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Abstract: Regarding different causes which have led to the crisis in the company, its type, available assets and
characteristics of the company, it is not possible to apply one of the generally accepted models, concepts or approaches for
crisis solving. In spite of difference of positions, due to the characteristics of the crisis, it is however possible to describe
certain measures which are most commonly applied for crisis healing by companies. Such measures can be classified in several
groups. One of the most important area when the company is faced with crisis are the measures to be prepared and executed in
the area of revenue and sales where the crisis is usually shown mostly as declining sales in value and/or quantity. Such
measures can be: increase in sales, selection of production — sale assortment and levelling prices. In the paper the measures
from the field of revenue and sales in times of acute crisis in a company are explained, together with some empirical evidence
from the Slovenian business practice. The final conclusion of this paper is that the company crisis cannot be eliminated only by
introducing financial measures, especially the measures in the area of revenue and sales can be critical which are unfortunately
in many cases avoided or even neglected mostly due to necessary time and investment.
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1. Introduction

All crises create a distressing, uncertain and worrisome  significant negative impact on the companies from

situation, which endangers property as well as people, and
influences established business and life flows, which is why
we want to resolve this situation as soon as possible. Crises
in the wider socio-economic environment directly or
indirectly affect the position of individual companies or other
organizations which may be more or less connected with the
broader scope of the crisis. A crisis in one sector may have a

completely different sectors.

The extent of the crisis is simultaneously reflected in
several areas, making it a complex or multidimensional
phenomenon, affecting the economic, social, traditional,
psychological and legal aspect, their contents are described in
the following Table 1. When dealing with crises it would be
highly recommended to take these aspects into consideration.

Table 1. The dimensions of a crisis — crisis as a multi-aspect phenomenon.

Aspect of the crisis Content

¢ endangers property as well as people and influences established business and life flows,
The economic aspect * redistributes the positions of market participants,
* changes the principles of success and increases the threshold requirements for survival.
¢ changes the behaviour of the participants in the crisis,
The social aspect * redistributes the positions of individuals and certain groups in society,
* and increases the proportion of individuals below the threshold of economic and social risks.
* brings a break with previous practices — i.e. business models, structures, processes, systems, strategies and culture —

The traditional aspect

and starts a new business life cycle of the organization,
¢ new foundations for the construction of the core capabilities of the organization and competition factors are required,

* and it brings new management ideologies and approaches.
The psychological aspect * promotes a state of tension and conflicts between the participants of the organization, worry, stress and uncertainty,
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Aspect of the crisis Content

¢ promoting the culmination of problems of the organization with only two possible solutions — the ruin or survival,
resulting in a change in the “psychological profile” of the organization and its members,

¢ incidence of disease symptoms of the organization and its members.

¢ requires a greater consideration of additional specialized laws and implemented policies, primarily of obligation,

Mo s equity and insolvency law,

* a more strict compensation and social responsibility of the management,

* draws the functioning of the organization closer to the edge of legality and legitimacy.

A crisis is a short-term undesired, unfavourable and critical
situation in a company (organization), directly endangering
the existence and further development of this organization
and is caused by an intertwined and simultaneous action of
both external and internal sources ([1], [2]; cf. also [3], [4],
(51, [6], [71, [8], [9], [10], [11], [12], [13], [14], [15], [16],
[17], [18]).

The purpose of this paper is to stress the importance of
introducing not only financial measures in a company in
crisis but also the combined measures in the area of revenue,
sales and marketing. At first side this can be quite
understandable, however, in many cases this area is avoided
or even neglected due to the fact that a company in crisis has
no available resources and time which are needed in order to
stop a decline in sales and then transform it into growth, what
can take a longer period of time and certain investments with
time-delayed results. To find out in which extent the
companies in crisis implement measures in the area of
revenue and sales as a part of the changed or new business
model the selection of 163 Slovene companies in crisis in the
period of 2009-2014 was investigated. We recognize the
limitations of the research and that the financial restructuring
plans, from which were obtained the information, are not
necessarily the actual strategic business plans and therefore
may not include all the short-term measures envisaged.

2. Special Characteristics of the

Management of Companies in Crisis
Crisis management comprises planning, organizing,
directing and monitoring companies (organizations)
experiencing difficulties that directly endanger their
existence and further development and its purpose is to stop
negative trends by achieving a drastic change and providing
the foundation for redevelopment.

The divergence of measures is not only reflected in the
time dynamics of the anticipated outcome of the applied
measures, but also by the profitability—survival relation, since
the company undergoing an acute crisis does not follow the
goal of a positive operational outcome during the
rehabilitation phase, but firstly the short-term goal of survival
which probably results in a negative outcome, and the entity—
parts relation where specific parts of the company are in a
better shape than others; however, the solution must be
prepared for the company as a whole (potential restructuring
of assets must be taken into consideration), for which a
successful balance must be established.

Crisis recovery in a company can only be successful if

applied on all business levels of the company and it is
therefore essential during recovery (reorganization) to ensure
the simultaneous implementation of measures for solving the
crisis in two basic areas, namely (cf. [19], [20]): business
(substantive, operative) recovery, financial recovery.

Although a crisis in a company is directly reflected in the
financial area (insolvency, deep debts, negative cash flow,
etc.), it is actually only the result of developments in other
(substantive) areas. Recovery projects are thus frequently
focused only on solving financial problems, instead of
directing attention to other areas, which are being neglected
(“we could solve the crisis with additional financial
resources”). For example, financial consolidation alone
cannot bring positive results, if the product/service range is
outdated, if excessive costs are being generated, if key
personnel have left the company, if product quality is
questionable etc.

Considering the variety of reasons causing the crisis, the
type of crisis, available resources and the specifics of a
company, no general model, concept or approach for solving
a crisis is available. A latent crisis cannot be solved by
adopting the same measures as in the event of an acute crisis.
Or a strategic crisis by using the same approach as in the case
of a liquidity crisis. We will also not attempt to solve
problems in realizing development goals the same way we
solve a stagnant crises. In a small company different
principles and guidelines are applied in comparison to a large
company system and the actions taken in a service company
are different from those taken in a manufacturing company.
Generally, the applied measures for a corporate enterprise
and for a non-profit organization will differ. Because of the
diversity and complexity of each individual crisis there is
therefore no general recipe or formula.

3. Different Measures Instead of
Generally Accepted Guidelines for
Crisis Solving

Regarding different causes which have led to the crisis in
the company ([21], [22], [23], [24], [25], [5], [26], [13], [27],
[28], [29], [301, [31], [32], [18], [33], [34], [35]), its type,
available assets and characteristics of the company, it is not
possible to apply one of the generally accepted models,
concepts or approaches for crisis solving. Different principles
and guidelines of proceedings will be applicable in a small
company in comparison with a large business system,
accordingly, proceedings in a service company will differ
from those in a production one. Measures, as a rule, will be
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different also when comparing a profitmaking company and a
non-profit organisation. Even before a company starts to deal
with crisis healing, it must, in any case, examine and
determine the influence of the which had led to the
emergence of the crisis, otherwise it will not be possible to
achieve the desired effect. In spite of difference of positions,
due to the characteristics of the crisis, it is however possible
to describe certain measures which are most commonly
applied for crisis healing by companies.

a) Management and organisational measures:

* replacement of the management (those who have
provoked the crisis cannot heal it, since such a state of
affairs usually exceeds their capabilities, their methods
and style of managing have proved to be
inappropriate);

* centralized managing (the authoritative managing in a
period of crisis is more effective than the cooperative
type, the crisis manager explicitly takes over all the
responsibility for centralized business decisions;

* changed and adjusted organisation (network and
apparently chaotic organisation prevails which is
based on project-type solving of problems);

e effective = communicating  (bothways: among
stakeholders within the company and between the
company and its surroundings; the company is to
enforce such a policy of communications which will
be based upon thoughtful and reports prepared in
advance).

b) Financial measures:

* insuring liquidity (it is more important to insure -
receive sufficient in-flow and, in this way, preserving
at least minimal liquidity rather than balance sheet
success);

* restructuring of external funding (extending due dates,
replacing existing obligations regarding creditors with
new ones, cut of due interests, conversion of debts
with ownership stakes, providing new creditors for
development, limiting long-term investments and
advancing smaller short-term investments).

¢) Expenditure measures:

* reducing various types of costs (the structure of costs
is to be analyzed, the costs are to be defined and
possibilities of cost reducing are to be assessed),
however, in connection with the endeavour for
increase in sales.

d) Staffing measures:

* decrease of the number of employees (in many cases a
decrease of the number of employees has sadly been
the only measure used by the management; if other
measures for business and financial improvement do
not follow — are not carried out at the same time, the
operational state will remain unsuccessful and the only
victims are dismissed workers — in this case the
method of downsizing is not justified);

* replacement of middle and lower management
(particular holders of management positions do not
measure up to success criteria set up by the new

appointed manager; replacements are carried out in
accordance with the better successor principle; the
replacement is to take place only when a new
manager, who fulfils new requirements, is in place);

* acquirement of new staff (business practice has shown
that a crisis team is in most cases set up on basis of the
reputation of the manager with whom others are
prepared to work, while giving up other short term
benefits).

e) Measures in the area of revenue and sales: explained
in the following chapter.

The described measures for crisis healing can only be used
as guidelines for preparation of company improvement
programmes. Since it usually deals with deep, radical and
dramatic measures, a particularity ensues in the managing the
crisis healing that manifests itself in (inter alia) required
sacrifices that companies must endure in order to escape
from the threat of a winding-up.

4. Revenue and Sales Measures
4.1. Stemming a Decline in Sales or Increasing Sales

A decline in sales and revenue is expected during a crisis
and can represent one of the most important symptoms of
crisis [36]. Symptoms are signals (signs) that can indicate a
possible crisis in a company or foresee one. Ensuring a
sufficient revenue level is therefore critical; however, the
main problem is that a decline in sales must first be stopped
and then transformed into growth, which can take a longer
period of time and certain investments with time-delayed
results, whereas a company in acute crisis has only a limited
amount of time and limited resources for investing in the
market and new programmes. It is even worse when the
rationalization of operations or cost reduction takes a long
time to take effect. Immediate efforts to increase sales, which
are practically the basis of a company’s existence, are
therefore essential. However, they must be carefully selected.

It is usually not possible to improve sales without an
appropriate marketing approach or intensified marketing
activities, which will reduce the time spent at the office on
account of field visits to buyers. It is important to
differentiate between the measures aimed at securing short-
term profits and inflows and those geared towards the long
term and focused on development. Occasional careful
marketing communication can have a positive public impact,
as a company in crisis is often subject to rumours about it
discontinuing sales, collapsing or going bankrupt.
Communication with customers can help repair any damage
to the organization’s reputation [37]).

An assessment of sales opportunities (as a part of self-
assessment scorecard, [38]) is fundamental to the planning of
other business measures. Once a realistically achievable level
of sales (revenues) has been estimated for a given period,
taking into account all the measures that can be taken in this
regard, the operating costs need to be adjusted accordingly. If
the costs cannot be lowered below an achievable level of
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sales, the continued existence of the company is doubtful, as
it does not have a sufficiently developed core business to at
least conditionally (subject to the implementation of other
measures) generate positive results (operating profit). In such
a case there is rather a fundamental strategic business
problem instead of a short-term problem of crisis
management.

Stopping the decline in sales is an immediate short-term
measure, whereas increasing sales is a more mid-term
measure, due to the time gap between the initial activities and
inputs on one hand and the actual results on the other, which
can be contradictory to the efforts of ensuring liquidity
resources for establishing a minimal financial solvency. That
is why in this context companies are more likely to opt for
the form of sales increase that will ensure an immediate or
fast positive cash flow.

Although the crisis “forces” a company to take short-term
measures and the efforts to increase sales revenues are
actually mid-term measures (in the short-term only produce
more costs), these mid-term measures must be implemented
at the very beginning of the company’s recovery project. The
sooner actions to increase sales begin, the sooner the results
will be visible.

While it is indeed necessary to begin resolving a crisis
with short-term solutions, it is true that this is only the first
step, which is essential but on its own insufficient for the
reorganization of a company and must be supported by
activities associated with further development for post-crisis
business. For example, short-term incorrectly directed
marketing strategies can therefore cause long-term problems
and damage the value of the programmes or even the entire
company (e.g. reckless cost reduction to reach at least partial
sales stabilization, a decrease in quality to cheaper materials).
Because the image of the company and its products can
suffer in a crisis, the main focus must be aimed at product
quality and the correction of any eventual faults in the
product.

4.2. Pruning the Product and Service Portfolio

During a crisis, where the top priority is to resolve the
situation threatening the company’s existence, there is
usually neither time nor opportunity to thoroughly restructure
the product and service portfolio and market strategy, which
is better reserved for the stage of revitalization following the
resolution of the acute crisis. It is possible, however, to prune
the existing portfolio and boost the sale of products and
services that are the most favourable for the company in
terms of profitability, value added, the available
technological, manufacturing and human resources and their
impact on cash flow, while discontinuing the sale of those
causing business process failure and inefficiency, providing,
of course, that the market permits it. To ensure at least
minimal solvency, the focus will often be on products and
services that can immediately generate inflows that exceed
the outflows, i.e. a positive cash flow.

Pruning the product and service portfolio often means
focusing on key opportunities and offerings, whereas the

company will spend less effort dealing with ancillary and
complementary lines or even sell them off or discontinue
them, as a company in crisis simply cannot dedicate
sufficient resources to non-core lines. Since the
discontinuation of less favourable products and services
(narrowing/cutting down lines) is almost always associated
with downsizing, both measures need to be properly
coordinated (impact on fixed costs).

Pruning the product and service portfolio is not an easy
task. Problems with the product and service portfolio are
among the most difficult challenges of crisis management.
Measures in this area should be supported by an appropriate
information system that provides a breakdown of costs by
cost object. The proportion of costs that cannot be directly
attributed to individual cost objects is rapidly increasing as a
result of technological advancement, resulting in an increase
in the level of arbitrariness and associated errors in cost
allocation and the determination of the cost price of products
and services. Inaccurate information on costs can quickly
lead to inappropriate business decisions.

Pruning product and service lines also leads to pruning
customers (or markets), as it is best to focus on key
customers and systematically prune the rest.

Focusing on key activities and lines is thus a short-term
measure aimed at stemming negative trends in acute crises
and needs to be followed by product portfolio and marketing
restructuring, whose positive impact will normally only
become apparent in the long term. Once the company’s
negative trends have been stemmed and the acute crisis
brought under control, the product portfolio and marketing
restructuring can be implemented on the basis of carefully
conducted studies with consideration of long-term market
prospects and the company’s own capacities (market
repositioning). The general strategic product and market
focus needs to be geared towards boosting the production and
sale of products with a higher value added.

4.3. Increasing or Reducing Prices and Modifying Other
Terms of Sale

Improving liquidity and solvency is essential in an acute
crisis. This includes securing a positive cash flow, which can
be done in a variety of ways and combinations (e.g.
prioritizing sales and production to better-paying customers,
[36]). Cash flow is most easily improved by modifying the
conditions of sale and purchase, which includes increasing
prices. The cost savings associated with pruning product
lines and markets will come with a certain delay, and an even
longer delay can be expected in efforts to increase sales and
revenue.

An increase in prices will have an effect similar to an
increase in sales, reflecting directly in higher revenue.
However, this measure can be very difficult to implement, as
it normally requires the consent of the customers. Regardless,
commercial practice has shown that companies in crisis
frequently neglect or simply forget to modify their pricing
policies even though this is a perfectly reasonable measure
given the constantly rising prices of raw materials and is
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normally acceptable to customers. Pricing-related measures
are therefore often limited to the simplest measure, i.e.
reducing prices to increase sales and inflows, which can lead
to extremely negative consequences later on, when the crisis
has been resolved and the company once again begins to
grow. It is a fact that a price increase will require delicate
negotiations with customers, which can sometimes be
unpleasant and can even jeopardize well-established
relationships. Whether a company is able to increase its
prices depends on its negotiating skills and the position of its
products (low or high demand). Product-service
combinations (multiple services added to a tangible product;
an improved “package”) offer more room for price increases,
as competitive services are more difficult to compare with
each other.

An innovative pricing policy should therefore not be based
solely on price reductions (certain customers are still willing
to pay more). A well-thought-out pricing policy also requires
proper cost management, yet small entrepreneurs in
particular neglect to determine and break down their
operating costs and ascertain their impact on pricing and
sales, which naturally makes it difficult to determine prices
and other terms and conditions of sale in a systematic
manner. Massive price reductions should be avoided at all
costs, as they hinder regrowth after the crisis is resolved.
Pricing is therefore one of the most important issues in a
crisis and needs to be carefully thought out to prevent an
opposite effect later on, in the growth stage. The matter of
pricing is less delicate during times of expansion, however,
when the higher demand makes up for minor errors in pricing
policies.

Products that have been in stock for a prolonged period of
time and could not be sold due to their unacceptable price are
now best sold at an attractive reduced price, and though, if
the products have not been written off (i.e. their book value
has not been adjusted), this can result in accounting losses
(extraordinary expenses, devaluation), it can also have a
positive impact on liquidity and cash flow, which, in turn,
will provide the urgently needed recovery (bridging) funds.
In such sales, the costs of keeping funds tied up in inventory
(taking into account the costs of any bank loans), security,
storage and the ageing and potential obsolescence of the
products should be weighed against their realistic potential to
sell in the future, when they are even older.

However, the terms of sale include other components in
addition to prices, such as payment terms, packaging and
labelling costs, transport and insurance clauses (Incoterms),
minimum quantity restrictions, joint marketing campaign
costs, payment instruments, security instruments, obtaining
various licences and certificates, etc. All these trading terms
must be renegotiating. Whereas prices are always at the
centre of every negotiation, less attention is given to the
option of modifying other terms and conditions of sale
(purchase), the benefits of which can far outweigh the
negative impact of price reductions, especially in
international trade. Yet practice has shown that companies
often fail to appreciate how modifying the terms and

conditions of sale can improve their position as sellers
(buyers) as well as their cash flow.

5. Empirical Evidence

Previous studies of Slovenian business practices ([39],
([40]) have found that companies in receivership rarely
choose to modify their business models (a system of
interconnected and interdependent activities that determines
the way the company “does business” with its customers,
partners and vendors, [41], the way the company creates and
delivers value to a set of customers at a profit, [42], [43],
which would turn currently inefficient business practices into
a successful operation and grant the company its further
survival and development (cf. [41]). As mentioned earlier
crisis recovery cannot be successful if it is not applied
simultaneously in business (substantive) and financial areas
(e.g. ([19], ([20]). To determine in which extent the measures
in the area of revenue and sales as a short-term part of
improved or changed business models are introduced in
companies in crisis, the measures were researched which had
been planned or implemented by the companies in an acute
crisis in Slovenia between 2009 and 2014 and attempted to
solve the crisis with an insolvency procedure of a
compulsory arrangement (in-court restructuring, debtor in
possession proceedings), started on their proposal by the
authorized court (the list available at www.ajpes.si/eobjave).
If bankruptcy is a method of solving an out of control crisis,
then a compulsory arrangement is a method of recovery.

Out of 163 studied cases of companies in compulsory
arrangement, only 14 (8.6%) included in their key recovery
measures the introduction of the new business model with
specified short-term measures in the area of revenue, sales
and marketing which should represent a healthy fundament
for temporary survival and further successfulness and as
many as 91.4% of companies focused only on the various
forms of financial restructuring (without any serious changes
in business orientation and operations in the area of revenue
and sales). Of particular interest to this paper is the finding of
one of those studies that nine out of the 163 companies
included in the sample had successfully completed a financial
restructuring or negotiated an arrangement with their
creditors but then went bankrupt within nine months,
invariably because they did not take adequate measures in
relation to revenue and sales, approached the issue
incorrectly or failed to formulate proper strategic goals.

6. Conclusion

The extent of the crisis is simultaneously reflected in
several areas, making it a complex or multidimensional
phenomenon, affecting the economic, social, traditional,
psychological and legal aspect. One of the most important
area when the company is faced with crisis are the measures
to be prepared and executed in the area of revenue and sales
where the crisis is usually shown mostly as declining sales in
value and/or quantity. Such measures can be increase in
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sales, selection of production — sale assortment and levelling
prices. A decline in sales and revenue is expected during a
crisis and represents one of the most important symptoms or
even causes of the crisis. However, the main problem is that a
decline in sales must first be stopped and then transformed
into growth, which can take a longer period of time and
certain investments with time-delayed results when the
company in crisis has no available resources and time,
therefore management often wants to avoid the measures in
the area of revenue and sales. Immediate efforts to stop
decline and then to increase sales are practically the basis of
a company'’s existence.

Nine out of the 163 studied cases of Slovenian companies
in acute crisis between 2009 and 2014 also completely
neglected to take any measures in relation to revenue and
sales (as a part of the changed or new business model)
whatsoever and consequently went bankrupt less than a year
after exiting receivership. Only from financial restructuring a
distress company cannot ensure its further existence and
development. A well prepared and executed compulsory
arrangement is often a necessary, yet insufficient condition
for achieving a drastic change and ensuring re-development
in a company, when, especially, the measures in the area of
revenue and sales will be needed.
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