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STUDYING THE ESSENCE
OF "ENTERPRISE INSOLVENCY" ECONOMIC CATEGORY

UDC 336.279

I. Neskorodeva
S. Pustovgar

This article investigates the causes and consequences of violating the solvency of an enterprise, the possibility of
restoring the solvency and enterprise functioning for various forms of the solvency violation. As a result of analysis of
regulatory acts, and also scientific works of national and foreign scientists, the authors have also distinguished between the
concept of "enterprise insolvency" and the related concepts of "bankruptcy”, "ordinary default”, "technical default" and
"crisis”, characterizing the solvency violation. Based on the morphological analysis the economic content of the concept of
"enterprise insolvency" has been clarified from the point of view of its essence, causes and consequences.

Keywords: enterprise insolvency, bankruptcy, enterprise crisis, technical defautt, ordinary default, financial condition,

financial flows, failure.
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NPUATURA C NO3NLMK Ero CYLUHOCTW, NMPUYUH BOIHUKHOBEHNA U NOCNEACTBMIA.
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¢honT, 06bI4HbIN AedOoNT, hUHAHCOBOE COCTOAHUE, (OMHAHCOBbIE NOTOKU, HECOCTOATENLHOCTD.

Under the conditions of an unstable economic situation cha-
racterized by unprofitability of business entities’ activities, growing
number of enterprises subject to insolvency proceedings, and growing
percentage of bankrupt and loss-making businesses in the total
number of registered business entities special attention is given to the
diagnosis of enterprise insolvency.

The issues of enterprise insolvency have been studied by
such scientists as: Ye. Andrushchak, V. Altynnik, N. Bilolipetskyi,
1. Blagun, 1. Blank, M. Kyzym, M. Skvortsov, V. Koshkin, G. Lyashen-
ko, O.Plastun, N.Poyda-Nosyk, R.Sayfulin, L. Sytnyk, O. Teresh-
chenko, Ya. Fomin, A. Sheremet [1 — 7]. However, despite the consi-
derable humber of works devoted to examining this issue the problem
of distinguishing between the concept of "enterprise insolvency" and
the related concepts of "bankruptcy", "ordinary default”, "technical
default” and "crisis" remains unsolved as they are equated in papers
of a number of scientists [1; 2; 6}, that complicates the process of
identifying the insolvency status of an enterprise and the stabilization
of its financial condition.

The article aims at investigating the essence of the concepts
which characterize the state of affected solvency of an enterprise and
the clarification of their economic sense using the maorphological
analysis.

The analysis of the sources reveals non-uniqueness of the
views on the essence of "bankruptcy" concept. Most of the authors
identify bankruptcy of an enterprise as insolvency, however, there are
other opinions according to which this category is viewed as the process
of selling assets, the fact of declaring bankrupt, unsatisfactory business
state, failure, the result and a form of a crisis state, an element of market
economy, a means of protection of owners’ property rights.

Within the framework of the first approach [1 = 3; 6 ~ 9]
bankruptcy is viewed as the inability to restore solvency, satisfy
creditors’ requirements, pay off and settle temporary obligations, fulfill

budgetary obligations, continue business operation, and finance current
operational activities.

O. Plastun, O. Tereshchenko and Ya. Fomin view bankruptcy
as the result or a form of a crisis state [5; 10). N. Bilolipetskyi proposes
to equate it to a failure, determines bankruptcy of an enterprise as its
failure and relates its emergence to the company's liabilities
exceeding the market value of its assets [11].

The Macmillan dictionary of modem economics views bankruptcy
of an enterprise as a purely legal category: legal procedure of selling
assets to the benefit of creditors [12]. The legal aspect of the bankruptcy
of an enterprise is also studied by V. Koshkin who defines it as the legal
fact following a voluntary or involuntary declaration of a liquidation
procedure as a result of the recognition of this state by the court. The
drawback of the given interpretations is the absence of an explanation
of the economic constituent of the examined concept: its causes and
consequences, which doesn't give the possibility to form a compre-
hensive idea of the category. :

M. Skvortsov, L. Sytnyk and N. Poyda-Nosyk see the causes
of an enterprise’s failure to meet creditor's requirements in the negative
financial results, economic unremunerativeness, and unprofitability of
business activities which in the long run result in the absence of
sources of self-financing of the current activities of an enterprise and
inability to fulfill the undertaken obligations [4; 7]. Other causes of
bankruptcy are related to the lack of assets in the liquid form by
Ye. Andrushchak and to the unsatisfactory management system by O.
Tereshchenko [1; 10]. The said reasons do not reflect the problem
sphere of the enterprise’s activities since they are the manifestation of
the negative influence of other factors of production, management,
innovation, investment and external character. Hence, we need to
consider the original causes of bankruptcy — external and internal
factors which affect the financial state: low liquidity level, financial
stability, unprofitable operation.
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A number of scientists [1 — 3; 7; 13 — 15] pay attention to the
legal constituent of the essence of bankruptcy, i.e. the recognition of
insolvency by a commercial court. The Macmillan dictionary of modem
economics views the studied concept as the final stage of bankruptcy
proceedings, the Ukrainian Law "On Restoring Debtor Solvency or
Declaring a Debtor Bankrupt” emphasizes applying an enforced
liquidation procedure, and V. Koshkin views bankruptcy as a fact
emerging with voluntary and involuntary execution of a liquidation
procedure at an enterprise [12; 16}.

The authors’ opinions also differ with regards to the meaning
and consequences of bankruptcy of an enterprise. In particular,
|. Blagun emphasizes the positive side of the studied category and
views it as an element of a market economy which bears a redistri-
bution function with the purpose of ensuring efficiency of resource
utilization. Other authors view bankruptcy of an enterprise as a ne-
gative phenomenon at the micro- and macrolevels resulting from
unsatisfactory management and inefficient operation, causing liquida-
tion of business entities and undermining the stability of the economy
as a whole.

The analysis the authors carried out has shown that there are
different opinions on the meaning, causes and roles of judicial bodies
in the process of bankruptcy of an enterprise. That's why, in order to
solve the unsolved issues the authors have formulated the definition
of the concept of "enterprise bankruptcy” which should be viewed as
the state of an enterprise recognized by a commercial court and
characterized by the enterprise’s failure to satisfy creditors’ demands,
fulfill budgetary obligations, and continue business operation, caused
by the negative influence of external and internal factors and leading
to the application of a liquidation procedure.

As for the default of an enterprise, this category should be
viewed divided into ordinary and technical default though this division
is not applied in most of the literary sources, including regulatory acts
[17]. However, the said categories have different essence that
preconditions their division and detailed analysis. .

The Regulation of the National Commission on Securities and
Stock Market views default as a bond issuer's failure to pay the
interest income on bonds and/or to pay off the nominal value of its
bonds in part or in whole [17]. This definition narrows down the
meaning of default being limited to the failure to fulfill the conditions
related to bonds. However, the concept of default may also be used
under the circumstances of failure to fulfill debt obligations other than
securities that is evidenced by the following explanations of the term
of "default".

Reference and regulatory literature sources view default
(ordinary) as a state of an enterprise characterized by insolvency,
failure to pay off, settle debt obligations, and fulfill the conditions of a
credit contract. This definition which doesn't indicate the severity and
the consequences of the negative financial state is given in the whole
reference literature and in the Regulation of the National Commission
on Securities and Stock Market. The absence of any specification of
consequences of this state is related to the absence of division into
technical and ordinary default.

However, the Credit-Rating Agency and the National Bank of
Ukraine strictly distinguish between these two types of default. Default
(ordinary) is regarded as a subject’s failure to fulfill the conditions of a
credit contract or other conditions related to debt obligations or securities
which results in bankruptcy [18]. That is, default is the bankruptcy of an
enterprise declared by the commercial court, however, provided that the
debtor and the creditors reach a compromise, the debt may be restructu-
red and the debtor's solvency restored.

In order to clarify the essence of the category of technical
default the authors have reviewed the definitions of the Credit-Rating
Agency, the one of the National Bank of Ukraine and those of such
scientists as N. Perederiienko and Kotliarevskyi [18; 19]. And it has
been determined that technical default is a temporary breach of
contract conditions which doesn't lead to bankruptcy and which allows
for the possibility to restore the enterprise’s solvency and fulfill the
contract conditions.

The authors of the works [5; 10; 20 — 22] define an enterprise’s
bankruptcy and default as the result, a form of a crisis state, that's
why we need to study the essence of the category of a crisis of an
enterprise. A crisis of an enterprise is viewed as a form of instability of
an enterprise and of its viability parameters; a phase of an economic
cycle; a state of sharpening the conflicts; an emergency situation; a
hard situation; a turning point; a change of trend.

N

V. Podolska and |. Blank are the representatives of the first
approach to the interpretation of the concept of a "crisis of an
enterprise" within which this category is viewed as a form. The named
authors explain a crisis of an enterprise as a form of disturbance of
the enterprise’s viability parameters or its balance that occurs with a
determined regularity at certain stages of a life cycle of an enterprise.

The keywords for explaining the essence of a crisis of an
enterprise in the works are a phase of a life cycle which is
characterized by imbalance and limited abilities and has a negative
impact on the enterprise operation, as well as a development phase [23).

A crisis is viewed from a negative side only by the authors of
the works [24 — 26] who regard the studied category as a state of
sharpening the confiicts, internal industrial and social and economic
relations. A crisis as a turning point and a change is perceived by the
authors of the work [27] who regard the crisis as a change of a
growing trend to a decreasing one while K. Zalogina considers it as
stable considerable fluctuations which go beyond the set range of
acceptable values.

A. Chernyavskyi, V. Podolska, and L. Sytnyk name the
uncertainty of the external and internal environment of the enterprise
operation among crisis causes. | Blank gives a more specific
definition to crisis causes by determining the factor of discrepancy
between the actual state of the financial potential of an enterprise and
the necessary scope of its financial needs [2; 7].

There is no consensus on the consequences of the crisis for
the enterprise, either. For instance, K. Zalogina pays attention to the
hardly predictable consequences of both positive and negative nature;
among the positive consequences of a crisis V. Voronkova and
V. Podolska mention the emergence of additional operation and
development opportunities for an enterprise. A crisis stimulates
searching for more efficient ways of using resources: closing
inefficient departments, developing resource-saving technologies,
increasing labour productivity. However, these positive changes are
conditioned upon an efficient management system of the enterprise
which manages to timely and adequately respond to the negative
changes.

Thus, a crisis of an enterprise is a state of an enterprise
characterized by the change of a growing ‘trend to decreasing one
which goes beyond the set range of acceptable fluctuations of
financial indices which has negative consequences for the enterprise,
including the enterprise insolvency.

The key position in defining the concept of "insolvency" is the
failure to fulfill the obligations to the creditors, budget, obligatory state
social insurance bodies, and to pay off the debts. A number of works
[3; 12] define insolvency as a state characterized by the failure to fulfill
the obligations to the creditors and the presence of failures in the
production and business operation.

Thus, by its nature insolvency, like bankruptcy and default, is
a state of an enterprise characterized by the failure to fulfill its
obligations. However, while bankruptcy and default of an enterprise
are viewed as the failure to settle the obligations without the possibility
to restore solvency and to continue business operation, the analysis of
insolvency [2 — 3; 10] emphasizes the temporary inability to settle the
obligations, that allows to restore the solvency of business entities.

The causes of insolvency of an enterprise are the same as
those of bankruptcy — unsatisfactory financial state, that is the
insufficient level of liquidity and financial stability, unremunerativeness
and unprofitability of operation resulting from a crisis of the enterprise.
However, insolvency, as well as bankruptcy, must be studied much
more profoundly, distinguishing between the impact of extemal and
internal factors as its causes. '

The consequences of insolvency are different from those of
bankruptcy. For instance, declaring an enterprise bankrupt implies its
liquidation while insolvency leads to disturbance of financial flows of
an enterprise which, in the absence of the necessary measures of
operational management, may lead to winding up of the enterprise
operation, however, with the timely response and settiement of the
problem aspects of an enterprise operation, the enterprise solvency
can be restored and its financial state can be stabilized.

Thus, insolvency is a state of an enterprise characterized by
the failure to satisfy its creditors’ demands and to fulfill obligations as
a result of the negative impact of external and internal factors which
leads to disturbance of financial flows.

The results studying the essence of the categories characterizing
the disturbance of an enterprise's solvency are shown in the Figure.
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The state of an enterprise characterized by the failure to satisfy its creditors’
demands and to fulfill obligations as a result of a negative impact of external
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Fig. The resuits of studying the economic sense of enterprise insolvency

The failure of an enterprise to satisfy creditors’ demands is
the characteristic, common feature for enterprise bankruptcy, ordinary
and technical default, and insolvency. Herewith the definitions of the
concepts of "bankruptcy”, “ordinary default" and "technical default”
specify the particular circumstances of such a state: for ordinary
default it is insolvency which generally leads to bankruptcy of an
enterprise; for technical default - insolvency resulting from refusal to
fulfill obligations; for bankruptcy — legal recognition and impossibility to
continue business operation of an enterprise. Since insolvency does
not imply any particular specifications of such a state of an enterprise,
this category is considered as the general one while bankruptcy,
ordinary and technical default as the forms thereof.

The studied categories differ in the severity of crisis
phenomena manifestation and in the role of judicial bodies. For
instance, bankruptcy has the most severe consequences for the
enterprise recognized by the court: inability to continue business
operation, failure, and liquidation. Ordinary default has the same
consequences in case it’s legally recognized.

Technical default, unlike the examined states of an enterprise
characterized by the failure to satisfy creditors’ demands, is a state of
an enterprise resulting from the debtor's refusal to fulfill the conditions
of a credit contract. When a technical defautt occurs the debt is restructured
that leads to the restoration of the solvency of an enterprise.

Thus, bankruptcy of an enterprise, ordinary and technical
default are manifestation forms of insolvency of an enterprise which is
a general category used to describe the state of an enterprise when it
fails to satisfy creditors’ demands because of the crisis at the
enterprise. The consequences of the insolvency of an enterprise
include disturbance of financial flows and stopping payments with the
possibility to restore solvency, and bankruptcy is regarded as the
extreme form of insolvency leading to the application of a liquidation
procedure to the enterprise.

As a result of the study the authors have distinguished
between the concepts of "crisis", "technical default”, "ordinary default",
“bankruptcy”, and "insolvency” and clarified the economic content of
insolvency of an enterprise from the point of view of its essence,
causes and consequences. The prospects for further research in this
direction include studying the methodic approaches to the diagnosis of
insolvency of an enterprise.
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NMPOMWUCINOBE NIANPUEMCTBO
AK CUCTEMA COLIANIbHO-CTPATUDIKALINHUX
BIAHOCWH KOANILIi BNACHUKIB PECYPCIB

Y/[IK 334.72.65.007

Lleeyyk O. A.

Po3rnaHyTO couiocTaTycHy TpaHcgopmauilo ocobucToCTi Ha NPOMUCNOBOMY NIANPUMEMCTBI, Aka BiabyBaeTbCA
BHACMA0K iHCTUTyUioHaNi3auil WWPOKOro Knacy BRacHWKIB Ta MPW3BOAUTb A0 (POPMYBAHHSA HOBOI €KOHOMIMHOI eniTu.
3anponoHoBaHO PO3rNAAaTH NPOMUCNOBE NIANPUEMCTBO AK CUCTEMY, ENEeMEHTH AKOT nepebyBaioTb y NEeBHUX 3B'A3Kax Ta
B3aEMOBIAHOCMHAX. BM3HayeHo, WO B OCHOBI BHYTPILLHLOI OyA0BM NIANPUEMCTBA NEXWUTL iEpapXxidHui cTpaTudikauitHuin

NPUHYMN — NnpuHuun cyGopauHadii.

3 metow Ginbw rnuboxoro ycBiaOMNEHHR cTpaTudikauinHoi CTPYKTYpU NPOMWCNOBOro RiANPWEMCTBA 3anpo-
NOHOBaHO PO3rNAAaTH MOro AK "koaniyito BNacHukie pecypcis”, Aki 3HaXOAATLCA B NEBHOMY iEPaPXiYHOMY NiANOPAAKYBaHHI.
MigkpecneHo, o 8 OCHOBI Takol CTPYKTYPM NEXWUTbL aCUMETPUYHICTL pO3Noainy pecypcie MK BNacHUKamu NignpueMcTs,

MEHEAKEPaMK Ta TPYAOBUM KOMEKTUBOM.

Knro4osi cnosa: NpoOMWCIIOBE NIANPUEMCTBO, CUCTEMa, NIOACbKUIA Kanitan, npuHuvn cybopaunHauii (iepapxiyHocTi),

crpartudikauis, enira.
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