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ABSTRACT

This paper aims to answer the following research question: what is the common debtors’ assets size within
the insolvency proceedings in Croatia, and what is the relation of the size of the assets to the appointment
system? The goals and purpose are to deliver a dynamic, analytical overview of the of appointment system
of insolvency practitioners in the Republic of Croatia, and to study them in relation to the debtors’ asset
size. The database of appointments, originally published by the Croatian Ministry of Justice, is here coupled
with the annual financial reports data, which created an initial matrix of 32,840 appointments among cases
with a total nominal value of 70.07 billion HRK (9.34 billion €). The results show that the Croatian insol-
vency system annually, on average, processes cases with a total value of approximately 10 billion HRK (1.33
billion €), which indicates the importance of this system for the economy in general, but also for the legal
system which regulates it. Furthermore, for the first time in Croatia, the results provide public insight into
quantitative indicators on a national level, which opens a new area for broader examination.
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the bankruptcy — contributes to the demotivation of
entrepreneurs and induces economic passivity, while
further encouraging innovative performers to emi-
grate to better arranged systems.

1. Introduction

The insolvency system is one of the striking examples
of how legal systems and regulations powerfully af-
fect the formation of the economic environment and

entrepreneurial culture. The quality of the insolvency =~ Respectable insolvency regimes provide a well-

system directly affects how well the entire economy
functions as a whole. A culture in which delayed and
non-payment are tolerated, where it seems “normal”
not to pay creditors, where insolvency creditors reim-
burse only a minor part of the claims, and where the
efficient compensation of the insolvency practitioner
is the most important practical economic effect of

ordered process in which scarce resources are re-
distributed efficiently and fairly, and in which all
economic participants — creditors and debtors,
managers and workers, society and tax collectors,
among others — have an economic interest in the
orderly procedure (Halliday, Carruthers, 2007:
1137). The European Union also recognizes the im-
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portance of preserving economic value within the
proceedings and promotes the rescue of economi-
cally viable but distressed businesses, by seeking to
give them a second chance, while also promoting a
restructuring of a debtor (from the preamble of the
Regulation 2015/848 on insolvency proceedings,
European Parliament and the Council, 2015).

However, within the context of decision making re-
garding the rescue of strategic, nationally important
companies’, the general public in Croatia (including
economic and legal experts) implicitly established
a hypothesis that the Croatian insolvency system
has virtually no capacity to produce economically
efficient outcomes of an insolvency procedure. This
hypothesis is manifested in the practice of finding
any possible way to avoid insolvency proceedings
for strategic companies, even though the procedure
(nominally) contains the possibility of restructur-
ing, and survival of the debtor. In such a context,
every attempt to make the proceedings more trans-
parent and subject them to standard economic
analysis should be welcomed, and an elementary
starting point would be an examination of the debt-
ors’ assets size.

As Baird suggests (1987: 176), a small number of
citizens in a market economy would have their ba-
sic existential needs fulfilled if loans as a funding
model did not exist. A debt contract (credit agree-
ment) is one of the most useful contracts for the
economy in general, because it allows businesses
to finance their investments, and the citizens their
consumption (Djankov et al., 2008: 1106). Growth
opportunities and the development of entrepre-
neurship depend on the quality of debt collection
systems, and bankruptcy is the last stronghold of
the system in the chain of collection. When an en-
trepreneur as a creditor can reimburse more within
insolvency proceedings, he will be more inclined to
invest, to create new partnerships, and to expand
the business. On the macro-economic level this
positively affects the growth of GDP and employ-
ment, increasing international competitiveness,
lowering interest rates, increasing credit ratings,
etc. While studying 88 jurisdictions worldwide
Djankov et al. (2008) have observed that the proce-
dures of debt collection of insolvency (and similar)
procedures are very protracted, costly, and inef-
ficient. However, they also showed that more de-
veloped countries (measured by per capita income)
are also significantly more efficient. Armour and
Cumming (2008) view insolvency laws as an im-

portant aspect of the legal environment that affects
entrepreneurship. All of this indicates that an effec-
tive insolvency system is one of the determinants of
economic prosperity.

Professional engagement of insolvency judges and
insolvency practitioners is an occupation in the
public interest; their work should therefore be sub-
ject to public scrutiny. The fundamental assump-
tion of this paper is that the transparency of each el-
ement? of an economic system has a positive effect
on the economy’s efficiency and its development.
Managers of insolvency proceedings, as well as the
judges who appoint them, hold a sort of a public of-
fice. They are appointed by the “State” (in the broad
sense of the word) as the last refuge for creditors,
and conditionally could be regarded as “stewards”
sui generis in the economic system. Hence, they do
not have the right to anonymity, while stakeholders
do have the right to a transparent insight into their
work. For that reason, all of the data used in prepa-
ration of this research, as well as the results (in an
interactive form) are deposited in “Open Science
Foundation” — an open and public system of access
to scientific research, for the purpose of providing
reproducibility and results’ verification®*. The results
have also been deposited in the “cloud” storage data
system, where anyone can download them without
registration, for free®.

When observing the Croatian insolvency system
it is well known that the insolvency practitioner is
practically and operationally the most important
person. The higher his expenses, the less there is left
for workers and other creditors. His competence
can greatly affect the debtor’s possibility for surviv-
al. Transparency in the appointment of the proce-
dure manager and in the system of assigning cases
has a positive impact on the business environment
and implicitly provides entrepreneurs with a signal
that the pay-out of the managers’ remuneration is
not the only practical objective of the procedure.
In this context, the objectives and purpose of this
study are to provide a dynamic-analytic overview
of the system of appointing managers to insolvency
proceedings in the Republic of Croatia, and to ana-
lyse the appointments in relation to the amount of
assets of the debtor. In this sense, this paper is based
on the previous research by Sajter (2017), while its
novelty lies in the systematic collection and syn-
thesis of publicly available data regarding appoint-
ments during 2018, and in linking the appointment
data with the assets amounts of the debtor. For the
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first time in Croatia, the results of this research of-
fer the possibility for a public inquiry into the asset
size of debtors within proceedings, and they open
a new area for future, more extensive analyses of
appointments in relation to the debtor’s assets size.

Given that this paper does not analyse the appoint-
ments of insolvency practitioners only, but also the
assigning managers on other types of insolvency
proceedings based on The Insolvency Act (Of-
ficial Gazette No. 71/15, 104/17; hereinafter 1A),
the frame of examination has been extended. As
there is more than one type of insolvency proceed-
ings in Croatia, each of these procedures has their
own manager, with their own distinctive title and
(somewhat) different responsibilities, roles, and du-
ties. The roles of the procedure managers whose ap-
pointments we reflect on in this paper are:

a) trustee, a manager of the pre-insolvency
settlement procedure,

b) insolvency trustee, the manager of the insol-
vency proceedings in which “the personal
administration” is carried out (a type of pro-
ceedings in which the debtor independently
manages and disposes the insolvency estate
under the supervision of the insolvency
practitioner - Chapter VIIL of the IA),

c) temporary insolvency practitioner, a man-
ager of the preliminary proceedings who
establishes if there are legal reasons for
the commencement of the procedure, after
which the full procedure could but does not
necessarily need to be opened,

d) insolvency practitioner in a shortened pro-
cedure, a manager of the “process” in which
a procedure is simultaneously opened and
closed due to the non-existence of debtors’
assets that would cover the costs of the nor-
mal procedure,

e) insolvency practitioner, a manager of the in-
solvency procedure in the “classic” sense of
the word.

Since, throughout this paper, the phrase “appoint-
ment of a practitioner” could be confused with the
appointment of a trustee or a temporary practitioner,
we use the term “manager of the insolvency proceed-
ings,” which includes various procedures within the
1A, as well as the different roles within them.

The structure of this paper is the following. This
(introductory) part elaborates on the importance,
goal, purpose, and hypothesis of this research. It
also presents a review of a selection of significant
previous papers that contextualize the importance
of bankruptcy in the economic system. In the sec-
ond part the data sources and methodology are
described. The third section provides an overview
of the results and a discussion of the most impor-
tant findings. Finally, the conclusion conveys final
thoughts, the most important insights, and guide-
lines for possible future research.

2. Methodology and data

On its official Internet site®, The Croatian Ministry
of Justice regularly publishes and updates the da-
tabase of current appointments of insolvency pro-
ceedings’ managers. Anyone can access this data
free of charge, without registration. It contains the
full names of the judges, managers of the proceed-
ings, and the debtors, as well as other accompany-
ing data — all openly available. This database was
downloaded twelve times during the year 2018,
at the end of each month, and was compiled and
merged into a single source, which was then consol-
idated and filtered (some items were entered more
than once, and numerous appointments were also
displayed multiple times)”.

The central contribution of this paper consists in ob-
taining the amounts of the debtors’ total assets, and
in linking these amounts with information on ap-
pointments of procedure managers. Data on debtors’
assets were obtained through the Poslovna.hr online
information system® which is maintained by the
company Bisnode Ltd., which in turn gets the origi-
nal data from the Financial Agency (Fina). Therefore,
Bisnode Ltd. is not the primary, but a secondary data
source, which is important because many debtors are
irresponsible (and/or are intentionally concealing
their poor financial position from the public), and do
not submit their financial reports to Fina. Fina can
take certain disciplinary action only after a borrower
fails to deliver their financial data for three years in a
row. Therefore, companies that are in financial diffi-
culties do not submit their financial reports, expect-
ing bankruptcy. Bisnode Ltd. receives, via Fina, 110
to 120 thousand financial reports per year. Given that
the sector classification of institutional units within
the Croatian Bureau of Statistics’ contains around
144,000 limited liability companies and some 1,200
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joint stock companies, this means that yearly around
30,000 companies do not submit their annual finan-
cial statements to Fina. It is likely that the companies
that are in financial difficulties are those that do not
provide their statements — the same companies that
are candidates for some of the proceedings described
by the IA. For these reasons, we could not find data
about the total assets for many debtors.

The balance sheets are dated 31 December, and the
data regarding the total debtors’ assets from the
previous annual financial statement was searched
for every manager’s appointment. Since many
companies submit their statements with delay, and
given that many companies in difficulties do not
submit anything, if information (on the total assets)
was not found from the year preceding the com-
mencement of the proceedings, then alternatively
we went back one more year'’. All the previous data
were considered irrelevant. In this manner we at-
tempted to gather maximum information content
without compromising the analysis, acknowledging
that the amount of assets declared by the debtors
is often unrealistically high. In addition, the data
that companies submit to Fina do not have to be
accurate, nor does Fina check their accuracy (for
example, sometimes the totals in the balance sheet
are incorrect). Unfortunately, financial reports are
sometimes completely useless.

It is important to stress the following: there are fre-
quent cases in which the declaratory (accounting)
positions regarding debtors’ assets are higher than
the real conditions found on the spot, and therefore

all the data on debtor’s assets in this paper should
be taken with a measure of caution — more as
nominal amounts than as precise, exact indicators.
When designing the methodology we discussed the
idea of discounting, where the amount of the assets
was to be reduced by 25% (if it is from the first year
before the commencement of the proceedings), or
by 33% (going back one more year before the open-
ing of the proceedings), but that would be an unsys-
tematic, linear, and arbitrary downgrade of all the
assets of all the debtors. Hence, we left the original
data, and we repeat that depreciation is required for
all the amounts. However, the aim of this research
is not to gain a strictly precise co-analysis of the
debtors’ assets in relation to the managers’” appoint-
ments, but rather to get a general picture of the in-
solvency system as a whole.

After compiling, linking, and filtering the data,
the statistical processing was performed. The in-
tegral database created for this paper contains 159
judges, 342 managers of insolvency proceedings,
29,280 debtors (the insolvency estates found after
the closing proceedings are also counted among
the debtors), and 32,840 appointments at all of the
eight Croatian commercial courts (Table 1), in the
period from September 1998 to the end of Novem-
ber 2018. There are more appointments than debt-
ors because for many debtors there were multiple
appointments; e.g. first a temporary insolvency
practitioner is appointed to a debtor, then he gets
a “full” practitioner, then a practitioner gets substi-
tuted, etc.

Table 1 Statistical indicators of the integral database on appointments

Commercial court Total .

headquarters appointments LIRS
Bjelovar 2,754 8.4%
Osijek 5,153 15.7%
Pazin 1,798 5.5%
Rijeka 3,456 10.5%
Split 4,041 12.3%
Varazdin 2,232 6.8%
Zadar 1,804 5.5%
Zagreb 11,602 35.3%
Total 32,840 100.0%

Source: Author’s calculation

Bjelovar;
8,4%

Zagreb;

35,3%
‘Pazin;
5,5%
Zadar; 182p:l;£/; Rijeka;
55% .. = 10,5%

Varazdin;
6,8%
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In 13,918 cases, out of 32,840 appointments, a record
was found on the amount of the debtors’ total assets,
and the overall sum of assets totals 70.07 billion HRK
(€9.34 billion'), without the Agrokor Group.

One statistical exception (outlier) was excluded
from the research — the Agrokor Group — which
would, due to its size, significantly affect all the
statistical parameters and would have deformed all
the results. Since the restructuring of Agrokor was
performed outside the standard insolvency system,
and because specific legislation was enacted on ac-
count of this company, it ought to be omitted from
the analysis of the standard insolvency system.

The research area was further delimited in the fol-
lowing steps. The earliest appointment in the inte-
gral database is dated 18 September 1998. However,
for the purpose of comparability and compatibility
of data, all the appointments made before 1 Sep-
tember 2015 have been excluded. The reason for

this is the entry into force of the recast IA (Offi-
cial Gazette No. 71/15), which significantly altered
the manager appointment system and introduced
random appointing of practitioners, but which gave
discretionary power to the judge to circumvent the
random assignment process.

Afterwards we excluded the appointments from list
B because appointments of the insolvency practi-
tioner can be performed only from list A (Article
84/1 of the IA).

Finally, we excluded all the cases in which the ap-
pointed managers were relieved of duty after 14 days
or less, for the reason that such a temporary appoint-
ment was evidently made by error (or the appointed
manager requested a dismissal for private reasons).

After making the stated reductions, the reduced da-
tabase contained 146 judges, 298 managers, 18,999
debtors and 21,526 appointments'? (Table 2).

Table 2 Statistical indicators of the reduced database on appointments

Commercial court "I.‘otal Share in total
headquarters appointments

Bjelovar 1,819 8.5%
Osijek 3,240 15.1%
Pazin 1,320 6.1%
Rijeka 2,293 10.7%
Split 3,120 14.5%
Varazdin 1,442 6.7%
Zadar 1,628 7.6%
Zagreb 6,664 31.0%
Total 21,526 100.0%

Source: Author’s calculation

Of the above 21,526 appointments, for 8,826 of them
we managed to obtain data on the debtors’ assets
from the last annual report before the commence-
ment of the procedure, or from the year prior to that.
It should be noted that in the observed period (1 Sep-
tember 2015 — end of 2018) for some debtors there
were multiple proceedings (interim/full, opened/
closed/reopened etc.), and this is the reason why
some debtors have multiple entries in the database.
Hence, a catalogue with appointments and total as-
sets created for the purpose of this research contains
a total of 8,826 appointments and 8,697 debtors.

Bjelovar;
8,5%

Zagreb;
31,0%
‘ Pazin;
6,1%
Zadar; split; .
7,6% 14’?5% R'Jekoa;
Varazdin; 10,7%
6,7%

The sample of appointments therefore contains
41.0% of the entire population (8,826 / 21,526), or
45.8% at the level of the number of debtors (8,697 /
18,999), and as such constitutes an appropriate set
for scientific research. In addition, it is likely that
the assets are relatively small for those companies
that have not submitted their statements to Fina
(and, therefore, for them it was not possible to link
the data on appointments with the data on assets),
which to a certain extent reinforces and improves
the results of the analysis.
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3. Results and Discussion

When considering all the Croatian commercial
courts, the largest percentage of appointments
refers to placement in shortened insolvency pro-
ceedings cases (46%), then the appointment of in-
solvency practitioners (36%), and lastly temporary
insolvency practitioners (Table 3). Even the first
indicator points to the fact that in almost half of the
proceedings the insolvency judge and the practi-
tioner do not have a substantial operative engage-
ment; in other words, a standard template for open-
ing and closing the procedure is used, while there
is no discussion of preserving economic resources,
restructuring, or property sale.

Table 3 Analysis of the reduced database on ap-
pointments, by roles

Total Share in
Role of the manager ) el
Trustee 258 1.2%
Temgqrary insolvency 3,658 17.0%
practitioner
Insolvency trustee 16 0.1%
Insolvency practitioner 7,666 35.6%
Insolvency practitioner N
(shortened procedure) 9,928 46.1%
Total 21,526 100.0%

Source: Author’s calculation

Analysing the frequency of appointments of manag-
ers of insolvency proceedings is however not suffi-
cient to acquire a broader overview of the insolvency
system, because it has little meaning if one person
is appointed for hundreds of cases if all these cases
refer to debtors who have, for instance, an average of
€1,000 worth of assets. On the other hand, a practi-
tioner that only has ten cases, but in each of them

Table 4 Distribution of debtors by asset size

more than a million euro of assets within the estate,
can be considered more burdened (but also more
privileged in terms of expected remuneration) than
the one who has hundreds of “small” cases. That
is why this paper broadens the analysis for the first
time by using data on debtors’ assets.

The total assets in the reduced database which con-
tains information on 8,697 debtors have a nominal
value of 39.29 billion HRK (€5.24 billion)". Taking
into consideration that the sample is made up of
less than half of the population, the significance of
the insolvency system for preserving economic val-
ues on a macroeconomic level is already made clear.

For the purpose of a better overview, the debtors
are then sorted on the basis of their asset size into
one of the following categories (a logarithmic scale
was used):

a) less than 1,000 HRK (<133 €),

) 1,000 — 9,999 HRK (130 — 1,332 €),

¢) 10,000 — 99,999 HRK (1,333 — 13,332 €),

100,000 - 1 million HRK (13,333 — 133,332 €),

1 million — 9.99 million HRK (133,333 —

1.33 million €),

f) 10 million — 99.9 million HRK (1.33 million
— 13.33 million €), and

g) 100 million - 1 billion HRK (13.33 million —
133.3 million €).

=3

LIS

When considering the distribution of the number
of debtors in correlation with the distribution of the
assets of debtors (Table 4), a strong disproportion
can be seen: 1% of debtors (89 of them) own 52%
of all the assets of all insolvency debtors combined.
Also, only 5% of debtors (442) account for 78.4%
of all the assets in the (observed) system. In other
words, only about a hundred cases make up more
than a half of the insolvency assets in Croatia.

Category of debtors’ asset size | Total number of debtors | Share in total | Total assets of debtors Share in total

a) <130 € 531 6.1% 11,433 € 0.0%
b) 130 - 1,332 € 594 6.8% 384,226 € 0.0%
c) 1,333 - 13,332 € 2,097 24.1% 12,922,359 € 0.2%
d) 13,333 - 133,332 € 3,139 36.1% 162,045,433 € 3.1%
e) 133,333 - 1.33m € 1,817 20.9% 797,744,977 € 15.2%
f) 1.33m - 13.33m € 456 5.2% 1,803,521,305 € 34.4%
g) 13.33m - 1333 m € 63 0.7% 2,461,743,325 € 47.0%
Total 8,697 100.0% 5,238,373,058 € 100.0%

Source: Author’s calculation
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Graph 1 shows the stated categorization, and al-
though at first glance it could seem that the distri-

bution is uniform, it should be repeated that the
horizontal scale is not linear but logarithmic.

Graph 1 Histogram of debtors’ asset size in relation to the number of debtors

3500 - 3174 __m-99% —™ 100% 100%
94% 90%
3000 -
0,
mmm Number of debtors A 80%
2500 73% 70%
2000 - 1870 60%
50%
1500 40%
1000 - 30%
463 478 - 20%
500 - o
o 2 -
0 - mw=1% T T T - 0%
<130€ 130 - 1,333-  13,333- 133,333- 1.33m- 13.33m- 1333 m-
1,332€ 13,332€ 133,332€ 1.33m¢€ 1333 m€133.3m€ 1.33b€
Category of debtors' size (log scale)

Source: Author’s calculation

Since the Croatian economy is centralized, and the
headquarters of the largest Croatian companies are
located in the capital, it is not surprising that the
biggest debtors were processed in Zagreb, at its
Commercial Court, where the largest volume of the
cases’ assets can be found (Table 5). Regardless of

that, it is interesting that the Commercial Court in
Zagreb processes insolvency cases that in total have
as much as eight times larger assets than in Bjelo-
var, whereas on average (measured by the arith-
metic mean) the size of the debtors is about three
times larger than in Rijeka.

Table S Statistical indicators of debtors’ assets, by courts

Commercil | umper | vean | e8| | i | S oo
B Lo of cases | (mil. €) of €) (mil. €) (mil. €) (mil. €) variation
Bjelovar 753 0.336 24.69 252,52 0.00 50.08 2.17 645.9
Osijek 1,381 0.443 21.49 610,83 0.00 53.48 2.66 601.4
Pazin 763 0.391 36.48 298,02 0.00 50.05 2.78 711.8
Rijeka 982 0.291 27.28 285,70 0.00 15.57 1.14 390.9
Split 1,288 0.587 22.09 755,19 0.00 115.38 4.32 736.9
Varazdin 646 0.491 32.13 317,14 0.00 39.01 2.26 460.3
Zadar 737 0.711 42.04 523,37 0.00 92.31 4.57 644.2
Zagreb 2,276 0.965 39.72 | 2.195,61 0.00 117.50 6.09 631
Total 8,826 0.593 29.95 | 5.238,37 0.00 117.50 4.09 690

Note: only appointments from List A are observed, after 1 Sept. 2015, with durations longer than 14 days.

Source: Author’s calculation
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The disproportionate distribution of the size of
debtors’ assets can be observed in the difference
between the arithmetic mean in proportion to the
median of the assets by the case. Since the arithme-
tic means is considerably more susceptible to the
influence of extremes, the median is considerably
lower at all administrative roles in the Croatian in-

solvency system (Table 6). It is to be expected that
the average debtors’ assets in shortened proceed-
ings is considerably lower than in all other types of
proceedings, and considering the small number of
cases and a high average, it is clear that personal ad-
ministration is carried out rarely, but is more com-
mon with somewhat larger debtors.

Table 6 Statistical indicators of debtors’ assets, by managers’ roles
Number | Mean R Total .. Maximum Star.lde.lrd Coeff. of
Role of the manager . (thousands A Minimum A deviation P
of cases | (mil. €) (mil. €) (mil. €) X variation
of €) (mil. €)
Trustee 199 5.47 757.74 | 1,088.45 0.00 117.50 15.80 288.9
Insolvency trustee 13 4.52 1,031.29 58.76 0.04 16.23 5.97 132.0
Insolvency practitioner 2,630 0.81 5549 | 2,122.45 0.00 116.88 4.59 569.1
Temporary insolvency | 45 | (74 51.79 | 1,516.77 000 | 11538 419 | 5633
practitioner
Insolvency practitioner | 5 o) | 1 1550 | 451.94 0.00 12.89 048 | 4198
(shortened procedure)
Total 8,826 0.59 29.95 | 5,238.37 0.00 117.50 4.09 690.0

Note: only appointments from List A are observed, after 1 Sept. 2015, with durations longer than 14 days.

Source: Author’s calculation

Key results for the basic focus of this paper are pre-
sented in Table 7. It is clear that in those cases where
debtors have larger assets, practitioners are chosen
by a discretionary decision of the court (not via an
automatic system of allocation, but manually). The
indicators of the central tendency of debtors’ assets
are approximately five times larger with a manual
(non-random) appointment than with other meth-
ods of administrator selection. When observing
the relationship of appointments to debtors’ assets,
this explicitly proves empirical findings that in the
Croatian insolvency system the appointments to

debtors with larger estate are done by bypassing the
standard rule of the automatic (random) assign-
ment. When considering the following conditions:
(1) about a hundred cases account for more than
half of all insolvency assets in Croatia, (2) the ex-
ception in the way of appointment is used as a rule
when a debtor has above-average assets, and (3) in
most cases insolvencies have economically ineffi-
cient outcomes (liquidation, and not restructuring),
it is apparent that the system of appointments re-
quires a comprehensive re-evaluation in correlation
with the economic goals of insolvency.

Table 7 Statistical indicators of debtors’ assets, by managers’ appointment method

[Managers’ appointment Number of] Mean G Total - Maximum Sta'.ldi.lrd Coeff. of
method (mil. €) (thousands (mil. €) Minimum (mil. €) deviation riation
etho cases b of €) 5 5 i, | RS
Manually (non-random) 433 3.15 321.02 | 1,365.94 0.00 116.88 10.01 317.3
“Random with exceptions” 1,316 1.00 58.66 | 1,319.99 0.00 98.63 521 519.9
By switching roles 62 0.62 117.50 38.71 0.00 12.96 177 283.1
Random 7,015 0.36 23.94 | 2,513.73 0.00 117.50 3.05 851.6
Total 8,826 0.59 29.95 | 5,238.37 0.00 117.50 4.09 690.0

Note: only appointments from List A are observed, after 1 Sept. 2015, with durations longer than 14 days.

Source: Author’s calculation
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Finally, taking into consideration the following ele-
ments:

1. the duration of the observed time was a bit
longer than three years (1 September 2015
—end of 2018);

2. for almost half of the cases the data about
the size of the assets was successfully found;

3. for those debtors whose asset size data could
not be found, the assumption is that their as-
sets were relatively small or non-existent;

4. the total sum of assets of all debtors is 39.29
billion HRK;

5. the number of assets are nominal, and in re-
ality usually lower,

it can be estimated that the insolvency system of the
Republic of Croatia annually processes insolvencies
that have an approximate value of ten billion HRK
(€ 1.33 billion). With the empirical fact that most
cases end in liquidation, property sale and job ter-
minations, it can be also assumed that most of this
economic value is irretrievably lost.

4. Conclusion

This paper aims to contribute to a coherent discus-
sion regarding the appointment methods of insol-
vency proceedings’ managers in the Republic of
Croatia by supplying quantitative indicators that
are very scarce in the domestic environment. For
the first time the assets of the debtor are associated
with the appointments of the proceedings’ manag-
ers, and statistics at the national level are revealed.

Based on the research here presented, it can be cau-
tiously estimated that the insolvency system of the
Republic of Croatia annually processes cases with a
total value of approximately 10 billion HRK (€ 1.33
billion). This reflects the importance of the insol-
vency system for the economy in general and the
need for stricter control and greater transparency.
For cases with larger asset values, courts tend to by-
pass the random selection method of practitioners:
the debtors’ assets are on average about five times
higher in the non-random appointment than in the
random selection process. In practice, this means
that the random selection method of an insolven-
cy manager (which should be the rule, with some
exceptions) is a formal regulation that is being by-
passed whenever the assets of a debtor are larger
than average.

Most of the debtor’s assets are found in a small
number of cases: 47% of all assets are located in
0.7% of cases: these are the debtors who have more
than one hundred million HRK (€ 13.33 million)
worth of total assets. On the other hand, the larg-
est number of cases (73%) is made up of debtors
who have assets of less than one million HRK (€
133,330), but all together they make up less than 4%
of all of the assets in the insolvency system. In total,
about a hundred cases constitute more than half of
all the insolvency estate in Croatia.

Remarking the previously observed unequal work-
load of managers, we also found that the leading
ten practitioners were appointed in parallel to more
than 20 cases each (and several to over 30), in which
the average assets of a case were greater than 10
million HRK / € 1.33 million (the first five with cas-
es averaging over 20 million HRK / € 2.67 million
each). Ten of them are in charge of more than 240
cases whose total nominal assets amount to nearly
6 billion HRK (€800 million). In other words, debt-
ors entrusted to these ten practitioners in 243 cases
have assets whose worth is equal to all the debtors
combined at 166 practitioners in 2,978 cases from
the bottom of the asset scale. For a person that leads
in parallel over 20 companies, each of which has
(on average) over ten million HRK worth of assets
(€1.33 million), we can pragmatically assume the
following: either (a) he has extraordinary manage-
rial competencies; or (b) he cannot possibly man-
age all these positions effectively, and the debtors’
workplaces and assets will disappear in insolvency
proceedings; or (c) he only nominally conducts the
procedure while in fact there is some other oper-
ating arrangement at hand. Either way, this system
is not established to optimise the survival of the
debtor and to preserve the economic value of the
debtor’s assets and jobs.

One shortcoming of analyses of this type is the fact
that assets are only nominal, while real assets found
when opening a procedure are most often lower. It
is also possible that a debtor declares multimillion
assets in the year prior to opening the procedure,
only to find at the commencement of the proceed-
ings that there is nothing left. Due to the lack of sys-
tematically collected quantitative data, it is at the
moment impossible to accurately, or even roughly,
estimate what rate of asset depreciation would be
appropriate to apply, and therefore all amounts in
this paper should be taken with caution.
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In future research it would be useful to extend the  data on the gap between the declared and the actual
time horizon of the analysis and to observe com-  amounts of debtor’s assets for the purpose of bet-
parative situation in relation to jurisdictions of  ter estimation of the economic aspects of the insol-
similar economic and legal-cultural traditions. vency system.

Also, it would be valuable to systematically collect
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ENDNOTES

]

The Agrokor Group and shipyards.
With the exception of security (sub)systems.
https://osf.io/esx6j/, (accessed on April 25th 2019)

Based on the public database and research on US bankruptcies, provided by Professor LoPucki from the UCLA School of Law and
published on their official university pages; http://lopucki.law.ucla.edu, (accessed on 25 April 2019)

Microsoft OneDrive; the link is http://tiny.cc/imenovanja2019, (accessed on 25 April 2019). Published documents allow interactive
browsing in regard to the individual criteria of the viewer.

https://e-oglasna.pravosudje.hr/?q=popisi-obrasci/8998, (accessed on 25 April 2019)

The author has taken the data in good faith, assuming that they are accurate and correctly entered. The source of all data, except

for those about the amounts of the assets of the debtor, is the Ministry of Justice of the Republic of Croatia, and for the potential
corrections of the data one needs to address the Ministry. Even though a few weeks were spent for initial viewing and filtration of
data, it was impossible to check all of the >800.000 cells within the spreadsheet, i.e. over 40,000 entries, so it is possible that some
inconsistencies and/or inaccuracies remained. However, they are minor and they can be ignored within a statistical analysis of the
whole system.

As an example of the noticed and corrected error: it was announced on 1 March 2018 that judge Hrvoje Luksic, at the Commercial
Court in Zagreb, appointed Ante Ramljak as a special trustee at the debtor “Wrestling Club in Novi Zagreb” (VAT No.: 46193988864).
After the error was perceived he was relieved of this duty and seven days later, on 8 March, manager Valentino Koscak (from the B
list of practitioners) was appointed in a shortened procedure to the same case. It is normal that mistakes occur and that is why we
need to distance ourselves from them, but we can assume (and hope) that they do not occur very often.
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8 Bisnode operates in 19 markets and is one of the leading providers of business data in Europe. The institution of the author has a
subscription to the information system Poslovna.hr.

9 https://www.dzs.hr/app/sektorizacija/, (accessed on 27 January 2019)

10 For example, if the appointment was on 11 May 2018 we searched for the debtors’ assets as of 31 Decembert 2017. If that data did
not exist we searched for the assets dated 31 December 2016. Even though there were situations when it was not possible to find the
assets of the debtor on either of these dates, but it was possible to find the data from previous years (e.g. for 31 December 2015),
the older data was not taken into account because it would have most likely become irrelevant at the time of the appointment of the
insolvency practitioner.

11 Throughout this paper the exchange rate of 1 € = 7.5 HRK was used.
12 At many of the debtors there was more than one appointment.

13 If Agrokor was included it would be approximately 54 billion HRK (€7.2 billion).

Domagoj Sajter

IMOVINA DUZNIKA I IMENOVANJA UPRAVITELJA
U STECAJNIM POSTUPCIMA U REPUBLICI HRVATSKOJ

Sazetak

Ovaj rad nastoji ispitati koliko iznose imovine duznika u stecajnim postupcima u Republici Hrvatskoj u
suodnosu s imenovanjima voditelja istih postupaka. Ciljevi i svrha su pruziti dinamicko-analiti¢cki prikaz
sustava imenovanja voditelja stec¢ajnih postupaka u Republici Hrvatskoj, te ih analizirati u relaciji s nomi-
nalnim iznosima imovine duznika. Baza podataka o imenovanjima koju objavljuje Ministarstvo pravosuda
povezana je s godi$njim financijskim izvje$¢ima duznika te je formirana inicijalna matrica s 32.840 ime-
novanja u kojoj duznici imaju ukupnu nominalnu aktivu od 70,07 milijardi kuna. Kao takav rad se temelji
na kreaciji nove baze podataka koja povezuje imenovanja voditelja postupaka s iznosima imovine duznika
u tim postupcima. Rezultati pokazuju da stecajni sustav Republike Hrvatske godisnje prosje¢no obraduje
predmete u vrijednosti od oko 10 milijardi kuna $to izvrsno opisuje njegovu vaznost za ekonomiju u cjelini,
ali i za pravni sustav koji ju regulira. Takoder, rezultati prvi puta u Republici Hrvatskoj omogucuju javni
uvid u kvantitativne indikatore u stecajnim postupcima na nacionalnoj razini $to otvara prostor ekstenziv-
nijim istrazivanjima.

Kljucne rijeci: stecaj, stecajni postupak, upravitelj, imenovanje, ukupna aktiva
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