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THE PROBLEM OF SYNTHESIZING
FINANCIAL STATEMENTS IN
REORGANIZATION DURING THE
BANKRUPTCY PROCESS

ABSTRACT: The subject of the paper is solving the problems arising from
the use of highly synthesized financial statements. The paper presents a
model by which highly synthesized financial data can be used for the needs
of reorganization in bankruptcy management. Financial and accounting
data are frequently synthesized, i.e. organized in such a way that they
largely hide the details of the business. The act of synthesis is needed in
order a general picture of a company’s business to be created. Financial
statements such as balance sheets and income statements represent
typical examples. In the paper, there are used several research methods to
formulate the models for the efficient use of highly synthesized financial
statements. The basic method used in the research was the case study
method, then the modelling method, and, as an auxiliary method, there
was used the documentation analysis method. The case study analyzed
the main indicators being important for the bankruptcy. We analyzed six
companies which were in the process of reorganization in bankruptcy, and
the analysis identified common characteristics served as the starting points
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for the next method. The next method used was the modelling method. This
method was a logical continuation of the previous method by which a new
model was formulated. As a tool in modelling, there were used the block
diagrams, which graphically showed all important elements and relations.
The auxiliary method used was the documentation analysis method. It is a
historical method and an integral part of the previous two methods. The aim
of the paper is to increase the efficiency of the use of highly synthesized
financial statements in bankruptcy management.

Keywords: bankruptcy, reorganization in bankruptcy, financial reporting,
information system.

1. Introduction

The paper presents a model that uses highly synthesized financial data
in bankruptcy with special emphasis on reorganization. The most business
decisions are based on the certain business parameters which are recorded in
the financial statements. Each business transaction is recorded and entered into
the accounting system from which the financial statements are later created.
Due to the large amount of the generated information during the business,
transformation and summarization must take place but the only way to create
the financial statements is the one that gives a general picture of the business.

The subject of this paper is solving problems arising from the use of
highly synthesized financial statements. Namely, making decisions based on
bad assessments can further jeopardize the already shaky business.

Synthesis is an established practice and is an integral part of every
financial and accounting system. Balance sheets and income statements
are characterized by the fact that they give a rough picture of the business
condition of an organization. A system established in this way gives good
results in most cases, especially when the business is successful. The problem
arises when business is threatened, especially when organizations go toward
bankrupt.

The aim of this paper is to increase the efficiency of the use of highly
synthesized financial statements in bankruptcy. More precisely, using highly
synthesized financial statements that are accurate and up-to-date. The ultimate
goal is to create a decision-making system based on the actual state of the
business.

Then, rough indicators are not of much greater importance, and thus the
task of the management in bankruptcy is far more complex.
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Modern business requires the use of robust accounting systems based on
computer technology, so that the synthesized reports can be easily interpreted
and returned to their original form. Various organizational and business
techniques for organizational recovery often neglect the development of the
organization’s information system, which includes the accounting system. It
follows from this that a lot of the financial transactions are performed outside
the established system, they are shown in the final account, taxes are paid,
etc. but they are recorded outside the established accounting programs. The
reason for this may be, among other things, the inability of the organization
to service its debts of the information system maintenance, the departure of
key people who know how to use the current accounting system and similarly.

2. Bankruptcy process and reorganization

Bankruptcy itself can have two outcomes, depending on whether it
is possible to reach an agreement with the creditors. One outcome of the
bankruptcy goes toward closing of the company by selling the entire property
and by settling the creditors. ,,Bankruptcy occurs when a debtor’s assets are
reduced to such an extent that his debts exceed the real basis on which they
are based” (Duki¢-Mijatovi¢, 2010, p. 15). So, servicing the debts from the
current operations is hardly possible, and settling creditors from the entire
property is also impossible. When a company goes bankrupt, debts are often
above the amount of total capital. The second outcome is the reorganization,
which aims primarily at regulating the mutual relations between creditors and
the bankruptcy debtor. For this outcome, it is necessary to reach an initial plan
and agreement with the creditors. This outcome is also strictly defined by the
law, so that it must be met through legal and organizational conditions.

The question that arises is whether it is possible to bypass bankruptcy
as a category that is quite rigid, the answer can be inferred from numerous
studies. As an example of the previous statement, the research done on the
example of the American economy will be cited, as one of the conclusions is
the following: ,,At first glance, it seems that it is in the interest of the applicants
to agree on an informal reorganization of the company before unnecessary
costs occur. Nevertheless, empirical studies show that a large percentage of
companies choose formal bankruptcy* (Frangois & Raviv, 2017, p. 165). The
mentioned research was done on the example of the American economy, but
the logical conclusion is that the results would be similar in our conditions.

Some branches of industry have experienced the major shocks under the
influence of the technological changes. For example, digital video viewing
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services have virtually shut down large chains that engaged in physical
renting the video media. ,,The digital transformation has obscured traditional
categories of production and consumption® (Kale, 2018, p. 4). ,,In declining
industries, there is a high degree of fear for the future sustainability on the
part of employees, a high degree of integration is closely linked to high
coordination costs and unbreakable moments for employees* (Bauer, Dao,
Matzler & Tarba, 2016, p. 11). What can be noticed in companies that are in
the domain of declining branches of the industry is the emergence of a large
migration of the best staff.

There are many reasons for the bankruptcy, some bankruptcies are
intentionally caused, while others arose due to objective reasons. In any case,
it is difficult to state all the reasons for initiating bankruptcy. According to the
authors behind the work ,,The crime of causing bankruptcy — specifics and
features* (Dragojlovi¢, MiloSevi¢ & Stamenkovi¢, 2019), a large number of
bankruptcies arise due to the transition and / or poor management. This view
is not unique and is shared by many domestic authors. Namely, during the
privatization, there were cases where the values of companies were reduced
through poor management and then bankruptcy was initiated.

However, the collapse of one company is not of a local character. “By
committing the criminal acts in the economy, the whole society is destabilized,
which is why it is especially interested in its protection with both preventive
and repressive measures, among which the Criminal Law measures occupy
a significant place” (Dragojlovi¢, MiloSevi¢ & Stamenkovi¢, 2019, p. 27).
From this, it can be concluded that the state itself is extremely interested in
sanctioning those who intentionally lead companies into bankruptcy. And
besides this, there is a growing trend of favouring reorganization in relation
to bankruptcy.

3. Accounting - financial system

The accounting and financial system is an integral part of every company.
Without these two parts it is difficult to imagine the business. With the advent
of modern information systems, many accounting and financial functions have
been automated. However, despite facilitating the work of the accounting and
financial sector in terms of administration, these businesses are still heavily
influenced by the human factor.

According to one of the definitions, accounting is: ,,The process of
identifying, measuring and communicating economic information in order to
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assist in making decisions and decisions by information users* (Collier, 2003,
p- 3). The emphasis here is on monitoring the business process and measuring it.

The second definition is very similar: ,,Accounting is an information
system that measures business activities, processes information into reports
and communicates results to decision makers. Accounting is the language
of business* (Nobles, Mattison & Matsumura, 2015, p. 28). It should be
emphasized that the first definition was taken from the literature cited by
the American Association of Accountants, namely the first definition is from
1966. The second definition is a bit younger and has a slightly more modern
undertone.

Today, the collection and processing of data has been significantly
facilitated, but the interpretation of the obtained data is still a labor-intensive
process highly dependent on the creative abilities. In the previous period,
many jobs within the company were used to transfer information from
senior management to lower hierarchical levels. All this leads to the fact that
information systems have been given a new destructive role that inadvertently
changes the business model. ,,As companies become more digital, it becomes
apparent that what companies can do depends on what their information
systems and data management can® (Turban, Pollard & Wood, 2018, p. 4).
Today, a lot depends on the power of a company’s information system, new
models are emerging, and new applications of information technology are
evident every day.

The previous picture 1. shows a rough scheme for synthesizing the
final accounts. Namely, business books are formed from concrete data and
information, which most often unite certain important elements of business.
For example, books of suppliers, customers, etc. can be kept separately.
This was done in the previous period to facilitate data processing manually.
Through the process of abstraction, “superfluous” details are removed in
order to finally obtain highly abstract, ie synthesized reports that can more
easily monitor business. The balance sheet and income statements are perhaps
the most important, but they also have the least details needed to analyse the
business of a company. Namely, these reports belong to the highly synthesized
reports that combine numerous categories and show only the general picture
of the financial operations.
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Picture 1. The problem of synthesizing final accounts.
Source: Author’s research.

Monitoring the work of the company is done with the help of various
indicators, among which are the financial and accounting reports of the
great importance. However, we also have shortcomings in this field, such
as the emergence of the creative accounting practice. ,,Creative accounting
implies all the actions of managers, employees or third parties that lead to the
presentation of the desired, rather than the actual picture of the financial and
profitable position of the company* (Besli¢, 2013, p. 149). With bad reporting,
the company’s management wants to mislead its partners, both external and
internal.

“In our domestic scientific and professional literature,” Business Analysis
“or” Business Analysis “has been largely replaced by the concept of”” Balance
Sheet Analysis “or” Financial Report Analysis . It is indisputable that this
analysis is important and unavoidable, because it is a basis for deciding on the
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fate of the capital of investors ““ (MaleSevi¢ & Cavlin, 2009, p. 25). However,
the financial aspects of the analysis are not enough.

The division of the financial statements according to the methods
of analysis can be divided into two major groups, namely: qualitative and
quantitative financial analysis. When we talk about the quantitative analyses,
we mean “classical” analyses, which contain clearly and quantitatively
processed data. On the other hand, qualitative analyses are related to the
interpretation and elaboration of business ventures. Quantitative analyses
can yield far different results than qualitative analyses, but freedom of
interpretation can lead to erroneous results.
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Financial analysis and accounting are the universal language of
economics by which information can be easily and simply shared. From
the reports that come from the domain of the finance, you can learn a lot of
information such as the intentions of the company, business success, direction
of further development and the like.

After the inventory and assessment performed by the bankruptcy trustee,
a document called “Economic and Financial Report” (EFR) is created. This
document is a rough assessment of business opportunities and the bankruptcy
estate. In this segment, a detailed assessment of the assets performed by a
certified appraiser under the new law is still not required. The EFR is presented
to creditors so that they are aware of the state of the bankrupt company.

EFI is essentially a document standardized by the Rulebook on setting
national standards for bankruptcy estate management (2018). Hereinafter,
the Rulebook on Determining National Standards for Bankruptcy Estate
Management will be called the National Standard. The purpose of the national
standard is to set the framework in which the bankruptcy estate is managed, ie
the way in which bankruptcy trustees approach the bankruptcy process. The
national standard prescribes the norms that must be met.

4. Research

For the needs of the work, companies that are in the process of
reorganization in bankruptcy were researched, and the following research
methods were used:

The case study, here we mean the Harvard variant, which serves for the
development of the critical thinking, comparative analyses, classifications and the
like. They give the common characteristics of the observed object of research.

Modelling method with emphasis on graphical presentation of the
obtained results of the previous method, in this way the system boundaries,
essential elements, relations and fields of action of the system are presented.

Documentation analysis was used as an auxiliary method, this method
permeates the previous two and is one of the historical methods.

Organizations that are in the process of reorganization were researched:

» Akcionarsko drustvo Tigar Pirot,

« Akcionarsko drustvo fabrika hartije Bozo Tomi¢ Cadak,
* Ikarbus A.D. Beograd,

* Gradevinsko preduze¢e Mostogradnja A.D. Beograd,

* Simpo A.D. Vranje,

* Dunav akcionarsko drustvo Smederevo.
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Each analyzed company will enter a certain knowledge about the
reorganization process itself. Each company analyzed had its own dynamic
growth, development and ultimately decline. Through the analysis of
documentation, primarily reorganization plans, i.e. pre-prepared reorganization
plans, then financial reports and additional documents, a comparative analysis
is formed.

With the help of this analysis, it is possible to quickly see the common
characteristics with the special emphasis on the financial reporting. Also, an
analysis of the company's capacity in terms of collecting, processing and
sharing financial information was performed.

A special focus in the research is on the interpretation of financial
indicators by management, as well as the way they are presented. This analysis
provides the basic elements of building the model presented in the next part
of the paper.

From the previous analysis, it can be determined that the main carrier of
financial information is mainly a mixture of electronic and paper forms. That
is, the internal information system, in addition to the use of computers, was
formed according to the system of “information archipelagos”. This means that
only certain parts of the organization are covered by the information system,
and it is often the case that business with external partners is conducted using
a combination of paper and electronic forms.

The problem arises primarily in the insufficient efficiency of information
collection as well as in the appearance of out-of-date information of a
financial nature. An additional problem identified in the research process
is the emergence of “creative” bookkeeping, ie making decisions based on
misinformation.

Based on what has been said so far, a model based on feedback with the
use of modern web technologies is given. The model provides a high degree
of data up-to-dateness and transparency.
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Picture 3. Model of analysis of synthesized financial information.
Source: Author’s research.

The model is based on feedback and information systems inside and
outside the company. Without the use of the adequate information systems, the
presented model could hardly be possible. In this model, financial statements
are considered outputs that are subject to detailed analysis. Bold lines between
suppliers, companies and customers indicate material flow, all other flows are
essentially informational.

5. Conclusion

Without constant checks of the actual state of business, companies that
are in reorganization in the bankruptcy procedure must have a more realistic
picture of business. The assembly of creditors can very quickly vote for
bankruptcy if the debtor does not stick to the plans. In order to create the
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most realistic picture of the business, it is necessary to apply information
technologies and respect the procedures related to information handling. A
mitigating circumstance is that the technologies needed to build such a model
are widely used and do not require a drastic increase in costs.
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PROBLEM SINTETIZACIJE
FINANSIJSKIH IZVESTAJA U
REORGANIZACIJI PRILIKOM
VODENJA PROCESA STECAJA

REZIME: Predmet rada je reSavanje problema koji proizilaze iz upotrebe
visoko sintetizovanih finansijskih izvestaja. U radu je prikazan model kojim se
visoko sintetizovani finansijski podaci mogu koristiti za potrebe reorganizacije
prilikom vodenja steCaja. Finansijsko-racunovodstveni podaci su najcesce
sintetizovani, odnosno tako organizovani da u velikoj meri sakrivaju detalje
poslovanja. Cin sintetizacije je potreban kako bi se stvorila opsta slika o
poslovanju jednog preduzeéa, finansijski izvestaji poput bilansa stanja i uspeha
su karakteristicni primeri. U radu je koris¢eno nekoliko istrazivackih metoda
pomocu kojih se formulisao model za efikasnu upotrebu visoko sintetizovanih
finansijskih izvestaja. Osnovna metoda koja je koriS¢ena u istrazivanju
jeste metoda studije slu¢aja zatim metoda modelovanja, a kao pomoéna
metoda koriS¢ena je analiza dokumentacije. Studijom slucaja analizirani su
glavni pokazatelji koji su vazni za stecaj. Analizirano je Sest preduzeca koja
su u procesu reorganizacije u steCaju. Analizom su utvrdene zajednicke
karakteristike koje su posluzile kao pocetne tacke za narednu metodu. Slede¢a
metoda koja je koriS¢ena jeste metoda modelovanja, ova metoda je logi¢ni
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nastavak prethodne metode kojom se formulisao novi model. Kao alat u
modelovanju upotrebljene su blok Seme kojom su graficki prikazani svi bitni
elementi i relacije. Pomoc¢na metoda koja je upotrebljena jeste metoda analize
dokumentacije, ovo je istorijska metoda i sastavni je do prethodne dve metode.
Cilj rada je usmeren na povecanje efikasnosti upotrebe visoko sintetizovanih
finansijskih izvestaja prilikom vodenja stecaja.

Kljuéne redi: stecaj, reorganizacija u stecaju, finansijsko izvestavanje,
informacioni sistem.
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