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Krzysztof Gawron (Poland), Alina Yakymchuk (Ukraine), Olena Tyvonchuk (Ukraine)

THE BANKRUPT ENTITY’S
ASSETS VALUATION METHODS:
POLISH APPROACH

Abstract

The assets of a business entity that is subject to bankruptcy proceedings form bankrupt-
cy estate. The correct assessment of its value is a necessary pre-condition to save time
and cost effective bankruptcy proceedings. The article presents the valuation methods
applied in Poland for assets consisting of real estate and movables that collectively con-
stitute the bankruptcy estate. The main objective of this study is to assess the reliability
and efficiency of the appraisals of book, market and forced sale value in relation to the
possibility of correct estimation of funds obtained from the sale of individual assets
in the course of liquidation proceedings. The article presents the results of a study
conducted in 15 intentionally selected enterprises in bankruptcy operating on the ter-
ritory of Lubelskie Voivodeship in Poland. It offers the analysis of applied valuation
methods and the description of specific conditions of sale of bankrupt entity’s assets in
accordance with legal regulations and applied practices. In particular, it compares the
differences in the value of the examined assets determined by different methods and
identifies the reasons for these differences. The most important conclusion of the study
is the fact that neither the market value nor the book value allow for reliable estimation
of the revenues that could be obtained from the sale of the bankruptcy estate, which
makes it impossible to determine the probable level of satisfaction of creditors’ claims.
The specific nature of sale under bankruptcy justifies the use of the forced sale value
despite difficulties connected with its estimation. The basic recommendation is the ne-
cessity to supplement the valuation report with the estimation of the forced sale value
along with the comprehensive description of the algorithm of its calculation.

Keywords assets valuation, book value, market value, forced sale

value, bankruptcy, liquidation

JEL Classification  G33, M41, D46

INTRODUCTION

Bankruptcy is a legal instrument, which enables creditors to jointly
pursue claims against insolvent debtors. Its aim is to ensure that cred-
itors’ claims are satisfied fairly and to the highest possible degree. The
main sources of bankruptcy law in Poland are the Bankruptcy Law
Act as of February 28, 2003, which regulates the procedures involved
in bankruptcy estate liquidation, and the Restructuring Law Act as
of May 15, 2015, which regulates the restructuring proceedings. The
decision to declare liquidation bankruptcy is taken by the court after
examining an application filed by an insolvent debtor or one of his
creditors, provided that it is not possible to effectively restructure the
given entity. This procedure is aimed at obtaining funds necessary to
satisfy creditors’ claims by selling the enterprise, its organized part or
its assets.

Bankruptcy systems worldwide are based on similar foundations and
pursue similar objectives. Nevertheless, certain differences may also
be observed in different countries. This results from many factors that
influence the development of national bankruptcy systems. These in-
clude, among others, the applied system of law, both civil and com-
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mon, the adopted principles of economic and social policy, various cultural customs and traditions, the
size of the economy and the level of its development, preferences in the methods of dispute resolution
in either judicial or extra-judicial proceedings, the attitude to the liquidation of an insolvent entity
(Prusak, 2011, p. 122).

There are several classifications of bankruptcy systems in the world. In their research, La Porta, Lopez-
de-Silens, Shleifer, and Vishny (1997) distinguished the countries in which the treatment of the debtor
and his creditors developed under the influence of common law and those in which it results from the
development of civil law (La Porta et al., 1997). Countries belonging to the first group, e.g. the UK, the
USA, Canada, Australia or Israel, grant a greater range of rights to creditors and investors at the expense
of protecting the rights of debtors. The second group includes countries, which have built their bank-
ruptcy system on the basis of civil law, mainly of German origin (e.g. Germany, Austria), French origin
(e.g. France, Belgium, Italy) or Scandinavian origin (e.g. Denmark, Sweden).

However, recent research has shown that the development of bankruptcy systems is currently less af-
fected by the origin of law, but is increasingly affected by institutional changes in economics and pol-
itics, as well as by other approaches to law interpretation, technological progress, emerging crises and
corruption (Berglof, 2001). The basic classification of global bankruptcy systems is their division into
restrictive and liberal systems (Sgard, 2006). The first group is used in countries that focus mainly on
attracting the investors and foreign capital. Restrictive bankruptcy systems protect first and foremost
the interests of creditors. The purpose of bankruptcy proceedings is to maximize the satisfaction of their
claims, most frequently through the liquidation of the debtor’s entity. The systems favoring creditors are
found in the UK, Germany, Japan, Italy, China and Sweden. Liberal systems are characteristic of coun-
tries focused on economic stability and job protection. The solutions adopted in this model protect the
debtor’s enterprise and include instruments that enable taking restructuring actions to postpone the
deadline for repayment of liabilities. The countries favoring debtors include, for instance, France, Spain,
countries of Latin America, the Middle East and Africa. The mixed system, which exists, inter alia, in
the USA and Canada, seeks to find a balance between the protection of the interests of debtors and cred-
itors. In recent years, many countries and international organizations have taken steps to reform their
bankruptcy laws. The undertaken reforms aim at increasing the importance of reorganization and re-
structuring procedures and at minimizing the number of liquidation proceedings. An example of such
an approach is also the implementation of bankruptcy law reforms in Poland.

In Poland, the initiation and implementation of bankruptcy proceedings is one of the basic premises for
the valuation of the business entity’s property. Valuation consists in appraising the value of the enter-
prise and its assets as well as the economic effects of the decisions made; the level of quality of such val-
uation should ensure that the recipients of this information are able to assess the effects of actions taken
in the past and make the most advantageous decisions in the future (Kamela-Sowinska, 2006, p. 22).

Despite doubts related to the valuation reliability and the need to incur additional costs and often also
to extend the time of bankruptcy proceedings, valuation is a necessary and fundamental procedure to
achieve the objectives of bankruptcy as a legal instrument. Correct appraisal of the assets value is the
basis for making rational decisions, which allows for effective and efficient bankruptcy proceedings, but
also for taking appropriate actions related to bankruptcy proceedings both before their formal com-
mencement and at each stage of their implementation (Ratner, Stein, & Weitnauer, 2012, pp. 13, 96, 98).

The category of value determined in the course of valuation is closely related to the type of prices applied.
Pursuant to the provisions of Polish bankruptcy law, the assets composing the bankruptcy estate must
be appraised based on their book value, mainly for the purpose of financial reporting, and based on the
market value. The market value of the bankruptcy estate should enable the most reliable estimation of
the amount of funds obtainable from the sale of this estate in the course of liquidation proceedings, and
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thus enable the assessment of the anticipated degree of the satisfaction of creditors’ claims. Due to the
specific nature of sale under bankruptcy proceedings, in addition to the market value, some values also
determine the forced sale value. The present article provides an assessment of bankruptcy assets valua-
tion according to the above three types of value in terms of their objectivity, accuracy and usefulness in
achieving the objectives of bankruptcy proceedings in Poland.

1. LITERATURE REVIEW

1.1. Bankruptcy estate
as a subject of valuation

On the day of the declaration of bankruptcy, re-
gardless of the adopted mode of its conduct, the
debtor’s assets become the bankruptcy estate. This
consists of assets belonging to the debtor’s enter-
prise at the moment of bankruptcy declaration
by the court and assets acquired in the course of
bankruptcy proceedings. Certain assets are ex-
empt from this rule, including items necessary for
the survival of the debtor and the maintenance of
his family for at least two weeks and other assets
excluded from the bankruptcy estate pursuant to
a resolution adopted by the Creditors’ Meeting
(Bankruptcy Law, 2003, Arts. 63, 64, 121). The as-
sets comprising the bankruptcy estate are deter-
mined by the receiver of a bankruptcy who makes
an inventory and a list of claims. The inventory
register should contain a list of all rights, movable
property, real estate, cash in hand and bank de-
posits administered by the receiver (Bankruptcy
Law, 2003, Art. 69). The inventory and the list of
claims are prepared on the basis of books of ac-
count and undisputed documents.

The most common practice, especially in the case
of bankruptcy of entities having significant assets,
is to appoint a court expert to prepare a proper
valuation of the assets comprising the bankruptcy
estate. The current legal provisions do not clear-
ly specify the criteria for the selection of such an
expert. It is typically made on the basis of recom-
mendations made by the head of the enterprise or
creditors, depending on the nature of the enter-
prise’s activity and its assets. However, if the en-
tity’s assets include real estate, which applies to a
vast majority of business entities, the choice of a
court expert is made from among persons having
professional qualifications of a certified assets val-
ue who in such a case has no right to refuse to per-
form this function.

http://dx.doi.org/10.21511/imfi.16(3).2019.28

The aim of the valuation of entity’s individual as-
sets is to determine the current value of these as-
sets. The provisions of Polish bankruptcy law do
not specify the type of the estimated value or the
methods and techniques of such valuation. The key
issue in the dispute over the valuation of assets in
bankruptcy is the choice between “going concern
values” and “liquidation values”. If a given entity
intends to continue its operation in a substantially
non-decreased scope, it is assumed that the assets
held by it are adapted to the conducted business
activity. Their value will be gradually transferred
to the value of manufactured goods or rendered
services. Therefore, the assets value of such an en-
tity can be determined by appraising the future
economic benefits of the entity generated by hav-
ing and using a particular asset. The assets value of
such an entity can also be determined on the basis
of their prospective sale at prices that include the
anticipated profit margin. “Going concern values’
take into account future events and the need for
discounting for risk and the time value of mon-
ey (Fortgang & Mayer, 1985, pp. 1063-1064). If the
going concern assumption is unjustified, the as-
sets liquidation value is determined. It depends on
how much time the seller has at his disposal and
who, where and how sells. Hence, a distinction is
often made between orderly and forced liquida-
tion (IVS, 2017, IVS104 par. 80.1). In the first case,
there is a reasonable time for the sale of assets un-
der normal market conditions. In the latter case,
assets are liquidated as quickly as possible and the
obtained sale price is below the market value.

>

1.2. Book value

The book value is determined by the application
of prices at which given assets are included in
the balance sheet of a business entity. The cur-
rently applicable IFRS regulations and the pro-
visions of the Polish Accounting Act allow to
distinguish two basic models of balance sheet
valuation, i.e. the historical cost model and the
fair value model.
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The historical cost model is based on historical
cost measures and the prudent valuation principle.
At the balance sheet date, the initial value of an
asset is decreased by depreciation write-offs, if it is
subject to depreciation, and write-offs for impair-
ment losses, if any. Impairment losses arise when
“it is highly probable that an asset controlled by the
entity will not bring in future, in large part or en-
tirely, expected economic benefits” (ISAP, 1994).

The fair value model, as its name suggests, us-
es the fair value as a valuation parameter. At the
balance sheet date, the value of an asset disclosed
in the books of account is revalued to its fair val-
ue through a revaluation write-down or write-up.
Under this model, it can result in both a reduction
and an increase in the current value of the asset.

The Polish Accounting Act indicates the dominat-
ing role of the historical cost model, although in
certain situations it allows for a departure from
historical costs in favor of the fair value. This is
due to the fact that the prudence principle is em-
phasized as a decisive factor in the process of bal-
ance sheet valuation of assets. This is a general
method of balance sheet valuation of assets of the
going concern. It is applied to entities that are sub-
ject to restructuring procedures.

A rejection of the going concern assumption re-
sults in that the balance sheet valuation of the enti-
ty’s assets is based on “the net realizable value, not
higher than their acquisition price or manufactur-
ing cost, less any previous depreciation and amor-
tization write-offs and write-offs for impairment
losses” (ISAP, 1994, Art. 29). This is a typical case
of bankruptcy proceedings aimed at liquidation of
the bankruptcy estate. If the net realizable value
is less than the value determined on the basis of
acquisition price, manufacturing cost or fair value,
an adjustment should be made by way of a revalu-
ation write-down. If the historical cost value is less
than the net realizable value, the prudence princi-
ple should be applied.

In summary, valuation in accordance with the
Polish accounting principles does not allow to in-
crease the values disclosed in the balance sheet if
the market value exceeds the book value, even if
it was justified and documented in the valuation
prepared by an assets value. From the point of view
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of bankruptcy proceedings, only the information
about the current value of the debtor’s assets real-
izable in the case of forced sale is crucial, and for
this purpose the balance sheet valuation cannot
be entirely considered as useful, in particular in
the case of fixed assets (Bauer, 2014, p. 658). The
balance sheet value may constitute a starting point
for the valuation of the enterprise as a whole using
property methods (Ratner et al., 2012, pp. 25-27)
or a basis for determining the value of real estate
using the so-called accounting method (Mooya,
2016, pp. 52-54).

1.3. Market value

Market value is clearly defined globally as “the
estimated amount for which an asset or liability
should exchange on the valuation date between a
willing buyer and a willing seller in an arm’s length
transaction, after proper marketing and where the
parties had each acted knowledgeably, prudently
and without compulsion” (EVS, 2016, EVSI; IVS,
2017, IVS104; RICS, 2017, VPS4). An identical defi-
nition is also introduced in Polish law (ISAP, 1997,
Art. 134) and Polish valuation standards (PFSRM,
2017, par. 2.1). The above definition emphasizes
two basic assumptions of market value estimation.
The first is to ensure proper marketing of the sold
asset, in particular the length of its exposure to
the market should be sufficient to attract an ad-
equate number of potential buyers. The second
premise is that both the seller and the buyer are
not forced to enter into and complete the transac-
tion. The market value is therefore the price that
would appear on a hypothetical contract or equiv-
alent document at the valuation date, reflecting
all the factors taken into account in the prepara-
tion of the bids by all market participants and the
highest and best use of the asset, i.e. the one that
maximizes its productivity and is possible, legal-
ly permissible and financially feasible (IVS, 2017,
IVS104).

An assets value that appraises the market value of
the assets of the bankruptcy estate, both real estate
and movable property, has, within the framework
of applicable laws, exclusive rights to select the ap-
proach, method and technique of valuation. In the
case of real estate, the choice of valuation method
depends in particular on: the purpose of valuation,
type and location of the real estate, its intended

http://dx.doi.org/10.21511/imfi.16(3).2019.28
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use, the level of technical infrastructure, the state
of development, available data on prices, income
and characteristics of similar real estate items.

The methods of determining the market value of
real estate have been described in detail and reg-
ulated by professional standards of assets values.
Three basic approaches are distinguished: market,
income and cost (RICS, 2017). The market ap-
proach is a set of procedures used to determine the
value of a real estate object by comparing it with
other similar entities sold during the given period
using the appropriately selected comparative units
to adjust the sale prices realized. Three valuation
methods were developed within the market ap-
proach, i.e. comparison in pairs, average price ad-
justment and statistical market analysis, the last of
which being applied much less frequently (PESRM,
2009¢). The income approach may be applied to
real estate that generates or can generate reliably
measurable income, assuming that the potential
buyer pays a price for the real estate based on that
income. The value of the real estate in bankrupt-
cy is determined using the simple capitalization or
discounted cash flows technique (PFSRM, 2009b).
The cost approach is used to determine the recon-
struction value of a real estate object and is used
for objects that are sold very rarely or are not at all
subject to market trade. The value of the object is
defined as the sum of the cost of land acquisition
and the cost of reconstruction of other parts of the
real estate (PFSRM, 2009a).

While the valuation methods for real estate are
well described in the valuation standards, in the
case of other types of assets forming part of the
bankruptcy estate, there are no separate, specific
rules for estimating their value. Thus, when deter-
mining the market value, court experts who ap-
praise the value of the bankruptcy estate use the
approaches developed for real estate.

1.4. Forced sale value

If, for any reason, the seller is under constraints
that require the sale of an asset in conditions that
do not comply with the definition of the market
value, the obtainable amount is equated with the
forced sale value. At the same time, the European
standard emphasizes that such a value does not
constitute a new basis for the value, but is a type

http://dx.doi.org/10.21511/imfi.16(3).2019.28

of market value with a special marketing assump-
tion. This usually means that the valuation is made
when the sale has to be made in too short a time
to get the best bid. The standard emphasizes that
the value can help the seller to determine the price
that should be accepted in forced sale circum-
stances, but this is only a commercial judgment.
“Any relationship between the price achieved by
such a sale and the market value is coincidental”
(EVS, 2016, EVSI par. 5.10.8).

IVS treats the forced sale value as one of the prem-
ises that may affect the determination of the liqui-
dation value, which in this case is, in addition to
the market value, one of the basic values (basis).
According to this standard, a forced sale reflects
the most likely price that a particular real estate
item can bring in the following conditions:

a) consummation of sale within a short time
period;

b) the asset is subject to market conditions pre-

vailing as of the date of valuation or assumed

timescale;

c) Dboth the buyer and the seller are acting pru-
dently and knowledgably;

d)

the seller is under compulsion to sell;
e) the buyer is typically motivated;

f) both parties are acting in the manner they
consider best;

a normal marketing effort is not possible due
to the brief exposure time (IVS, 2017, IVS104,
par. 170.3).

g

In such a case, the price is affected not only by the
interplay between demand and supply in a given
market segment, but also by other important fac-
tors affecting the sale (Renigier-Bitozor, Walacik,
Zrébek, & d’Amato, 2018, p. 104).

The forced sale value was defined for Polish as-
sets values as “the amount of money obtainable
from the sale of real estate when the seller is under
compulsion to sell it” (PFSRM, 2014, par. 3.1). The
standard emphasizes that, while making a valua-
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tion, the value should take into account important
and specific circumstances relevant to the seller,
and not the circumstances in which a hypotheti-
cal seller would act on an arm’s length basis.

Although the concept of forced sale is quite clearly
defined, there is a lack of clear procedures to de-
termine the value to be used for this type of sale
(Renigier-Bilozor et al., 2018, p. 105). The prima-
ry method of determining the value of a forced
sale is to adjust the estimated market value by a
discount, called the forced sales rate. There is a
substantive body of literature related to the deter-
mination of this rate for forced sale of real estate.
Donner, Song, and Wilhelmsson (2016) presented
an overview of the research in this area in the peri-
od 1990-2012, conducted mainly in the USA. The
estimated value of the discount rate in the quoted
articles ranged from 3% to 36%. The authors also
determined the value of this rate for flats and sin-
gle-family houses in Sweden, which, depending on
the type of real estate, ranged from 20.1% to 29.1%
(Donner, Song, & Wilhelmsson, 2016, pp. 61-63).

Cibera and Krabec (2017) presented a study on the
difference between the estimated market value of
assets and the price obtained in the circumstances
of a forced sale under bankruptcy proceedings in
the Czech Republic. The established discrepancy
between the actual and estimated price of assets
fluctuated by more than 30%. The authors also
identified six possible causes for this situation, i.e.:

1) incorrect selection of the value category in re-
lation to the purpose of valuation;

2) qualitative changes in the assets from the mo-
ment of valuation until the sale;

3) information asymmetry and alternative costs
on the part of the insolvency administrator;

4) Dbehavior and the nature of potential investors;
5) poor quality of expert valuation;

6) “negative goodwill” of insolvency (Cibera &
Krabec, 2017, pp. 136-135).

In Poland, the Federation of Values’ Associations
in cooperation with the Polish Bank Association
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conducted research in 2008 into the methods of
determining the forced sale ratio for real estate.
The findings indicated the existence of a correla-
tion between the discount value and the liquidi-
ty of the given property. The estimated forced sale
discount rate ranged from 0.4 for the least liquid
properties to 0.1 for the most attractive properties
located in large urban agglomerations (Malecka-
Pilujska, 2009, p. 8).

A common solution used by Polish values is to
compare the forced sale value with the value ob-
tained as a result of enforcement proceedings. In
this respect, the law clearly states that the starting
price of a property sold by public auction as part
of enforcement proceedings, in the case of the first
auction, is equivalent to 3/4 of the value estimat-
ed by the certified assets value. The starting price
in the second auction, if the first auction was un-
successful, equals 2/3 of the estimate (ISAP, 1964,
Arts. 965, 983). On this basis, some court experts
adopt the values of adjustment factors in the range
of 20%-33%.

In the literature one may also find model propos-
als for forecasting the value of a forced sale based
on the expected market exposure time of the sold
asset and other factors. These include both the tra-
ditional models based on subjective appraisal of
values and the methods based on advanced auto-
mated procedures referred to as automated valua-
tion methods. The most popular and best known
method used in this case are hedonic models us-
ing linear regression techniques (Renigier-Bitozor
et al., 2018, p. 106). The use of such models is dis-
cussed, inter alia, in Donner et al. (2016), Favara
and Giannetti (2017), Michaletz and Artemenkov
(2018), Shabeka (2018).

2. AIMS

The aim of the study is to present the specificity of
the valuation of real estate and movable property
comprising the bankruptcy estate of enterprises
that are subject to bankruptcy proceedings aimed
at liquidation of the debtor’s assets in accordance
with the binding legal regulations and current
practices applied in Poland. Another aim is to ana-
lyze the reliability and usefulness of the valuation
using the book method, the market method and
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the forced sale value for the effective implementa-
tion of the main objective of the proceedings. In
particular, the study evaluates the possibility of
correct estimation of the value of funds obtainable
from the sale of individual assets in the course of
implementing the liquidation procedures. In order
to meet the above aims, three detailed research
questions have been additionally formulated:

1) Does the balance sheet valuation of the assets
make it possible to estimate the value of the
bankruptcy estate?

2) Do the conditions for the sale of assets under
liquidation bankruptcy justify the use of the
market value as a parameter for the valua-
tion of the assets comprising the bankruptcy
estate?

3) Isitjustified to estimate the forced sale value
of the assets comprising the bankruptcy estate
from the point of view of the purpose, condi-
tions and limitations of such a valuation?

3. METHODS

The basic research methodology used in this ar-
ticle combines a critical review of the subject lit-
erature, legal acts binding in Poland, as well as
Polish and international standards of valuation
with a case study. Conducting the detailed anal-
yses of bankruptcy and restructuring proceedings
in Poland is currently very difficult and requires
each time individual consent of the court, which
conducts specific proceedings. It was supposed
that the situation would improve after the estab-
lishment, in line with the EU requirements, of a
Central Bankruptcy and Restructuring Register.
The obligation to establish it was included in the
Polish Bankruptcy Law Act and in 12 other le-
gal acts. However, despite works lasting over 25
months and outlays amounting to PLN 10 million,
the register has not been created. The Ministry of
Justice has recently decided to completely abandon
this project. It might be replaced by another reg-
ister, the so-called National Register of Indebted,
which should launch in December 2020.

The empirical research covered the enter-
prises operating on the territory of Lubelskie

http://dx.doi.org/10.21511/imfi.16(3).2019.28

Voivodeship in Poland that were subject to bank-
ruptcy proceedings conducted in the District
Court Lublin-Wschéd with the seat in Swidnik,
IX Commercial Division for Bankruptcy and
Reorganization. After a preliminary analysis
of the available court files, 15 business entities
were selected for further in-depth examination.
These entities were selected in a deliberate and
non-random manner. The basic selection cri-
terion were entities, which used the services of
different certified assets values. The selected
entities constitute a case study, not a random
sample representative of the entire population
of enterprises that went bankrupt at that time.
They were selected in order to illustrate and
assess the most diverse and practical solutions
used by entities involved in bankruptcy pro-
ceedings to appraise the value of the bankrupt-
cy estate within the framework of regulations
commonly applicable to all business entities op-
erating in Poland. The adopted criterion for se-
lecting the examined entities allowed to choose
entities with different legal form, size, structure
of assets and level of debt.

The valuation reports drawn by certified val-
ues appointed by the court to estimate the val-
ue of the bankruptcy estate, as well as financial
statements submitted to the proper court reg-
ister, have been submitted to a thorough anal-
ysis. Interviews conducted with three judges
presiding over the examined proceedings have
been a significant contribution to the conduct-
ed analyses. Additional sources of information
have been other reports prepared by receivers,
administrators and court supervisors, as well as
judicial and other documents collected in the
examined court files.

4. RESULTS

The valuation of the book value of the assets
and liabilities in the examined entities was per-
formed in accordance with Polish balance sheet
law, none of the analyzed enterprises prepared
their financial statements using International
Financial Reporting Standards. The valuations
rejected the going concern assumption. The val-
ue of assets was established at the level of net re-
alizable value, taking into account the prudence
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Table 1. Balance sheet value of assets and liabilities of the examined entities as at the day preceding

the declaration of bankruptcy

Source: Own data.

No. Balance sheet total Fixed assets Current assets Equity Liabilities and provisions
(EUR) (EUR) (EUR) for liabilities (EUR)
1 77,020 71,038 5982 18,458 95,478
2 377,627 35,680 341,948 151,429 226,199
3. 2,540,122 2431145 108977 ~398,663 2,938,785
4 4,875,226 i 3534472 1,340,754 —34,495,078 39,370,304
5 6,919,472 3,254,923 3,664,549 -1,676,181 8,595,653
o Clagse emas oo Csags
7 2,699,567 448,471 12,251,096 3,568,593 6,268,160
8 1,209,612 804,305 405,307 -23,491 1,233,103
9 210,773 20,762 190,011 1,694,583 1,905,356
10 1,798,929 1,351,710 447,219 —2,033,267 3,832,195
u soosst nerms iy ssdsr
12 513,988 324,943 189,045 —-544,136 1,058,124
13 374,293 360,261 14,032 187,732 186,561
sesadmess  asnse Cegmes 47800
15 43,522,697 38,123,947 5,398,750 12,644,436 30,878,261

principle. The assets that have lost their value in
use or trade as a result of the cessation of oper-
ation were written off against costs. Provisions
were also made for expected additional costs
and losses resulting from the discontinuation or
inability to continue as a going concern, includ-
ing additional costs resulting from the ongoing
bankruptcy proceedings. The differences re-
sulting from the performed valuation and relat-
ed to the created provisions decreased the value
of the equity. The book values of assets and li-
abilities of the examined entities as at the day
preceding the declaration of their bankruptcy
are presented in Table 1.

The estimation of the market value of the assets
comprising the bankruptcy estate in the exam-
ined entities was conducted by court appoint-
ed certified values. The valuation of real prop-
erty was performed in accordance with Polish
valuation standards. The values used main-
ly the comparative method. Income methods
were used mainly for the valuation of real es-
tate objects from which the enterprises benefit-
ed through rent, lease or tenancy. The cost ap-
proach was used for specialized properties that
were non-marketable. A detailed list of methods
used to determine the market value of real es-
tate is presented in Table 2.

The valuation of the market value of movable as-
sets was carried out using a combined approach,

326

which included elements of the comparative and
cost approach. The comparative approach made
it possible to determine the market value of an
asset as being equal to the average transaction
price obtained for similar objects adjusted for
distinguishing features and time-related wear.
When estimating the value of movable fixed as-
sets, the cost approach with an adjustment of
their value to market prices was mainly used.
For this purpose, the following were taken into
account:

1) the price of new objects which are the same
or similar to the ones subject to valuation;

2) the degree of technical deterioration and
moral depreciation;

3) how up-to-date the structure is by com-
paring it with the currently produced
structures;

4) the development of supply and demand.

When valuing inventories as a component of
bankruptcy estate, much wider access to mar-
ket prices of similar market items made it pos-
sible to apply the comparative approach. The
estimated value of these items was determined
based on the average transaction price of simi-
lar assets, including the necessary adjustments
related to their physical condition, usefulness
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Table 2. Methods of valuation of real estate comprising the bankruptcy estate of the examined

entities
Source: Own data.
No. Estimated value Approach Method/technique
1 market comparative comparison in pairs
2 n/a o ﬁ/a o na
market ..comparative average price adjustment e
3 market cost ¢ reconstructoncost
A forced sale adjustment of the determined market value using the comparative method
market comparative e
N market _cost ¢ reconstruction cost/unit-in-place
market comparative
5 market _income e
market cost ¢ reconstructoncost
6 market H comparative
7 n/a N
market o incOme e
8 market comparative ~ :  averagepriceadjustment
: market : cost
9. /s T e
10 market : comparatve ¢ comparisoninpairs
: market income
u market comparative e
market comparatve = averageprice adjustment
12 market income
T market crdmprarrauz\'/e” 777777777
o market SO e
4 /2 S T /N
A market A comparative
1 market ”incro'me” h discounted cash flows

and marketability. For this purpose, the results
of the inventory made were used.

The valuation for forced sale was made by a
certified assets value appointed to prepare a
valuation report on the assets comprising the
bankruptcy estate in only one of the analyzed
companies. The receiver attempted to sell the
assets according to the estimated value, but de-
spite the costly and aggressive exposure, includ-
ing several announcements and direct reaching
out to potential buyers, the procedure was not
successful. In the revaluation report, the certi-
fied value determined the adjusted value for the
purpose of forced sale. The adjustment factor
was established on the basis of the adopted at-
tractiveness factor and the price incentive factor.
The first factor indicates an increase or decrease
in attractiveness due to additional features. The
second factor relates to market activity and the
expected duration of market exposure. In the
present case, based on market analysis and in-

http://dx.doi.org/10.21511/imfi.16(3).2019.28

formation obtained from intermediaries, the
certified value established the final value of the
discount rate for forced sales at 18%. It was used
to determine the forced sale value of both re-
al estate and movable property. However, the
prepared valuation report did not contain a de-
tailed description of the algorithm used for esti-
mating the rates.

Due to the fact that the valuation reports on the
assets comprising the bankruptcy estate in the
analyzed entities did not contain the estimation
of the forced sale value, the author of this article
calculated their hypothetical, approximate val-
ue using the above-described discount rate. The
use of the same forced sale rate is a substantial
simplification and serves only to indicate the
potential impact of such an adjustment on the
final result of the valuation. Tables 3 and 4 pres-
ent the comparison of the established book val-
ues, market values and hypothetical forced sale
values.
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Table 3. Valuation of real estate comprising the bankruptcy estate in the examined enterprises

Source: Own data.

Real estate (land, buildings and structures, investment property)

i Forced sale value : Relative difference : Relative difference

No- Book value (EUR) Market value (EUR) : (disc. rate.18%) :@ between bookand : between book and
: (EUR) ¢ marketvalue (%) :forced sale value (%)
1 : 2,253,596 1,640,938 : 1,181,475 27 48
2 n/a : n/a : n/a n/a n/a
e 3 - ........ 1266852 ........ 3973714 ............... 2861074 ‘ o _126 ..........
e 4 ............ 2529703 ........ 5532798 e 3983514 ‘ e ..... _57 ...........
5 986 866 ; 6987 125 5030730 -608 -410
6 43891550000 ...... 3‘9'6,'666 ..... " e ; _802 ..........
7 n/an/a ........ n/a ....... . 9 . n/a ...........
8 236,507 H 1,427,000 1,027,440 -503 -334
9 ................ n/a ............ .......... n/a ........... n/a ....... 9 n/a ...........
. 10 ........ 2159163 ........ ....... 4526775 ............... 3259278 ‘ o ..... ;55 ...........
1 486,324 1,098,339 790,804 -126 . -63
12214741385874 ...... 277829 ..... o ...... ;éé ...........
. 13 - ......... 357883 ......... ........ 370000 e z‘e'é,'a',b(‘) ..... ‘ . ....... ze ...........
14 n/a : n/a n/a n/a n/a
. 15 - ........ 7166112 ........ ....... 5291250 ............... 3809700 ‘ . ....... 47 ...........
..................................... Onaverage o | _159

Table 4. Valuation of movable property comprising the bankruptcy estate in the examined
enterprises

Source: Own data.

Movable property (fixed assets other than real estate, inventories)
No. Forced sale value Relative difference Relative difference
Book value (EUR) : Market value (EUR) (disc. rate. 18%) : between book and : between book and
: (EUR) ¢ marketvalue (%) :forced sale value (%)
1 1,703,870 : 250,561 : 180,404 85 89
s 2 ............. 118533 ......... ........ 144237 ................. 103351 ..... ‘ o ....... 12 ...........

s 3 ............. 988174 ......... ........ 732 875 ................. 527670 ..... ‘ . ....... 47 ...........

s 4 ............ 1706962 ........ 1315651 ............... 1307269 ‘ - ....... 23 ...........

s 5 ............ 2885765 ........ ....... 3448658 ............... 2483034 ‘ o ....... 14 ...........

s .6 ............. 301007 .................. 123296 ................. 92373 ...... ‘ . ....... éé ...........

s 7 ............ 2478357 ........ ....... 5575000 ............... 4014000 ‘ o ...... ‘_‘6,2 ...........

s é ............. 636987 ......... ........ 726900 ................. 523368 ..... ‘ o ....... 18 ...........

s .9 .............. 20752 .......... ......... 14425 ................. 10 336 ..... ‘ . ....... 50 ...........

. 10 ......... 428355 ......... ........ 208047 ........ 149794 ..... ‘ . ....... 65 ...........

. 11 . .......... 59873 .......... ........ 205400 ........ ........ 147388 ..... ‘ o ‘ _147 ..........

. 12 . ......... 128625 ......... ........ 131938 N 5.4.,5.9,5 ...... ‘ , ....... 26 ...........
13 4,029 H 146,025 105,138 -3525 -2510

. 14 ........ 1298342 ........ 1224543 N 881671 ..... ‘ i ....... 32 ...........

. 15 . 18465448 ........ ....... 16614076 ............. 11962135 ‘ . ....... 35 ...........

..................................... Onaverage e | _149
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5. DISCUSSION

The correct valuation of assets of a business en-
tity is crucial for the effective conduct of bank-
ruptcy proceedings. However, in this context,
the role of balance sheet valuation is limited. It
can form the basis for verifying the state of the
debtor’s insolvency or be a preliminary estima-
tion of the bankruptcy estate. However, the val-
ue of assets determined for the purposes of the
balance sheet, based on legally binding valua-
tion models, differs significantly from the val-
ue estimated by the value. The presented study
explicitly shows that the application of the pru-
dence principle in the valuation of real estate re-
sults in a significant undervaluation of these as-
sets in the prepared balance sheet. In the exam-
ined entities, the book value of both real estate
and movable property was about 250% lower
than their market value determined by certified
values. Even taking into account the specific na-
ture of the sale of the bankruptcy assets using
the forced sale rate, the balance sheet value still
remains significantly lower. This clearly results
from the application of the prudence principle,
which does not allow to increase the historical
book value, even if the net sale price of the asset
on the market is higher. External users of the
financial statements cannot correctly estimate
the value of the bankruptcy estate on that basis,
in particular if real estate constitutes a signifi-
cant part of the total assets of the entity. In such
a case, the entity’s balance sheet does not pro-
vide the information that is most desired by the
largest group of interested parties, i.e. creditors,
to whom the financial statements are addressed.

The choice of the price to determine the sale val-
ue of the assets of the bankruptcy estate should
take into account the specific nature of sale in

bankruptcy proceedings. In order to be able to
use the market value, two basic premises must be
met, i.e. sufficient time of exposure of the asset
to the market and no compulsion to sell. In the
event of bankruptcy, the receiver is under com-
pulsion. The main constraint is the time pressure
resulting from the deadlines for bankruptcy pro-
cedures, which usually makes it impossible to
negotiate the real market price. The information
about being put up for sale and being submitted
to market forces is insufficient compared with
the exposure time and the promotional activities
necessary to achieve the best price. In addition,
the information about the owner’s financial trou-
bles usually reaches the market. Thus, potential
buyers, despite being interested in purchasing
a given asset, but knowing the seller’s situation
treat such a transaction as the proverbial oppor-
tunity. Furthermore, the liquidation sale proce-
dure, which in accordance with the binding reg-
ulations must take the form of a public tender or
an auction, limits the price negotiation options.
As a result, the value of the obtained funds for
the bankruptcy estate is significantly lower than
the amount obtainable under normal market
conditions.

It is surprising that the practice of establish-
ing the forced sale value by certified values in
bankruptcy proceedings is so rare. The per-
formed valuation is the basis for determining
the minimum initial sale price of assets. The re-
ceiver cannot dispose of any asset below the es-
timated value without the prior approval of the
judge-commissioner. The overvaluation of the
bankruptcy estate thus extends in time the sale
procedures, which generates additional costs
and further reduces the amount of funds avail-
able for the repayment of the bankrupt entity’s
debt.

CONCLUSION

The most important conclusion resulting from this study is the statement that in order to properly esti-
mate the expected level of satisfaction of creditors’ claims, it is necessary to determine the selling value
of the assets comprising the bankruptcy estate. In particular, in relation to research questions posed in

section 2, it must be claimed that:

1) the balance sheet valuation does not allow to estimate the value of the bankruptcy estate, which di-
rectly results from the application of the prudent valuation principle in accounting;

http://dx.doi.org/10.21511/imfi.16(3).2019.28
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2) the specific nature of the sale of assets under liquidation bankruptcy proceedings means that the
basic assumptions for determining the market value are not met;

3) the forced sale value is the most appropriate parameter for the valuation of the assets of the bank-
ruptcy estate from the point of view of the purpose and conditions of valuation by certified assets
value appointed by a court in the course of liquidation bankruptcy proceedings.

The basic recommendation resulting from the above conclusions is the introduction of the obligation
for values to determine both the market value and the forced sale value of the appraised real estate and
movable property. This obligation should be explicitly included in Polish bankruptcy law. Pending the
amendment of the provisions, the court should formulate such a recommendation in its decision on the
appointment of a certified assets value. Since there are no clear rules, procedures and methods of esti-
mating the forced sale value, it is additionally recommended that the obligation to include all assump-
tions adopted for valuation in the prepared valuation report be introduced.

The basic limitation for use of the forced sale value is the problems related to its estimation. The present-
ed studies are case studies, which do not show how such a valuation should be conducted. Moreover,
they cannot be used as a basis to assess whether the actual price obtained at the time of the sale coin-
cides with the estimated value. In addition, the practice of conducting a valuation by Polish certified
values should not be assessed on the basis of the several cases examined here.

Taking into account the scope of the conducted analyses, their limitations and formulated conclusions,
it is possible to indicate several directions of further research. Firstly, it should be verified to what ex-
tent the prices obtained in sale transactions were congruent with the estimates and, on this basis, the
shaping of the forced sale value in Polish conditions should be assessed. Further research should iden-
tify the factors influencing the value of the discount on the sale of assets in liquidation proceedings
for various assets comprising the bankruptcy estate, including both real estate and movable property.
Consequently, a practical procedure for determining this value should be developed.

Another research problem to be addressed is the determination of the principles of market valuation of the

liquidation value of the entire enterprise or its separate parts under the specific circumstances of bankruptcy.
The sale of individual assets, as analyzed in the article, should be the ultimate solution. The preferred form of
sale should be the sale of the enterprise as a whole. This stems from the fact that the value of an enterprise is

usually higher than the total value of its assets. In addition, the execution of the transaction in this form sig-
nificantly accelerates the completion of bankruptcy proceedings, which directly contributes to the reduction

of the overall costs of the proceedings and ensures a higher degree of satisfaction of creditors’ claims.
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