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The profitability and efficiency of organization are impacted by a number of factors that can lead to business failure under certain conditions. In this situation,
the company’s management needs to implement a set of actions necessary to restore stability and solvency. The article is aimed at defining the stages of crisis
management and the main factors of formation of successful anti-crisis strategy. The process of solvency restoration, presented in the publication, covers all
aspects of anti-crisis management, such as: evaluation, diagnostics, planning, management. It is emphasized that anti-crisis management is not just the forma-
tion of an effective strategy for the recovery and development of company, but also an integrated implementation of the proposed measures, their constant
adjustment, depending on the impact of changes of the external and internal factors. Accordingly, implementation of the proposed process involves the coordi-
nation of priority interests of the company and external environment; balancing internal measures to restore economic potential and create conditions for the

long-term development of company.
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Kapsayka H. C., Tiopia H. M., Hazapuyk T. B. AHmuKpu3oee ynpaeniHHs:
3HaYeHHA, emanu, npoyecu peanizayii

Ha npubymkosicmb i egpexkmusHicme disasHoCMi opeaHizayii 8naueae yinud
pA0 hakmopis, AKi 3a nesHUX 06cMagUH MoXymb fpuzgecmu 0o 36010 6i3-
Hecy. Y makili cumyayji KepigHuymey KomMnaHii HeobXiOHo BUKOHAMU KoMn-
f1eKc 3ax00i8, CPAMOBAHUX Ha 8iOHOB/EHHA cmabinbHocmi ma naamocnpo-
MoxHocmi. Memoto cmammi 6yn0 8U3HAYEHHS emarnie aHMUKPU308020
YnpasniHHA Ma OCHOBHUX (haKkmopie hopMyBaHHS yCniluHOI aHMUKPU30801
cmpamezii. [poyec 8i0HO8AEHHA NAAMOCIPOMOXCHOCMI, pedcmagneHull y
pobomi, oxontoe 8¢i acnekmu aGHMUKPU308020 YrpasniHHA, MAKi AK: 0YiHKa,
diaeHOCMUKQ, NNGHYBAHHSA, MeHedxMeHm. AKUEHMOBAHO y8azy Ha Momy,
WO GHMUKPU308€e YMpaeniHHA — Ue He MiAbKu CMeopeHHs epekmusHoi
cmpamezii 8i0HO8EHHA Ma PO3BUMKY KOMMQHIi, ane Ui KomnneKcHe 8npo-
8a0M#eHHA 3arMponoHO8aHUX 3ax00is, ix nocmiliHe Kopu2y8aHHA 3a/exHO 8i0
8r1/1UBY 3MiH 308HIWHIX Ma 8HYMPIWHIX YUHHUKIG. BidnosioHo, peanizayis 3a-
MporoHoBaHo20 npoyecy nepedbayae KOOPOUHAYito MpiopuMemHux iHmep-
ecig KOMMAHIi Ma 308HiWHL020 CepedosuLya; 36aMGHCYBAHHSA 8HYMPIWHIX
3ax00i8, CMPAMOBAHUX HA BIOHOB/EHHA EKOHOMIYHO020 MOMeHYiany ma cmeo-
peHHA ymos 015 po38uMKy nidnpuemcmaa 8 00820cmpoKosill nepcnekmusi.
Kntovoei cniosa: kpu3ose ynpaeniHHA, aGHMUKPU308e yrpasiHHA, GHMUKPU30-
80 cmpamezis, NAaH pecmpykmypu3auii iHecy, (piHaHcose 0300poe/eHH.
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Kapeaykas H. C., TiopuHa H. M., Hazapuyk T. B. AHmukpu3ucHoe
ynpasneHue: 3HaYeHue, 3Mansl, MPOYECcs! Peanusayuu

Ha npubblnbHOCMb U 3ghghekmusHOCMb OeamenbHOCMU 0peaHU3aYUU 8u-
Aem yenblli pad Gakmopos, Komopbie 8 onpPedeneHHbIX YCAoBUAX Mo2ym
npusecmu K cboto busHeca. B amoli cumyayuu pykosodcmsy KOMNaHUu
mpebyemca peanu3osame Komnaekc Oelicmeud, Heobxodumbix 044 80c-
CmaHoeneHus cmabunbHocmu u naamesxcecnocobHocmu. Leas cmamou 3a-
KA1104a10Ch 8 0npedeneHuu IManog GHMUKPU3UCHO20 yrpasneHUs U 0CHO8-
HbIX (haKmopos opMUpPOBaHUA ycrnewHol aHMUKpu3ucHol cmpameauu.
lpoyecc 8occmaHosneHus naamexcecnocobHocmu, npedcmaeneHrHolld 8
pabome, oxgameieaem 8ce acrekMsl GHMUKPU3UCHO20 YrpasaeHus, makue
KaK: OUeHKd, OUa2HOCMUKG, NAGHUPOBAHUE, MEHEOMMeEHM. AKUeHMUpPoBa-
HO BHUMQHUE Ha MOM, Ym0 GHMUKPU3UCHOE YrpasseHue — 3mo He MosbKo
thopmuposarue ahekmusHol cmpame2uu 80CCMAHOBAEHUA U PA3BUMUSA
KOMMAHUU, HO U KOMIAEKCHOe 8HeOpeHUe npedaazaembix Mep, Ux moCMosH-
HaA KOPPEKMUPOBKA 8 3a8UCUMOCMU OM BAUAHUA U3MeHeHUL BHEWHUX U
8HympeHHux (pakmopos. CoomeemcmeeHHo, peanu3ayus npednaeaemoz0
npouecca npedycmampusaem KoopOUHAYUI0 MPUOPUMEeMHbIX UHMepecos
KOMNAHUU U 8HewHeli cpedbl; cOanaHCUPOBaHUE 8HYMPEHHUX Mep Mo 80C-
CMAHOB/EHUI S3KOHOMUYECKO20 MOMEeHYUaAna u co30aHut0 ycaosuli 04 pas-
8UMUS KOMMAHUU 8 00/120Cp0YHOL Mepcrekmuse.
Kntouesble cnoea: KpusucHoe ynpasneHue, GHMUKPU3UCHOe ynpasneHue,
GHMUKPU3UCHAA CMpamezus, NAaH pecmpykmypusayuu busHeca, UHaH-
c080e 0300poseHue.
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ompanies are dynamic. They are moving either
forward or backward against their competitors.
Enterprise evolution could be defined as constant
changes that a company undergoes to keep its competi-
tiveness at the same level in the future, maintain its high
market position. Managing this evolution is becoming
more and more important as the competitive environment
in which corporations operate changes ever-more-rapidly
every year. Periods of economic and financial distress pose
special challenges to capabilities of most businesses that
function in unstable environment. The proof of this is the
information about the life cycle of newly born enterprises,
the fact that they survive up to five years after the cre-
ation. The one-year survival rate demonstrates that in the
EU business economy about 80% of the enterprises born
survive [3]. The highest one-year survival rates were re-
corded for enterprises in the Swedish business economy —
96.7% and were also above 90 % in Greece, the Nether-
lands, the United Kingdom, Croatia, and Belgium. The
lowest rates were reported in Lithuania, at 63.5%, and
Portugal — 72.2%. The five-year survival rate of enterprises
shows that typically less than half of them survive within a
five-year period. The average death rate of enterprises for
EU countries was 8.7 % (TbL. 1).
An organization’s profitability and effectiveness can
be affected by a variety of factors, which in certain cir-

cumstances can cause business failure. These included:
poor profits; poor growth of sales or their decline; failure
to control costs; failure to adapt the company’s product
to meet customer needs; failure to build a team that is
compatible and has the skills to finance, produce, sell and
market; decline in relationships with the bank; tougher
market conditions; poor management; poor quality of
products and services; negative cash flow; over-trading.
The crisis situation is a threatening phenomenon, sur-
prising because non-planned [5], but typically, if a com-
pany is in the early stages of business failure, then it will
show the following signs of financial distress [2]: a sig-
nificant shortage of cash with borrowings at or close to
the maximum; suppliers starting to push for faster pay-
ments; monthly accounts showing that the business is
consistently losing money.

Often these signs are symptoms of underlying op-
erational or strategic problems within a business. When
executives fail to address the issues and fall into a state
of denial they embark on the decline curve. When mov-
ing backwards they have the opportunity to change the
policies, to reverse the trend. They can institute internal
changes while the level of liquidity makes it possible to
cope with the necessary changes in the management and
policies (Fig. 1).

Table 1
Death rate of enterprises (percentage)*
Country Year
2008 2009 2010 2011 2012 2013 2014 2015 2016

Australia 15.60 13.10 13.40 13.40 15.20 12.40 12.60 12.50 12.40
Austria 5.80 6.10 6.90 7.10 6.70 6.00 6.10 6.10 6.20
Czech Republic 8.20 8.20 9.00 9.10 9.70 8.30 9.30 7.50 8.00
Estonia 13.20 14.60 10.00 8.40 8.20 9.00 7.90 7.90 7.95
France 7.70 7.50 6.90 6.50 5.60 5.30 5.60 5.30 5.40
Germany 8.90 8.60 8.50 8.50 8.30 8.30 7.70 7.90
Hungary 10.80 9.60 11.10 13.50 11.60 9.00 10.20 9.40 9.40
Italy 7.00 6.10 6.50 6.90 6.90 7.80 8.70 8.90 8.80
Korea 12.70 12.70 12.30 12.60 13.40 12.10 14.10
Latvia 14.00 14.90 10.90 12.20 13.10 13.00 9.00 6.3 7.00
Luxembourg 7.70 740 7.50 7.60 7.30 7.60 8.00 7.80 7.80
Netherlands 7.60 8.50 7.20 7.60 8.80 7.90 6.40 6.40 6.40
Norway 6.80 6.30 6.00 4.30 420 5.70 5.80 4.10 4.30
Poland 9.00 10.80 10.60 11.30 11.20 11.60 11.80
Slovak Republic 11.40 10.60 7.20 14.20 9.20 12.70 12.00 9.60 9.60
Slovenia 6.60 740 8.50 8.30 9.10 9.00 8.20 7.70 7.90
Spain 9.40 9.60 9.10 9.50 9.80 9.50 8.20 8.20 8.20
United Kingdom 11.80 14.10 11.10 10.10 10.80 9.90 9.90 11.0 10.0
Romania 10.40 20.70 20.20 15.80 13.10 11.70 9.80 9.40 9.60

Note: * - The data in this database are presented in International Standard of Industrial Classification (ISIC Revision 4).

Source: composed by [3; 8]
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Source: composed by [1].

The research line investigating crisis management
focuses on the process (Pearson, Clair, Mitroff, Smith,
Stead, Downey).

he Oxford Dictionary defines “crisis manage-

ment” as the process by which a business or other

organization deals with a sudden emergency situ-
ation [9]. Crisis Management is the overall coordination
of an organization’s response to a crisis, in an effective,
timely manner, with the goal of avoiding or minimizing
damage to the organization’s profitability, reputation, or
ability to operate and often involves the need to make
quick decisions on the basis of uncertain or incomplete
information (UIC Additional Global Security Program)
[11]. In recent years for many people the expression “cri-
sis management” has become synonymous with turn-
around management, since the first task in saving the
company is to manage the crisis. But in most cases the
goal of turning the company around is much more than
overcoming the initial crisis.

According to BNET Business Dictionary, corporate
turnaround is defined as: “The implementation of a set of
actions required to save an organization from business
failure and return it to operational normality and finan-
cial solvency. Turnaround management usually requires
strong leadership and can include corporate restructur-
ing and redundancies, an investigation of the root causes
of failure, and long term programs to revitalize the orga-
nization” Dr. Christoph Lymbersky, a corporate restruc-
turing and turnaround strategies expert, notes that the
Turnaround Management Society has quite a distinctive
definition of turnaround management: “A turnaround
transforms a company that has a general lack of resourc-
es and/or strategic disposition and/or is in an abnormal
period to be profitable enough to support its own opera-
tions and to have a strategic chance to survive in its en-
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Time

Fig. 1. Turnaround

vironment on a stable platform for renewed growth” He
also mentions that “a turnaround can also be conducted
to adapt to changes on the market, even though admit-
tedly there is usually some financial pressure involved.
At the same time, there is no shame in getting into this
situation as long as management is willing to admit that
a turnaround, a change in strategy is necessary” [6]. In
practice, turnaround management aims to prevent a
company from filing bankruptcy or, once involved in the
bankruptcy reorganization process, preventing its liqui-
dation [4]. Thus, turnaround management is a reaction
to a crisis faced by a company with the focus on coping
with the crisis.

n organizational crisis is a low-probability, high-

impact event that threatens the viability of the

organization and is characterized by ambiguity
of cause, effect and means of resolution, as well as by a
belief that decisions must be made swiftly [10]. Thus, the
principal aim of any corporate turnaround is to remove
the company quickly from any immediate danger of go-
ing into liquidation and to focus on activities and tasks
that restore corporate value. According to J. Downey [2],
S. K. Maheshwari [7], in order to achieve this, there are
six stages that a company in a turnaround situation will
need to go through (Fig. 2).

Change management can be a very effective tool
for any business when used effectively. It is important
that anyone who is involved with the management team
knows all about change management and is competent in
it. Often a company may bring in an external turnaround
specialist, Chief Financial Officer (CFO) or a new Chief
Executive Officer (CEO) specifically to make the challeng-
ing and controversial decisions required to restructure
the business. The advantages of bringing in an external
specialist are that: they have significant turnaround ex-
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Stage 1

Management change

L

Stage 2

Business review, Diagnosing problems

General Management
e Government Relations
* Business Strategy

e Sales Force Management
e Customer Relationship

e Organizational Structure Design

e Procedures Setup and Management *

Operations Management

e IT and Management Systems

* Inventory Planning

* Logistics Flows and Management
e Suppliers Analysis

Key Account Management

Human Resources

e Salary Adaptation / Retention

* Recruiting / Termination

e Coaching / Mentoring Senior
Management

e Communication Strategy

Financial Management
e Cash Flow
* Vendor Management
e Cost Reduction
* Pricing Structure and Approach
* Account Receivables
and Payables Collection

Stage 3 )

Business restructuring plan

e Restructure outstanding debt obligations

* Reduce operating costs

* Improve management of working capital

e Enhance product pricing and customer mi

e Streamline product lines

e Accelerate growth of high potential product

Stage 4

Implementation

Stage 5

Stabilization

Stage 6

NJRNGENgE

Embedding the change

=T

organizations

and control

To achieve long-term sustainability and growth:
e develop new markets, new products or strategic alliances with other successful

e Improve customer service or enhance product quality
e Secure long-term financing and strengthen its balance sheet, shifting the
emphasis from cash flow management to strategic financial management

Fig. 2. Turnaround stages

perience along with proven turnaround techniques; they
have no emotional ‘baggage’ associated with any of the
company’s previous business decisions and are not com-
mitted to the status quo; they are not part of the organiza-
tion’s hierarchy and are therefore often able to challenge
the company’s management more freely [2, p. 4]. Change
management can be hard to implement because some
people don't react well to or don't like changes.
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o, decisions may also be taken at this stage to re-

move any senior managers who might obstruct the

turnaround effort — this might include the CEO,
CFO and weaker board members. The support from the
staff is probably one of the main key factors in imple-
menting change management because at the end of the
day they are the ones who can make it work or fail.
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aving addressed the capabilities and competen-

cies of the management team and getting a sense

of the cash available, the turnaround manager
must consider whether the business or parts of it are vi-
able. Business review includes a thorough assessment
of: strategy, operations, finances, infrastructure/people,
commitment and capacity to change [2, p. 5].

Strategy. The turnaround manager will need to
determine: whether the organization has a clear and
deliverable strategy that sets out the focus for the orga-
nization; whether the strategy is to return the business
to generating average earnings in the medium term or
whether the focus should be on exit through a sale where
specific cash and earnings strategies will be applied to en-
hance the sale value.

Operations. In many turnaround situations the so-
lution adopted will involve the focusing of the business
being restructured on its customers and market sectors
where profitability can quickly be achieved. Defining the
optimum core business the turnaround manager should
find out: Is the focus on what really matters? Which
products, customers and channels create or destroy val-
ue? Are the products or services being provided in the
most effective possible manner and at the lowest possible
cost? [s there waste in the organization’s processes?

Finances. Almost the first step a turnaround man-
ager must take is to establish the exact liquidity posi-
tion of the business. This will require immediate access
to bank statements and internal cash flow forecasts. The
turnaround manager attention needs to be focused on
the following questions: What is the organization’s cash
position? Does it have sufficient lines of credit or access
to funding? Is there reliable information on the organi-
zation’s performance and financial situation? Does the
business have effective budgetary control? Is the business
managing its working capital?

The turnaround manager will need to prepare an
analysis of the company’s business and assets. An esti-
mate of the outcome for each class of creditor on both a
going concern basis and a break-up basis is required to
inform his discussions with management of stakeholder
groups. The turnaround manager will also need to deter-
mine the liabilities of the company, ensuring that all se-
cured, unsecured, contingent and prospective claims are
identified.

Infrastructure/people. Does the organization
have sufficient flexibility in respond to changes in market
conditions? Does it have the right departmental struc-
ture? Is the organization overstaffed? Does it have the
right people with the right skills?

Having established business viability, sufficient
liquidity to prepare a survival and recovery plan, and
management control over the operations, the emphasis
moves to the preparation of a business plan that is both
credible and fundable; credible in that the revenues and
margins are based on a realistic assessment of the state of
the overall market and of the business’s competitive posi-

386

tion, and fundable in that the level of debt of the ongoing
business can be serviced by realistic operating profits and
cash flows.

Effective strategic planning can make a critical dif-
ference to long-term prospects of a company. The ob-
jective of strategic planning is to define a direction for
long-term future of a business. This helps to define objec-
tives, strategies, tactics, and feedbacks needed to be built
in order to monitor progress. Restructuring a business
means making changes to the organization structure, op-
erations, or finances.

Also, a successful turnaround strategy is a function
of three principal factors [12, p. 15-23]:

1. A strategy that focuses primarily on improving
the firm’s effectiveness as a low-cost operator, which im-
plies the design of products for manufacturability, the at-
tainment of high rates of manufacturing and inventory ef-
ficiency, and the containment of overhead costs to below
industry levels.

2. A strategy that focuses on improving the effec-
tiveness of the firm as a supplier of increasingly differen-
tiated products. Manufacturing differentiated products
implies products with distinguishing features, high reli-
ability, and significant performance, exceptional product
quality, and the development of long-term continuity
with the markets being served so that product differen-
tiation can be recognized by potential buyers.

3. Leadership involves turnaround agents who have
significant experience in the industry being served and in
some technical function such as manufacturing or engi-
neering and have a major propensity to focus on produc-
tion capabilities such as manufacturing, product develop-
ment; production issues, such as production cost, prod-
uct quality, customer satisfaction, and short-term sales.

In the preparation of restructuring plans a modular
two-stage approach is typically used.

he first stage involves drawing up operational

measures to ensure the company’s viability, i.e.,

creating conditions for the company to be a going
concern, solvent and not over-indebted.

The aim of the second stage is to develop a model
for restructuring the company to ensure its steady com-
petitiveness and profitability (viability).

Key elements to include in a restructuring plan are:

+ description of the subject matter and scope of

the task;

+ ddescription and analysis of the business back-
ground;
danalysis of the causes of the crisis and the stage
it has reached;
dmodel for restructuring the company;
dprogram of measures to be taken;
dintegrated restructuring plan;
dassessment of whether the restructuring is vi-
able, i.e. whether an objective consideration
of the plan provides serious and well-founded

+

++++
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prospects of a successful restructuring within a
reasonable period.

Once all the necessary measures are defined in a
concept, it is time to act. Implementation — at the emer-
gency stage, companies must do whatever is necessary
to survive. Positive cash flow is critical and must be es-
tablished as quickly as possible. Distressed companies
can have cash management delegated at too low a level,
with non-urgent payments continuing due to lack of su-
pervision. Cash will often be required to implement the
turnaround strategy and this must also be sourced with-
out delay. The first step is to rigorously analyze the cash
control and to impose a strict discipline over collections,
payments, and purchase ordering, if necessary, taking
over direct management of these functions.

anaging the implementation of turnaround
management considered by us is a flexible
system that requires constant monitoring and
adjustment, since the economy of an enterprise in the
market is affected by changes in its external environment.
With the growing uncertainty of the external en-
vironment, management objectives become more com-
plicated, and the focus moves from control of the pro-
duction process and its development to interaction of the
production system and the environment (Fig. 3).
The technology of implementing turnaround man-
agement involves passing the following stages:
1) definition and approval of the strategic direc-
tions of the enterprise’s restructuring;

Turnaround strategy

Planned operational measures on turning the company around
in the first quarter, based on the strategy

Social

| Financial || Production || Ecological |

Organizational

| Economic

|| Legal | Technological

Planned results
N—

Implementation and monitoring

Estimation

Actual results
—

~

Effectiveness of the restructuring plan (positive / negative changes)
Analysis of deviations from planned results, determination
of causes of the deviations

THE FIRST QUARTER

| Quarterly Report |

| Confirmation / denial of feasibility of the turnaround process |

—————

\

Confirmation
The effectiveness increases

Denial
The financial situation worsens

v

* external changes for the quarter

Adaptation (adjustment) of planned measures to the new conditions:

* change in the financial condition of the enterprise

Definition of complex measures on restructuring in the second quarter,
based on the strategy

v

Social

| Financial | | Production || Ecological

| v

Organizational

| Economic || Legal |

Technological

For the second, third, fourth quarter similar measures are intended

Fig. 3. Stage 4 - Managing the implementation of turnaround management
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2) identification of measures of turnaround man-
agement for the first quarter under the restructuring plan;

3) implementation and monitoring of the restruc-
turing plan;

4) analysis of the restructuring measures, assess-
ment of their effectiveness in accordance with the goals
and objectives for this period;

5) adaptation (adjustment) of planned measures.

For the next quarters the technology of the stages
2-5 is applied.

uring these stages of turnaround, executives

must focus on building a stable management

team that can lead to growth and future profit-
ability. Having stopped the negative cash flow, it will be
possible to address long-term issues, such as new prod-
uct introductions or other long-range projects that may
attract additional financing. To ensure long-term survival
of a company, it is necessary to increase profitability and
its return on investment while ensuring smooth opera-
tion of existing facilities.

Overall, the company is solvent and effective, if the
following “golden rule of business economics” is being
followed:

Top > TSV > Tm > 100 %,
where Ty T,

~» I, T, are the rate of change of operating
profit, sales volume and capital advanced, respectively.

This dependence means: increasing economic po-
tential of the enterprise; the enterprise’s resources are
used more efficiently because its economic potential is
growing more rapidly than sales; income grows at a faster
pace, indicating a relative reduction of production costs
and accelerating the turnover of funds.

Embedding the change — the final stage concen-
trates on embedding the turnaround, with the company
gradually returning to financial health. Management be-
havior and reward and compensation systems need to fo-
cus employees on profitability, return on investment and
value creation [2, p. 7].

The duration of implementing a turnaround strat-
egy can be set in the process of its designing and deter-
mined depending on the labor effort required to imple-
ment measures necessary for ensuring financial recovery.
For example, if the restructuring strategy provides for
implementation of the investment project, the relevant
period can be up to five-seven years. After the turn-
around management deadline the company’s manage-
ment determines the degree of achievement of goals,
gather information about the results of implementing the
restructuring plan to evaluate its effectiveness. Modifi-
cations to the plan may be required. When it comes to
turnaround management, first, it is important to note
that measures applied depend on the cause, phase, and
severity of the crisis, and there is no perfect model of
turnaround management.
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CONCLUSIONS

Turnaround management is not only creation of an
effective recovery strategy and development of a com-
pany but also a complex process of implementation of
the proposed measures and their permanent adjustment
depending on the impact of changes in external and inter-
nal factors. The implementation of the proposed process
involves coordinating priority interests within a company
and its external environment, balancing internal activities,
renewing economic potential and creating conditions for
sustainable development of the company in the long term.

Thus, turnaround management comprises the
mentioned above stages and implies introducing the
control and feedback system for a permanent monitor-
ing and controlling of the company. It provides managers
with timely and complete information to work out possi-
ble alternatives concerning the feasibility of implement-
ing different types of functional activities and the timely
adjustment of the planned measures in view of changes
in economic conditions. u
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