allow disbursing with
creditors and it decelerates money turn-
over and complicates economic relations
among service and good producers.

Should be analyzed the number of
prosecutions for bankruptcy to assess
the situation of the crisis phenomena of
Ukrainian enterprises (Fig. 2). The high-
est figures of the bankruptcy proceeding

gooo 1 7583 instituted was on the period of the world
5697 crises. In 2014 the number of bankruptcy
6000 334 CAses has decreased almost by 5 times in
4000 § comparison with 2009.
2000 % A major number of bankrupt enter-
0 prises has become in agriculture field and
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 there is a growing number of bankrupt
Fig. 2. The number of enterprise state enterprises. The financial result in
bankruptcy offences in 2005-2015 years 2014 as a whole amounted to 128.5 billion
Source: [4] UAH (Earning Before Taxation) against
Table 2
The structure of bankruptcy consideration cases in Ukraine in 2015
Was under Considered Approved ful-
consideration ly or partially
Bankruptcy cases 34961 24799 17858
Property disputes with claims against the debtor, including: 1747 1530 1406
the invalidation of agreement conclusion (contracts) with the debtor 43 23 8
payment of taxes, fees (obligatory payments) 207 139 89
wages exaction 1307 1299 1292
the re-employment of officials and officers of the debtor representors 1 1 -
a monetary claim of the creditor against the debtor 10587 8076 6782
auction for sale of debtor property 175 141 58
Activity of court-appointed trustee 4629 4164 2948
complaint§ against decisions, actions or inaction of government and 24 921 11
other bodies
the removal of the debtor head 57 48 30
approval or dissolution of composition or its invalidation 69 61 34
cancellation of seizure, release of the debtor’s assets 619 564 489
invalidation of transactions and the denial of property actions of the 137 88 36
debtor
the approval of the financial assistance plan of the debtor before
prior case of bankruptcy proceedings 8 7 4
complaints against actions or inaction of Governmental Executive 38 33 15
Department
other 7396 6855 5739

Source: [6]
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profit of 1.3 billions UAH. Loss-making enterpris-
es in 2015 accounted for 50% of the total number
against 45.3 per cent in early 2014. Table 2 shows
the structure of bankruptcy consideration cases in
Ukraine in 2015.

Afresh, wages take valuable part out of reasons
for opening bankruptcy case in Ukraine. After the
case opening, prevalent is to apply to court appoint-
ed trusty services. Less cases of considered bank-
ruptcy case due to unpaid obligatory payments.
Despite different available ways of bankruptcy set-
tlement, the financial assistance is not widespread.
Only 7 considered cases of financial assistance be-
fore prior case of bankruptcy proceedings. More
popular is a composition and cancellation of seizure,
release of the debtor’s assets. The next one is auc-
tion procedures that concludes generally partial
sale. Such tendency points on absence of interest of
business support and saving integrity of the enter-
prise. All the enumerated aspects demonstrates lack
of insolvency surmounting efficiency yet.

Among the main reasons of Ukrainian enter-
prises insolvency are [7]:

— Unstable political and economic situation. In
particular, price growth on gas, petrol and other re-
sources providing the cost of production increasing.

— Devaluation of the national currency

— Financial and currency markets volatile state

— Inflational process. Inflational index achieved
143,3% in comparison with 2014, it was 124,9%, in
2013 = 100,5%, and in 2012 — 99,8% [8].

Foreign enterprises support practice of bank-
ruptcy determination for 1.5 to 2 years. It is possi-
ble to identify early signs of bankruptcy prediction
«rates the company» in the short and long term. The
company value is given to the real-time streams of
payments to creditors and shareholders. The com-
pany value could fall below the amount of creditors
liabilities. It means that equity «disappears». This is
the complete bankruptcy — the shareholders bank-
ruptcy. The value may even drop below the resid-
ual value of the assets. Then the scrap value will
be considered as a price, and the liquidation of the
company becomes more profitable of its operation.
In this case, shareholders lose their capital.

World practice shows that the efficacy of the
bankruptcy mechanism, assuming the use of all
possible tools is quite high. However, the necessary
prerequisites are the availability of a developed
economy, the stability of the financial system, adop-
tion and stability the relevant normative-legal acts
on bankruptey, effective investment policy, intro-
duction of system of monitoring the application of
anti-crisis measures aimed to prevent bankruptcy.

The consequences of bankruptcy are generally
negative for Ukraine. Among them are reducing
the number of enterprises, which leads to a re-
duction in the supply of goods, works or services;
increasing the level of unemployment, additional
benefits to unemployed; decrease in tax revenues
to the state budget, etc.

Therefore, the timely detection of the enter-
prise crisis state of the enterprise and its compre-
hensive analysis can prevent the insolvency of the
enterprise in the early stages, in the framework of
existed initiated bankruptcy proceedings.

Indicator comparison of Ukraine and average
meaning on Asia and Europe in the Table 3.

Among proposed indicators for evaluating
Doing Business the resolving insolvency has the
lowest figures among Ukrainian achieved crite-
ria — 150 rank and recovery rate — 27,0 out of
190 countries [3].

According to the data of the World Bank (Ta-
ble 3) group in 2017 Ukraine achieved overall
80 rank. The previous countries are: Sierra Leon-
na — 148 rank and 10,9; Guatemala — 149 and 27,9.
Following countries after Ukraine are Bungladesh —
151 rank and 27,0 and Yemen — 152 rank and 20,5.

Table 3
Advanced countries according to the criteria
of the Doing Business Rating
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Country Resolving in- Recovery rate
solvency rank | (cent on the dollar)
Finland 1 90,3
Japan 2 92,1
Germany 3 84,4
Korea,Rep 4 84,5
United States 5 78,6
Source: [2]

Basing on the data resolving insolvency takes
2.9 years and costs 42% of debtors estate that in
most cases goes on partial sale. The cost is calcu-
lated on the basis of questionnaire responses and
includes court fees and government levies; fees of
insolvency administrators, auctioneers, assessors
and lawyers; and all other fees and costs. Major
expenses are comprised of attorneys’ fees (up to
10%), fees of insolvency representative (up to 15%)
and other professionals involved in the insolvency
proceedings (up to 5%). Auctioneer’s fees are up to
10-15% of the value of the sold assets. Court fees
and notification costs are around 2%. Strength of
insolvency framework index consists of creditors’
and debtors’ abilities during insolvency proceed-
ing. Consequently, debtors and creditors have less
freedom and capabilities in participation of the
process in parallel with Asian, European and oth-
er advanced countries. Recovery rate shows that
a creditor receive in average 7,5 cents per dollar
from an insolvent object [3]. Obviously it does not
fulfil interests of creditors.

Table 4
Scores of Resolving Insolvency according
the Doing Business

Indicator Ukraine Europe & | OECD high
Central Asia income
Recovery rate
(cents on the 7,5 38,2 73,0
dollar)
Time (years) 2,9 2,2 1,7
Cost (% of
estate) 42,0 13,1 9,1
Strength of
insolvency 7.5 9.9 121
framework
index (0-16)
Source: [3]

One more obstacle for enterprises due to
growth minimal salary in 2017. Debts on wages on
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the 1 July 2016 reached 2 billions 46 millions and
414 thousands hryvnas at the minimal salary —
1450 hryvnas (Table 4) [5].

The increased number of bankrupt enterprises
motivates the postulation of the fact that the state
is losing taxpayers, workers, jobs, and the credi-
tors do not receive the full amount of the refund.
At the same time, the institution of bankruptcy
in Ukraine is still imperfect. Thus the necessity
exists to focus on the main problems of Ukrainian
companies:

— support lack of insolvent enterprises of pri-
vate form ownership from government;

— advisory centers lack for insolvent companies;

— lack of methodology and the prevention of
bankruptcy for enterprises by kinds of economic
activities;

— state control lack on the level of bankruptcy
among enterprises in Ukraine and the implemen-
tation of measures for its reduction,;

— imperfection of the legislative framework to-
wards the regulation of enterprises bankruptcy,
which requires further development despite re-
forms [7].

Due to the growth in the number of bankrupt-
cy, it is a catalyst that leads to search and anal-
ysis more efficient and effective ways of solving
the crisis. This leads to deterioration in the finan-
cial condition: solvency, profitability, liquidity. In
this regard, it could be distinguished the following
solutions:

— provision of advisory services to insolvent en-
terprises through the establishment of consulta-
tion centers;

— increase participation of the state in regulat-
ing and tracking the level of bankruptcy among
enterprises;

— improving the legislation on insolvency of en-
terprises;

— establishment of a separate regulatory body
to deal with the problem of bankrupt enterpris-
es, to pursue a common, open information system
analysis and evaluation of situations at the Ukrain-
ian enterprises and their issues.

Necessity exists to create system of governance
that clearly would react to frequent changes in
external and internal environments: the develop-
ment and competitiveness of the partners, create
the optimum labor, material and financial resourc-
es — this would ensure normal and efficient func-
tioning of enterprises and it would significantly
reduce the likelihood of bankruptcy [9].
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Conclusions. Nowadays bankruptcy takes sub-
stantial role in supporting healthy economic po-
sition. Bankruptcy allows eliminating weak and
insolvent enterprises and improving the economic
relationships and distribution of financial resourc-
es among existed one. It is hard to approve this
function in the country when the most part of en-
terprises experience great losses and disability to
repay debts.

The legislation of bankruptcy has been under-
gone significant changes since its independence.
For the last years according to analysis was made
a conclusion of incompetence of the legislation
structure to coincide European model and provide
forcible financial recovery of legal entities. The
gaps was figured out with foreign institutes and
advised by them. Eventually, the legislation was
corrected insignificantly. Nevertheless, it brought
some positive results it could be seen in total fig-
ures of bankruptcy cases during 2005-2014 years.
Consequently, lawmaking is improving but with
quite creeping speed.

Anyway, the main barrier for normal business
functioning of enterprises is feeble financial ca-
pacity evoked by macroeconomic shortcomings in
Ukraine. According to the data of the World Bank,
resolving insolvency hinder performance in overall
rank of the Doing Business. By contrast of Europe
and Asia scores, Ukraine legs behind at all points.
Initially bankruptcy procedure takes 2,9 years and
the law is targeted to continue to shorten time. It
is not in great request to overcome inability to pay
off debts with the help of more economic attrac-
tive ways as financial rehabilitation, composition,
etc. One more aim is to be done to guarantee more
alternatives and rights for both sides, make the
legislative mechanism more clear and flexible. By
virtue of the fact that Ukrainian law on bankrupt-
cy is always being blamed on contradictions in its
contest. Enterprises need consultancy and access to
necessary information for functioning during their
operative crisis. Therefore, it is proposed advisory
institute that would help to determine course.

Generally financial indices among enterprises
wishes better. Great debts, long accounts receiv-
able turnover therefore extension of operational
cycle, illiquid showings, not favorable structure of
capital provokes such a number of insolvency cas-
es. In addition, the present situation is embrangled
with changes in tax legal system and employment
protection legislation. In fact, providing one more
hardship for enterprises.
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YopHOMOpPCHKMII HallioHaJIbHMIT yHiBepcuTeT imeHi Ilerpa Mormmm

MPOBJEMI IHCTUTYTY BAHKPYTCTBA B YKPATHI

Amnorarisa

CrarTa nOpucBAYEeHAa BUABJIEHHIO IPO0JEM pO3BUTKY IiHCTUTYTy OaHKpyTcTBa B YKpaiHi. ¥ pamirax
JIOCJiPKeHHA 0yJIo ImpoaHaJi30BaHO PiBeHb 30MTKOBOCTI BiTUM3HAHUX MHiAIIPUEMCTB, TPUBAJICTDL IIOTAIIEHHSA
KpeanTopchbKoi 3aboproBaHocTi, iHIn mpuumau ixHBOI (pinaHCcOBOi HecrabinbHOCTI Ta GaHKpyTcTBa. BusHa-
4eHO Micile YKpaiHn y CBITOBOMY peNTHHTY KpaiH 3a IOKa3HMKOM JIerkocTi BefeHHs Oi3Hecy, 30KpeMa 3a
KpUTepieM BUPIIIEHHA HENJIAaTOCIIPOMOYKHOCTI. BcTaHOBIIEHO OCHOBHI HAIIPAMKM BJIOCKOHAJEHHS BiTUM3HAHOTO
iHCTUTYTY GAaHKPYTCTBA.

Kuro4oBi ciioBa: HeIJIATOCIIPOMOMKHICTB, IHCTUTYT OaHKpPYTCTBa, 30MTKM, KPEeAUTOPCbKa 3a00pProBaHICTD,
iHZIeKc JierKocTi BefleHHA Oi3Hecy, pillleHHA HeIlJIaTOCIIPOMOIKHOCTI.

Konesa T.A, Apxunenko A.1O, Iereasnasa [I.B.

YepHOMOPCKMIT HAIVIOHAJBHBI yHUBepcuTeT uMeHn Ilerpa Mornist

IMTPOBJEMbBbI MHCTUTYTA BAHRPOTCTBA B YRPAUHE

AnHOTaUA

CraThbsa NOCBAILIEHA PACKPBITHUIO IPOOJIEM pas3BUTKUA MHCTUTYyTa DAaHKPOTCTBA B YKpanHe. B paMkax mcciezno-
BaHMA ObLIM IIPOaHAJIM3MPOBAHEl YPOBEHb YOBITOUHOCTY OTeUeCTBEHHBIX NPeAIIpUATHH], IPOLOJIKATEIbHOCTD
IIOTAIIIeHUs KPEeOUTOPCKON 3a0J*KEeHHOCTY, APYyTVe MPUYMHBI UX (PMHAHCOBOM HeCTabMJIBHOCTM M OaHKPOT-
ctBa. OnpesiesieHO MeCTO YKPauHbI B MMPOBOM PENTMHIE CTPaH II0 IIOKa3aTeJNlo JETKOCTU BeleHusa OusHeca,
B YaCTHOCTM II0 KPUTEPUIO PellleH)sA HellJlaTesKeCIIoCOOHOCTI. Y CTaHOBJIEHbI OCHOBHbIE HaIlpaBJIEHNs COBEP-
IIIEHCTBOBAHNA OTEYECTBEHHOIO MHCTUTYTa DaHKPOTCTBA.

KoueBple ciioBa: HellJIaTeKeCcIoCOOHOCTh, MHCTUTYT OAHKPOTCTBA, YOBITKM, KpeIMTOPCKAaA 3aJ[0JIKEeHHOCTD,
MHJIEKC JIETKOCTM BeJleHNd OlM3Heca, pellleHNsd HeIlJIaTeKeCII0COOHOCT.
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