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Abstract—The study outlines the problem of statistical recording
of insolvency practice in the Czech Republic; it deems it as being
inadequate and finds that it provides only sparse testimony on real
events. Furthermore, it describes the method of collecting samples of
statistical data on the course of insolvency proceedings that took
place in the Czech Republic during 2012 and 2013. It also contains
processing of data gained and the interpretation thereof, with
conclusions as to the real efficiency of insolvency processes in the
given area.

Keywords—Collection of receivables,

insolvency, statistics.

creditor, debtor,

I. INTRODUCTION TO INSOLVENCIES IN THE CZECH REPUBLIC

T present, Act No. 182/2006 Coll. on Bankruptcy and its

Settlement Methods, usually referred to in legal circles
and professional literature as the Insolvency Act (InsA), is in
force in the Czech Republic. Although this act was enacted as
early as 20086, it took effect on 1 January 2008. This regulation
replaced Act No. 328/1991 on Bankruptcy and Settlement.

The question as to why satisfaction for creditors reached
such low levels during bankruptcy proceedings (the number of
settlements were minimal) was the main theme of discussion
on insolvency law in the CR throughout the nineties and in the
subsequent period until the taking of effect of the Insolvency
Act. A conglomerate of partial questions were at issue: for
instance, the inadequate rights of creditors, the slow pace of
legal proceedings, the possibility of obstruction from the sides
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of debtors and certain creditors. Certain fundamental facts
were declared even back then: Court proceedings on the basis
of the act on bankruptcy and settlement were risky for
creditors, their rights are not adequate and their property is not
protected in the period prior to declaration of bankruptcy and
not even later. Besides evident problems in the area of
financial economics, this also entailed a reputation risk for the
Czech Republic.

During this period, a thought construct appeared, based on
the conviction that strengthening creditors’ rights would lead,
thanks to their increased interest in the results of insolvency
proceedings and to their more effective decision-making, to
greater efficiency of the process as a whole. In theory, this
conclusion is quite logical. However, the relationship does not
work entirely according to theoretical expectations.

The above-mentioned thought was based too heavily on
faith in the basic hypothesis and did not take into account other
realities, especially the motivation of individual participants of
insolvency proceedings (for more, see [1] pp. 28-56). The first
five years of the usage of InsA did not bring about changes
that we could call fundamental — not even in the behaviour of
creditors. It is quite evident that InsA is a more suitable legal
framework and opens a substantially greater space for more
creative, faster and more effective solution of debtor
bankruptcy than what was the case with the Act on Bankruptcy
and Settlement. On the other hand, however, even this
considerable improvement of the legal framework did not
produce the expected results.

One of the reasons is the fact that participants of insolvency
proceedings are often not willing to enter the proceedings and
participate therein — among other things, because their
experiences with the insolvency system do not guarantee
recoverability of the funds expended on proactive collection of
receivables through insolvency proceedings. Creditors do not
adjust their behaviour according to theoretical expectations,
but primarily according to the probability of collecting at least
an interesting part of receivables in comparison with expended
transaction costs (see [1] pp. 52-55). In this decision process
we have, on the one hand, transaction costs necessary for a
particular subject to actively check and support insolvency
proceedings; on the other hand, there is also the potential
return from the proceedings. Given this choice, of course,
active participation in insolvency proceedings loses.



Il. DECEPTIVE INTERNATIONAL COMPARISON

Our problem with judging the efficiency of insolvency
proceeding can be called lack of information. This
phenomenon has been described previously for the Czech
environment — for instance, from the perspective of regional
and field division of debtors [2], possibly from the perspective
of our information on incidental proceedings conducted
simultaneously with insolvency proceedings [3], or from the
perspective of possible prediction on the development of
numbers of insolvency proposals and declared bankruptcies
[4]. A fundamental analysis of the problem has been given in
other works [5]-[7]. As regards Czech official statistics, these
enabled until recently (until the publication of the explanatory
memorandum to the amendment of the Insolvency Act in April
2013) only a comparison of numbers of insolvency cases, a
basic distinction according to whether a physical person or
business was at issue, whether the proposal was dismissed or
otherwise concluded prior to the declaration of the debtor’s
bankruptcy; it is also possible to work with the number of
declared bankruptcies, permitted reorganizations and
permitted debt clearances. In these outputs, however, there is
no information whatsoever as to the outcomes of such
proceedings, i.e. the extent to which creditors are satisfied,
what are the costs for insolvency administrator fees and so
forth. This means that we have certain information on the legal
and administrative aspect of matters, but only minimally on
economic circumstances.

As regards international comparisons, only data issued
regularly by The World Bank and International Finance
Corporation institutions [8] are available under their Doing
Business project. According to these data, yields for creditors
from insolvency proceeding have sharply increased, the length
of proceedings has decreased and costs expended on the parts
of creditors for the course thereof have decreased. These
results, however, are divergent from reality. This is logical —in
the case of Doing Business, these are not the results of exact
research on the course of insolvency processes, but the
estimates of experts addressed in individual countries.
Labelling this comparison as statistics is imprecise and
misleading; on the other hand, the methodology for gaining
data is stable, and if one can judge from available information,
it is the same for all countries included in the survey. In
principle, these figures are gained through experts from
individual fields responding to questions concerning a model
case of insolvency proceedings. This, however, means that
their responses (however serious and able the experts may be)
do not bear testimony on insolvency processes as a whole in
the given country, but on the expected outcome of insolvency
proceedings in one imaginary, but specific case. The difficulty
therefore lies in the fact that the “typical bankrupt” is not a
typical bankrupt whatsoever, at least not in the environment of
the Czech Republic. It thus transpired that these figures are
perhaps suitable for comparing the efficiency of various
systems together and for showing basic trends in individual
states; but they do not in any way speak of the real situation in

a representative way.

National statistics are mostly unavailable even in other
states, and if some figures do appear, they can be compared
only with difficulty. The conventions of individual legal
amendments, the procedures of insolvency proceedings and
individual mechanisms are in fact so divergent that it is
practically impossible to carry out a common comparison. An
example: Certain states have restrictions as to which
entrepreneurial subjects can enter the bankruptcy process. The
issue is mostly that they have to be large enough. Cases of
smaller companies and entrepreneurs are settled at levels lower
than that of the court and according to other regulations.

TABLE I. DURATION OF INSOLVENCY PROCEEDINGS IN YEARS AND RATE
OF RETURN IN PERCENTAGES OF INVESTMENT VOLUME
Year Duratlo_n of Rate of return
proceedings
2002 9.2 15.4
2003 9.2 15.4
2004 9.2 16.8
2005 9.2 17.8
2006 9.2 18.5
2007 6.5 21.3
2008 6.5 20.9
2009 6.5 20.9
2010 3.2 55.9
2011 3.2 56.0
2012 3.2 56.3

The World Bank, IFC 2012

1. EXAMINATION OF REAL RESULTS IN THE CZECH REPUBLIC

Because only a minimum of data exists for the CR from
official resources, ascertaining them meant that it was
necessary to proceed to an analysis of available information on
individual cases of insolvency proceedings and deduce a
general concept on the course of insolvency proceedings
therefrom. A database gradually forms on the principle of
gradual gaining of data from individual proceedings; this
contains all cases of insolvency in the Czech Republic,
specifically those in which a debtor’s bankruptcy was
declared, the method of settling the bankruptcy was decided
and, at the same time, the insolvency administrator’s closing
report was approved; in other words, where the proceedings
were essentially completed (subsequent actions are then purely
administrative and change nothing in the real results of the
proceedings). At the same time, proposals that did not reach
this phase because they were rejected, suspended or dismissed
by the court (according to Section 142 to 146 InsA) were also
examined.

A. Parameters of the sample examined and discussion on

the sample

In total, 615 cases of insolvency proposals were scrutinized
and processed in the period spanning the second part of 2012
and the first months of 2013; this is 7.77 percent of all
proposals filed in the observed period (from 1 January 2008 to
the beginning of October 2012) and at the same time such
cases where the proceedings reached approval of the



insolvency administrator’s closing report, in some cases
proposals that were dismissed, suspended or rejected. Of
course, we now speak only of those filings that were aimed at
trading companies or entrepreneurs. The sample as such was
selected at random and every tenth case was investigated in the
order in which the insolvency proposals were presented to the
court.

B. Some general remarks on statistical recording of
insolvency processes

Here there are several aspects of a more general nature to
which attention should be drawn in so far as they can, under a
certain arrangement, entail a divergence of results gained (on
the basis of this sample) from future results stemming from
scrutiny of one hundred percent of all insolvency cases. It is
especially here where the definition of insolvency proceedings
and what exactly we understand by this concept are at issue. In
general, insolvency proceedings are understood rather as being
a longer system of steps in time, with the proviso that
decisions are made during these proceedings regarding the
debtor’s property and steps aimed at satisfying creditors are
taken. Ultimately, this broadest understanding of the situation
resonates with the definition of the term insolvency
proceedings as it is given in the Insolvency Act itself. “For the
purposes of this act it is understood that (...) insolvency
proceedings are court proceedings, the subject of which is the
debtor’s bankruptcy or threatening bankruptcy and its
settlement method.”(quoted according to [9] p. 3)

However, in real practice (as the presented survey has,
moreover, shown), a significant amount of insolvency
proceedings do not at all reach the phase of steps where the
debtor’s property would be touched and which would move in
the direction of satisfying the creditor, i.e. which would be a
settlement of a debtor’s bankruptcy and would thus correspond
in its content to what we consider to be insolvency
proceedings. In reality, a large number of proceedings are
suspended or otherwise terminated still before the debtor’s
bankruptcy is even declared, or, bankruptcy is declared in a
significant number of cases, but the proceedings do not
continue even so, the reason being the non-existence of
relevant property on the part of the debtor. This is a
considerable methodological problem from the angle of
statistics that would bear witness to the whole and
comprehensively describe events taking place in the context of
insolvency proceedings.

If we were to, for example, apply figures gained from
completed bankruptcies to all filed insolvency proposals to
assess satisfaction of creditors, our result would not say
anything about how well the insolvency system works. If a
significant percentage of insolvency proposals were rejected
due to faults, for instance, there would be no point in applying
these cases to the issue of yields for creditors. On the other
hand, if we applied the yields of these bankruptcies only to
those bankruptcies where satisfaction of creditors occurred, we
would also produce completely unrealistic statistical results.
These would not respect cases where no relevant property

stood against receivables.

C. Fundamental parameters of results

In Table 11, we can observe the basic division of these cases
that give us a certain primary concept especially on how
insolvency proceedings run when they commence. When
individual cases were being examined, however, it was found
that terms from Section 142 InsA were used imprecisely on the
parts of insolvency administrators; as a result, it cannot be
precisely determined from available documents how precisely
this paragraph was used. Section 142 makes a distinction in
individual points as to:

e rejection of an insolvency proposal due to faults,

e suspension of proceedings due to lack of conditions
for proceedings which cannot be removed or which
could not be removed,

e suspension of proceedings due to revocation of the
insolvency proposal,

e dismissal of the insolvency proposal,

o dismissal of the insolvency proposal for lack of debtor
property (for more, see [9] p. 291).

It would subsequently be necessary to interpret the data
gained and attempt (on the basis of experiences from cases
where the use of the above-mentioned section was defined
precisely) an interpretation of the other cases so as to be able
to continue in the analysis of the results of the survey.

TABLE 1. BASIC RESULTS FROM A SURVEY OF INSOLVENCY CASES
Number of cases Percentage of
the whole
Total number of cases in 615 100.00
the sample
Proposals rejected due to 93 15.13
faults
Suspended proceedings (e.g. 56 9.10
revocation)
Dismissal on general 126 20.48
grounds
Dismissal for lack of 153 24.88
property
Bankruptcy declared 179 29.11
Minor bankruptcy declared 8 1.30
Reorganization declared 0 0.00

Source: Insolvency register, own findings, own calculations

From the legal point of view, the following departure points
provided the basis for analysis:

e In a case of rejection, the procedure is defined more
precisely in Section 128 of the Insolvency Act; it is
assumed that the court acts in this manner if the
proposal does not contain all the prerequisites. A
seven-day deadline as of filing the proposal is
designated for rejection or for the court to summon the
plaintiff to supplement the proposal.

e Suspension of proceedings is defined by the civic
court code on a general level, and Section 108 is
specified for the purposes of the Insolvency Act; there,




a case where the plaintiff does not pay a deposit for
the expenses of insolvency proceedings is stated as
being one of the main causes for suspending
proceedings.

e Cases of revocation are then settled by Section 130. In
fact, this category included also other cases of
insolvency proceedings which are not dealt with by
Section 427 InsA (the main interests of the debtor are
in other EU countries and the debtor does not have
business premises on the territory of the Czech
Republic on the date when the proposal is filed),
possibly other variants where the court discovers
problems in the issue of local competence or
jurisdiction or, on the contrary, discover a problem in
the competence of the plaintiff.

As for the analysis of data gained, the most important
variant transpired to be the non-payment of the deposit for
costs of proceedings on the part of the plaintiff — in all
probability the creditor in the given context, although perhaps
peripherally it could also be the debtor (it is, however,
uncertain why it would file a proposal against itself if it were
unwilling to pay the deposit, which is a thoroughly predictable
requirement from the court before the proceedings are
continued, i.e. prior to a declaration of bankruptcy).

If we wanted to somehow interpret the situation where a
plaintiff does not pay a deposit, we must then assume that, in
such a case, the plaintiff does not expect any relevant debtor
property to be found, and thus does not expect that the deposit
will be returned (although a receivable equal to the receivable
behind the property base is at issue, which entails preferential
status). The plaintiff probably arrived at the opinion (during
the period between the filing of the proposal and the moment
when it was summoned to pay a deposit) that the debtor has no
marketable property, which is why it desists from further
proceedings. Or perhaps it did not concern itself with the issue
of the debtor’s property and had no information about it, but
expected that one of the other creditors would be willing to
pay the deposit — none, however, can be found that could be
convinced of the existence of relevant debtor property. In such
cases, however, we can assume that the debtor in fact does not
have any property at all that could cover the plaintiff’s or other
creditor’s costs (at least the deposit paid). This remark is very
important for the general interpretation of the problem of
insolvency proceedings in the Czech environment. On the
basis of these assumptions, we have considered the above-
mentioned cases to be of the type where lack of debtor
property was ascertained.

This means that we can consider rejections of proposals (in
one hundred percent of these rulings, in principle) to be cases
that, in their consequences, do not bear testimony regarding
the facts which interest us — i.e. on the utilization percentage of
insolvency proceedings, their efficiency, length and especially
on the insolvency situation in Czech economy generally.
Suspended proceedings may not “basically” commence, but
they do give a signal as to the extent to which debtors’
businesses enter into insolvency proceedings without any

meaningful property that would give creditors hope for at least
partial satisfaction of their receivables.

Rejection of an insolvency proposal and suspending of
proceedings are procedural rulings, while in both cases
commencement of insolvency proceedings may occur, but in a
case where a proposal is rejected, it is still debatable whether
we can understand the actual filing of the proposal and its
subsequent rejection as information on a debtor’s state of
insolvency, and we can even doubt whether (in certain cases of
suspension) the debtor is in fact a debtor in the sense of the
Insolvency Act. In reality, it would be best to exclude these
cases from statistical surveys completely, as their only
predicative ability is information on the administrative
burdening of the courts.

Sections 143 and 144 InsA concern cases of dismissal and
dismissal for lack of debtor property. In both cases, judgment
on merits and negative judgment at that are at issue. Dismissal
as such has, in turn, a relatively complex structure, and it is not
simple to deal with an interpretation of such a court ruling.
Most importantly, this is a case where it cannot be certified
that the plaintiff and at least one other person has a payable
receivable against the debtor. It is evident at the first glance
that a significant number of possibilities can exist here, from
cases where we are the witnesses of a bullying proposal and
the debtor is not necessarily in insolvency whatsoever and
does not fulfil conditions for declaration of bankruptcy, to the
variant where the singularity of the plaintiff and non-existence
of another creditor becomes apparent. This is highly unlikely
in reality, but not impossible.

Dismissal can occur even in cases where the debtor proves
that its inability to repay (not over-indebtedness) is the result
of illegal activity of a third party or when the state or a higher
territorially administrative whole vouches for its receivables.
The first variant is not unusual; we can consider the second to
be a special case.

Where dismissed proposals are concerned, we can thus
speak mostly of a situation where the plaintiff has not
corroborated the relevance of its receivable or when the debtor
is able to cast this receivable into doubt (or it is, for instance,
the subject of a lawsuit between the debtor and creditor and
the insolvency proposal is a step which is meant to induce the
debtor to be more accommodating in this lawsuit). But more
careful observation of specific cases shows that, even in this
case, there are a certain percentage of cases which we could
interpret as situations in which the debtor is objectively in
bankruptcy, and it can even be expected that it does not have
any relevant property at its disposal, but it stalls its bankruptcy
(or rather, formal declaration of bankruptcy) using various
methods — for instance, casting all of its receivables into doubt.
In an entire aggregate of dismissed proposals according to
Section 143, we are therefore faced with an interpretational
problem once again. This group of insolvency proceedings in
fact do not bear clear witness on insolvencies and, especially,
do not bear testimony as to the debtor’s situation or qualities
of the proceedings, but is rather a report on general relations in



the economic space of the country. We cannot really judge
whether the debtors in these insolvency proceedings are not
the victims of bullying or whether they are in fact bankrupt,
but are defending themselves against declaration of bankruptcy
thanks to formal errors on the parts of the creditors.

Cases dismissed for lack of debtor’s property are, by
contrast, quite evident. Further expenditure of creditors’ funds
or court energy makes no sense or insolvency proceedings as a
collective procedure when collecting receivables loses
meaning here. Cases of declared bankruptcies, minor
bankruptcies and, finally, reorganization that do not appear in
the given sample are similarly indubitable. Their singularity
has, however, already been shown earlier (especially [10],
[11], but also [6]).

D. The second level of data analysis

On the basis of the above-stated data from Table I, we can
now form a secondary model of the examined insolvency
proceedings. This modified data enables us to examine the
efficiency of insolvency proceedings as such, as in this way,
we are able if need be to separate insolvency proposals and
insolvency proceedings where the debtor is in fact not
bankrupt, the debtor’s bankruptcy cannot be proved, or the
proposal was filed without justification.

TABLE IlI. BASIC RESULTS FROM THE EXAMINATION OF INSOLVENCY
CASES
Number of cases Percentage
of the whole
Total number of cases in the 615 100.00
sample
Rejected proposals and suspended 213 34.64
proposals (inconclusive proposals
and similar)
Proposals terminated variously 215 34.95
due to non-existence of debtor
property
Proposals settled by one of the 187 30.41
methods for settling bankruptcy

Source: Insolvency register, own findings, own calculations [5] pp. 97-98

Table Il presents us with findings that are in themselves
valuable and, without doubt, interesting. Most importantly,
69.59 percent of cases of insolvency proposals (rejected
proposals or suspended proceedings plus proposals terminated
in various ways) do not even reach the phase which we
consider to be insolvency proceedings as such, where the
insolvency administrator and court take steps moving in the
direction of satisfying creditors’ claims. It is clear that, in view
of the administrative demandingness of the whole system, this
fact markedly reduces the efficiency of the insolvency process
and increases its costs, because even though proceedings do
not take place here, it is nevertheless necessary to exert a
certain administrative effort for this filing to be correctly
officiated. We are also witnesses to the situation where more
than a third (34.64 percent) of the entire number of insolvency
proposals raises doubts as to whether a bankrupt debtor truly
exists, whether the Czech courts are locally pertinent for
settling an incidental debtor bankruptcy or whether these

proposals have such serious faults that proceedings make no
sense. This is an extremely high figure and it is worth noting
that even if certain facts emerge that devalue the whole
insolvency proposal, the debtor is made public (in the
insolvency register, which, however, mostly means that
business partners usually take notice of this fact), and until a
decision is taken regarding further steps, Sections 103 and 111
InsA (where effects concerning the start of insolvency
proceedings are described) apply fully to it (the debtor).

The survey thus (at least in its present stage) confirms the
hypothesis according to which an enormous number of debtors
enter the insolvency process at a time when their businesses
(or when persons doing business) no longer own any relevant
property. Here we could probably find reasons why creditors
(despite indisputably higher-quality legislation) are still highly
distrustful towards insolvency proceedings and why they
frequently do not exert the expected activity.

E. The third level of analysis — obtrusive filings

If we were to look at the efficiency of insolvency
proceedings in the country in terms of the results summarized
in Table I, we would have to declare that any attempt to
increase their quality is faced with the considerable burden of
“obtrusive” proposals that do not and cannot lead to
satisfaction of creditors and thus to fulfilment of the sense of
insolvency proceedings. Furthermore, we must declare that a
part of these proposals (but not a substantial part from the
perspective of whole numbers) are motivated with the
intention to bully and, from the creditor’s point of view, are
meant to replace other procedures when collecting receivables
— for instance, an individual attempt at collection via
forfeiture. In certain cases, proposals that were probably filed
under unethical competition (aimed at damaging a competing
subject on the market) have been recorded. Such proposals are
usually connected with a debtor’s attempt to gain a public
tender and are meant to cast into doubt its ability to meet its
commitments.

The number of cases in which creditors are doomed in
advance to a one hundred percent loss from a receivable
devalues any endeavour towards practical impact (increase of
returns for creditors) through improvement of legislation. This
is especially marked if we agree to a more careful scrutiny of
data that were ascertained on such proceedings where steps
towards satisfaction of creditors (i.e. towards monetization or
at least an attempt at monetizing debtor’s assets) were truly
taken. A total of 187 of such cases appeared in our sample, of
which the vast majority were bankruptcies and, to a minimal
extent, minor bankruptcies. As regards reorganization, not
even one case appeared in our sample.

With knowledge of previous conclusions of the survey, it is
in fact not surprising that in 93 cases of insolvency
proceedings, when a debtor’s bankruptcy was settled by
bankruptcy or minor bankruptcy, no satisfaction of creditors
occurred and the deposits paid or the monetization of the
debtor’s property sufficed only to cover the expenses of the
proceedings and, in some cases, not even for these expenses,



so the state covered a part thereof. This made up 49.73 percent
of the whole, i.e. of the total number of declared bankruptcies
or minor bankruptcies.

If we added this number of 93 cases (in which lack of
debtor’s property was gradually discovered during insolvency
proceedings) to the already ascertained 215 cases from Table
I1l, our total number of proceedings in which the debtor’s
property did not suffice for partial (even minimal) satisfaction
of creditors would already reach 308, which is 50.08 percent
of our examined sample (615 cases). If we also accept the
thesis that, of those 615 cases, 213 cases (see Table Ill, the
row of proposals rejected or suspended) de facto did not fulfil
conditions for settlement through insolvency proceedings (or
were bullying), the proportion of these cases in fact increases
to 76.61 percent.

Therefore, up to two thirds of insolvency proceedings
conducted in the CR on the basis of legitimate insolvency
proposals were of the sort where debtor’s property no longer
exists and creditors receive no satisfaction whatsoever.

F. The fourth level of analysis — rate of return

In the preceding comparison, we worked in a basic sample
even with insolvency proceedings where no ascertainment of
the volume of receivables occurred; we are thus unable even to
estimate what sum the creditors lost and we are also unable,
therefore, to finish calculating an estimate for the entire sample
of insolvency proceedings. In the following passage, we focus
on an analysis of the rate of return for creditors in those cases
where business failure was declared and the debtor was
declared bankrupt (or a minor bankruptcy was declared). This
means that we now speak of cases where the debtor has some
property at its disposal or where a creditor was willing to pay a
deposit for the proceedings’ expenses and risk (besides its
receivable) further loss of money. In the second case, payment
of a deposit suggests that the creditor has some information
about the debtor’s situation.

In our sample, we discovered a total of 187 cases where the
debtor was declared bankrupt or a minor bankruptcy was
declared. In the context of these insolvency proceedings,
receivables amounting to a total of 245.1 million crowns for
secured creditors and 2,224.3 million for non-secured creditors
were claimed and recognized, i.e. a total of 2,469.4 million for
both groups of creditors together. In comparison with the
volume of recognized receivables, the yield from monetization
is essentially marginal. A total of 89.4 million crowns were
paid out, of which 61.2 million was paid to secured creditors
and 28.2 million to non-secured creditors. The average
satisfaction of debt thus reached 3.62 percent. In the context of
these proceedings, secured creditors were satisfied at a rate of
25 percent of their claimed and recognized receivables, non-
secured creditors at a rate of 1.26 percent.

Total number of cases in the sample 187 | 100.00

Cases in which creditors are satisfied 94 50.27

Cases where creditors are not satisfied 93 49.73

Volume of recognized receivables total 2469.4| 100.00

(mil. CZK)

The volume of recognized secured 2451 9.93
receivables (mil. CZK)

The volume of recognized, non-secured 22243 90.07
receivables (mil. CZK)

Total paid out to creditors (mil. CZK) 89.4| 100.00

Paid out to secured creditors 61.2 68.46

Paid out to non-secured creditors 28.2 31.54

Total pay-out ratio (paid out/receivables) 89.4/2 469.4 3.62

Pay-out ratio to secured creditors (paid 61.2/245.1 24.96

out/receivables)

Pay-out ratio to non-secured creditors 28.2/2 224.3 1.26

(paid out/receivables)

TABLE IV. THE FINAL RESULT MODEL OF SATISFACTION OF CREDITORS
Number of Percentage
cases/volume of the
whole

Source: Insolvency register, own findings, own calculations

The very low rate for non-secured creditors is not surprising
as it was never assumed that the result should be somehow
wildly divergent here. In certain partial studies, the rate of
return was estimated even lower; InsolCentrum, for instance,
gives two possible figures — 1.99 percent or 6.22 percent
(These are data from proceedings that took place during 2011),
which are made public in a very partial way on the server
insolcentrum.cz). However, the rate of less than 25 percent for
secured creditors is clearly the greatest surprise in the survey.
An interpretation of this result is quite complicated. However,
it seems to be a summary of various aspects, where especially
two are crucial:

e The crisis — in essence, the economic recession and the
drop in asset values connected thereto has been
continuing throughout the time the Insolvency Act has
been fully functional, which also concerns to the entire
extent the manner of securing loans, i.e. pledging of
real estate. This crisis has, moreover, deepened in
time, which leads to the effect of insufficient securing
of loans.

e  Glut of supply — the growing number of bankruptcies
of entrepreneurial subjects leads to a glut of collateral,
while demand is poor due to the recession. This does
not apply only with real property, but also with
machinery and other movables.

The problem of low rates of return for secured creditors is
in all probability not connected with legislation, as this is
accommodating to creditors in this case. This creditor has
considerable control of the manner in which the collateral is
sold, it has the possibility to influence costs for maintenance of
the collateral and further costs connected thereto (for instance,
approve expenditures for securing and insuring the real estate),
the insolvency administrator’s fee is transparent and can be
estimated fairly clearly.

IV. CONCLUSION

One of the main characteristics of the insolvency process in
the Czech Republic in the post-2008 era has been the obvious
lack of assets in the balance sheets of debtors, which hinders
any sensible outcome of the insolvency proceedings. This is



http://www.insolcentrum.cz/

also the reason why the level of satisfaction achieved by
creditors, both secured and unsecured, has been very low, with
cases where the government has to cover the cost of the
proceedings with public money not being so rare. An extensive
statistical research carried out on a representative sample of
insolvency proceedings initiated after the Insolvency Act took
effect (after 01 January 2008) has revealed that the creditors
satisfy a mere 3.62% of their registered and recognized claims.
While the secured creditors see 24.96% of their claims
satisfied, the unsecured creditors recover only 1.26% of their
total claims. These numbers are in stark contrast with
international comparisons according to which the level of
recovered claims in the Czech Republic attains more than 50%
(56.3% in 2012).
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