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will help readers face existing financial challenges. Moreover, it provides insights into how effective financial
management can contribute to overall economic stability.
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Author’s Foreword

In an increasingly complex and dynamic business world, financial distress is a critical issue that warrants
thorough understanding. Financial distress refers to a condition in which a company struggles to meet its financial
obligations, both short-term and long-term. This phenomenon not only impacts the company itself but also has
broader implications for employees, stakeholders, and the economy as a whole.

Understanding the financial dimensions of distress, its causes, impacts, and management strategies is essential
for overcoming these challenges. In an academic context, a comprehensive understanding of financial distress is
vital for lecturers, researchers, and financial practitioners. This is because the ability to analyze and manage
tinancial difficulties is a crucial skill for maintaining business continuity and economic stability.

This book is structured with a systematic approach, consisting of several chapters, each discussing a different
aspect of financial distress management. Each chapter is accompanied by a relevant case study to provide real-life
illustrations of the problems faced by companies and the alternative solutions that can be implemented. Through
this approach, it is hoped that readers will develop better insights into effective mechanisms and strategies for
managing financial distress.

Thus, this book is expected to serve not only as a reference for academics and researchers but also as a practical

guide for professionals in the financial field. By reading this book, readers can gain a comprehensive understanding
and apply the knowledge acquired to face challenges in the financial world.






CHAPTER 1 INTRODUCTION

1.1 Definition of Financial Distress

Financial distress is a critical condition in which a company faces severe financial difficulties that threaten the
continuity of its operations. This condition is typically charactetized by the company's inability to meet its financial
obligations, such as paying debts, loan interest, employee salaries, and other operational costs, both in the short
and long term. If left unresolved, financial distress can lead to bankruptcy or even asset liquidation. However,
financial distress is not merely a financial issue; it is a multifaceted phenomenon involving various other aspects,
such as decreased operational productivity, poor managerial decisions, and external factors like market changes,
economic fluctuations, and strict government regulations. In essence, financial distress reflects a company's
inability to adapt to a dynamic and complex business environment.

In the evolution of modern business research and practices, methods for detecting financial distress have
significantly advanced. Traditional approaches, such as financial ratio analysis using tools like the Altman Z-Score,
have now been enhanced by leveraging big data and machine learning technologies. These technologies enable
the collection and analysis of vast amounts of data from diverse sources, including market data and social media,
to identify complex patterns and predict financial distress with greater accuracy. Additionally, sentiment analysis
and non-financial factors are increasingly considered to provide a more comprehensive understanding of a
company's condition. With these advanced approaches, companies can take preventive measures earlier, such as
restructuring debt, implementing tighter cash management, and adjusting business strategies to ensure survival

and growth.

The impact of financial distress extends beyond financial aspects, often triggering detrimental domino effects.
These include declining investor and creditor confidence, difficulties in securing new funding, reduced employee
morale and productivity, and the risk of losing market share due to an inability to innovate. Therefore, addressing
financial distress requires a comprehensive and integrated approach. This includes financial restructuring,
improving governance and management practices, and adapting business strategies to respond effectively to
environmental changes. Professional assistance from financial consultants and legal experts is often necessary to
guide companies through the restructuring and recovery process.

With this more comprehensive understanding, companies can better prepare to face financial distress and increase
their chances of survival and growth amidst ever-changing economic uncertainties.

1.2 Importance Understanding Financial Distress
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Understanding financial distress has become increasingly crucial in the era of globalization, which is marked by
rising economic uncertainty and growing market complexity. In recent literature and research, financial distress is
no longer viewed merely as an internal issue that directly affects a company's financial condition. Instead, it is
recognized as an important indicator reflecting the health of the economy on a macro scale. This is because
financial distress in large companies can trigger a wide-ranging domino effect, where the financial difficulties of
one company impact the supply chain, business partners, and other sectors of the economy. Such effects have
the potential to create systemic instability, ultimately threatening national and global economic stability.

For academics, the phenomenon of financial distress opens up vast and multidimensional research opportunities.
Researchers can explore various new aspects, such as how technological advancements—including big data,
artificial intelligence, and machine learning—can be utilized to detect early signs of financial distress more quickly
and accurately. Additionally, research focuses on how government policies, such as fiscal stimulus, market
regulation, and debt restructuring programs, can accelerate the recovery of companies experiencing financial
distress. This knowledge is invaluable for financial and risk management practitioners, as it helps them design
more effective risk mitigation strategies, enhance company resilience, and minimize the potential for greater losses.

In recent developments, the state-of-the-art in financial distress research highlights that technology-based
approaches have become essential tools for understanding and managing these risks. The use of real-time data
analysis enables companies to continuously monitor their financial and operational conditions, allowing them to
identify symptoms of financial distress before they escalate into major problems. Advanced predictive algorithms
also assist in designing strategies that are more adaptive and responsive to changes in the highly dynamic business
environment, such as shifting market trends, global economic fluctuations, and evolving government policies.
Thus, technology not only serves as a detection tool but also acts as a driver of innovation in financial risk
management.

By leveraging these advancements, companies and policymakers can better navigate the challenges posed by
financial distress, ensuring greater stability and resilience in an increasingly uncertain economic landscape.

1.3 Purpose of the Book

This book is designed to provide a comprehensive and up-to-date understanding of financial distress, focusing
on dimensions that are highly relevant to financial academics, researchers, and practitioners. The main objectives
of this book are as follows:

1. Providing a Basic Understanding

This book explains the definition, characteristics, and indicators of financial distress based on the latest
literature, enabling readers to recognize this issue at an early stage.

2. Integrating Traditional and Modern Approaches

By combining traditional approaches, such as financial ratio analysis, with modern technology-based
methods, including big data and machine learning, this book offers deeper and more relevant insights
into financial distress.

3. Presenting Real Case Studies

The book includes case studies from various industrial sectors, illustrating how financial distress occurs
and how companies either succeed or fail in overcoming it.
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4. Providing Practical Recommendations

Practical recommendations ate offered for lecturers, researchers, and financial practitioners, including
strategies for preventing and managing financial distress effectively.

With this approach, the book is expected to serve as a primary reference for anyone interested in understanding
and managing financial distress in a broader and more contemporary context.

1.4 Case Study: Overview of a Company Experiencing Financial Distress

As an illustration, here are two case studies that demonstrate how financial distress can impact companies across
various sectors:

1. Retail Company Case

A large retail company in Indonesia experienced financial distress due to significant changes in consumer
behavior. Consumers shifted from shopping in physical stores to shopping online, but the company was
slow to adapt to this trend. As a result, the company's revenues declined drastically, and it struggled to
meet its short-term debt obligations. To address this issue, the company took initial steps by closing
unprofitable stores and developing an e-commerce platform to regain lost market share.

2. Manufacturing Company Case

A large manufacturing company that relied heavily on imported raw materials faced financial distress due
to the weakening of the local currency exchange rate. This led to a sharp increase in production costs,
while revenues remained stagnant. Consequently, the company had to restructure its debt with creditors
and implement cost-cutting measures to improve operational efficiency.

These case studies highlight that financial distress can arise from a variety of factors, both internal and external.
They also emphasize that effective solutions require an integrated, data-driven approach. By understanding the
root causes and employing strategic measures, companies can better navigate financial challenges and improve
their chances of recovery.

1.5 Alternatives Solution: Initial Approach to Identifying and Managing Financial Distress

Managing financial distress requires a structured and data-driven approach. Based on recent advancements in
research, here are some initial steps that can be taken:

1. Detecting Early Signs

o Utilize financial ratios, such as liquidity, profitability, and leverage ratios, to identify early signs
of financial distress. For example, the Altman Z-Score is a widely used tool.

o Leverage technology, such as big data and predictive analytics, to detect financial risks with
greater accuracy.

2. Debt Restructuring
o Negotiate with creditors to reschedule debt payments.
o Reduce interest rates on debt to alleviate the financial burden.

3. Sale of Unproductive Assets
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o Sell non-productive assets to improve the company's liquidity.
o Optimize the use of core assets to enhance operational efficiency.
4. Diversification of Income Sources
o Explore new business opportunities to reduce reliance on a single income source.
o Develop new products or services that align with market demands.
5. Corporate Governance Improvement
o Strengthen internal control systems to prevent managerial errors.
o Enhance transparency and accountability in financial decision-making processes.

These approaches not only help companies recover from financial distress but also establish a strong foundation
to prevent similar issues in the future. By leveraging the latest technology and adopting data-driven strategies,
companies can manage financial distress more effectively and adapt to dynamic business environments.



CHAPTER 2: DIMENSIONS OF FINANCIAL DISTRESS

2.1 Definition and Basic Concepts

Financial distress is a condition in which a company experiences significant financial difficulties that threaten the
continuity of its operations and existence. In today's complex economic landscape, understanding financial
distress is crucial for businesses. It can arise from various factors, including poor financial management, economic
downturns, and external pressures. Recognizing the signs of financial distress early can be the difference between
recovery and insolvency.

Effective management of financial distress requires a structured approach that includes identifying early warning
signs, such as declining cash flow and deteriorating financial ratios. Companies must also be proactive in
implementing strategies to mitigate risks and enhance their financial stability.

By adopting a comprehensive understanding of financial distress, organizations can better navigate challenges and
position themselves for long-term success!.

This condition is typically charactetized by a company's inability to meet its financial obligations, both in the short
term—such as the payment of trade debts, employee salaries, and daily operational costs—and in the long term,
including the repayment of bank loans and other financial commitments. If financial distress is not addressed
promptly with appropriate measures, the company risks bankruptcy or liquidation, which can ultimately result in
a loss of company value and significant losses for stakeholders.

In recent literature, financial distress is no longer viewed solely as a financial issue but rather as a multidimensional
phenomenon. It encompasses operational, managerial, and external aspects, such as market changes and
government policies. This broader perspective highlights the interconnected nature of financial distress,
emphasizing the need for integrated solutions that address both internal inefficiencies and external pressures.

By understanding the multifaceted nature of financial distress, companies can better prepate to implement
strategies that mitigate risks, stabilize operations, and safeguard stakeholder interests?.

1 Kristanti and Pancawitri, "Some Factors Affecting Financial Distress in Telecommunication Companies in Southeast
Asia."
2 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”

5
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State-of-the-art research in financial distress demonstrates that traditional approaches, such as financial ratio
analysis (e.g., the Altman Z-Score), have evolved into more sophisticated methods. These advancements include
the use of big data and machine learning to detect early signs of financial distress. By leveraging these modern
technologies, companies and researchers can perform more accurate and predictive analyses compared to
conventional methods.

This shift towards technology-driven approaches allows for the integration of vast datasets from various sources,
enabling the identification of complex patterns and trends that may not be apparent through traditional financial
analysis. For example, predictive analytics can assess financial risks in real-time, providing early warnings that help
organizations take proactive measures to mitigate potential issues.

By combining traditional financial metrics with cutting-edge technologies, businesses can enhance their ability to
detect, manage, and prevent financial distress, ultimately improving their resilience in an increasingly dynamic and
uncertain economic environment?,

Thus, the definition of financial distress is no longer limited to financial aspects, such as the inability to pay debts
or other obligations. It also encompasses a company's ability to adapt and survive in the face of highly dynamic
and complex changes in the business environment. This adaptation includes the company's capacity to manage
risks, innovate, adjust business strategies, and respond effectively to evolving market conditions, regulatory
changes, and technological advancements.

Financial distress is now viewed as a condition that reflects the balance between financial pressures and the
company's ability to address both external and internal challenges effectively. Companies that can successfully
navigate these challenges are better positioned to maintain stability and resilience, even in uncertain economic
climates.

This broader perspective highlights the importance of integrating financial management with strategic adaptability,
ensuring that businesses are not only reactive to financial difficulties but also proactive in building long-term
sustainability*.

2.2 Criteria and Indicators of Financial Distress

To identify financial distress, there are several criteria and indicators that can be used®. These indicators usually
reflect a company's deteriorating financial condition, such as:

1. Liquidity Ratio

The liquidity ratio measutes a company's ability to meet its short-term obligations, such as debt payments
and operational costs that must be met immediately’. Decrease in liquidity ratios, such as current ratio or
quick ratio, is often an early sign of financial distress. distress because it indicates that the company may
have difficulty managing cash flow and meeting its financial obligations on time. For example, current A

3 Sharif and Saleem.
4 Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”
5 Elhoseny et al., “Deep Learning-Based Model for Financial Distress Prediction.”

6 Hasidi, Baheri, and Hajar, "Financial Performance Evaluation Using Profitability and Liquidity Ratio Analysis."
6
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low ratio indicates that the company's cutrent assets are insufficient to cover current liabilities, thereby
increasing the risk of default. Classic research by’ emphasizes the importance of the liquidity ratio as an
early indicator in detecting a company's financial problems.

2. Profitability Ratio

Decrease in profitability, as measured by net profit margin or return on assets (ROA), indicating that the
company is unable to generate sufficient profits to support its operations®. This condition is often a signal
that the company is having difficulty managing its resources and assets efficiently, thus potentially
increasing financial risk. distress. For example, low ROA reflects less than optimal use of assets in
generating profits, which can ultimately disrupt the continuity of the company's business.

3. Leverage Ratio

This ratio reflects the company's level of dependence on debt. High leverage ratios, such as debt-to-equity
ratio, shows that the company has a large debt burden, which can increase financial risk. distress?. This
condition can increase financial risk. distress because the company must meet the obligations of interest
and principal of debt that are quite large, which can burden cash flow and disrupt operational continuity.
Therefore, monitoring the leverage ratio is important in assessing the financial health of the company.

4. Negative Operating Cash Flow

The inability of a company to generate positive cash flow from its operating activities is a strong indicator
of financial distress. This indicates that the company does not have sufficient liquidity to support daily
operations!?, such as paying employee salaries, purchasing raw materials, and meeting other short-term
obligations. Sustained negative cash flow may indicate a fundamental problem in the company's business
model or financial management, so it needs to be addressed immediately so as not to lead to bankruptcy.

5. Dectease in Share Value

A significant decline in a company's stock price often reflects a lack of investor confidence in the
company's ability to sutvive in the market!!. This usually signals that the market is doubtful about the
company's financial and operational prospects, so investors tend to sell their shares. A sharp decline in
stock prices can also worsen the company's financial condition by reducing its market value and hindering
the company's access to external funding.

Financial indicators such as liquidity ratios, profitability, leverage, operating cash flow, and stock prices can be
used individually or in combination to analyze a company's overall financial condition. In practice, many
companies and financial analysts use predictive models such as the Altman Z- Score that combine several of these

7 Rafid et al., "Analysis Of Liquidity Ratios, Profitability Ratios, And Capital Structures On Financial Distress Conditions
In Service Companies During The Covid-19 Period."
8 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”
9 0dhiambo, Murori, and Aringo, “Financial Leverage and Firm Performance: An Empirical Review and Analysis.”
10 sharif and Saleem, “A Review on the Determinants of Financial Distress.”
11 Rafid et al., "Analysis Of Liquidity Ratios, Profitability Ratios, And Capital Structures On Financial Distress Conditions
In Service Companies During The Covid-19 Period."
7
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indicators to identify financial risk. distress with a higher degree of accuracy. This model helps companies take
preventive measures before financial problems become more serious.

2.3 Case Study: Analysis Dimensions of Financial Distress in Multinational Companies

As an illustration, here is a case study that describes how financial Distress can affect multinational companies:

Global Automotive Company Case

A multinational automotive company is experiencing financial distress due to declining market demand in several
key regions, such as Europe and Asia. This decline was caused by changes in consumer preferences towards
electric vehicles, while the company was late in adapting to this trend. In addition, fluctuations in currency
exchange rates and rising raw material costs worsened the company's financial condition.

Financial indicators the distress seen in this company includes:

e The decline in profitability ratios that occurs due to declining sales indicates that the company is having
difficulty maintaining profit margins from its business activities. This decline in sales can be caused by
various factors, such as changes in consumer preferences, increasingly fierce competition, or unfavorable
market conditions. As a result, the resulting profit becomes smaller, thus negatively impacting the
company's overall financial health.

e leverage ratio that occurs because the company has to take on additional debt to fund its operations
indicates significant financial pressure. This condition reflects that the company relies more on external
financing to cover working capital or investment needs, which in turn can increase the risk of default if
cash flow does not improve. This increase in debt burden can also limit the company's financial flexibility
in facing future business challenges.

e Negative operating cash flow that occurs for three consecutive quarters is a serious indicator of a
company's financial problems. This condition shows that the company is having difficulty generating
cash from its core business activities, so it is unable to cover its operating costs and short-term
obligations. Continuous negative cash flow can threaten business continuity and increase financial risk.
distress if not immediately addressed with strategic steps.

As a first step, the company restructured its debt with creditors and shifted its focus to electric vehicle production.
In addition, the company also sold some non-productive assets to increase its liquidity. These steps helped the
company to get out of financial distress and return to growth path!2.

2.4 Alternatives Solution: Monitoring Dimensions Finance as a First Step

Managing finances distress requires a structured and data-driven approach. One of the initial steps that can be
taken is to monitor the company's financial dimensions regularly. Here are some strategies that can be applied:

1. Financial Ratio Monitoring

Companies should routinely monitor key financial ratios, such as liquidity, profitability, and leverage. This

12 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”
8
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monitoring allows companies to detect early signs of financial distress and take preventive measures!>,

2. Use of Technology for Data Analysis

Technologies such as big data and machine learning can be used to analyze financial data in real- time.
This approach allows companies to identify patterns that indicate financial risk. distress more accurately!4.

3. Debt Restructuring

If financial distress has been detected, the company can restructure debt with creditors to reduce the
tinancial burden. This step can include rescheduling debt payments or reducing interest rates!s.

4. Diversification of Income Sources

Companies can reduce financial risks distress by diversifying its revenue sources. For example, a company
can develop new products or services that suit market needs!®.

5. Corporate Governance Improvement

Improving internal control systems and increasing transparency in financial decision making can help
companies manage financial risks. distress more effectively!”.

By implementing appropriate and planned strategies, companies can manage their financial distress more
proactively, so as to be able to identify and address financial problems before they develop into a more setrious
crisis!8. This approach not only helps in reducing the risk of bankruptcy, but also provides a solid foundation to
ensure long-term business sustainability. Through effective risk management, improved governance, and
adaptation to market and technological changes, companies can maintain financial stability while increasing their
competitiveness in a changing business environment. 1°.

13 Rafid et al., "Analysis Of Liquidity Ratios, Profitability Ratios, And Capital Structures On Financial Distress Conditions
In Service Companies During The Covid-19 Period."
14 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”
15> 0dhiambo, Murori, and Aringo, “Financial Leverage and Firm Performance: An Empirical Review and Analysis.”
16 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”
17 Rafid et al., "Analysis Of Liquidity Ratios, Profitability Ratios, And Capital Structures On Financial Distress Conditions
In Service Companies During The Covid-19 Period."
18 Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”
¥ riani et al., "Understanding Risk and Uncertainty Management: A Qualitative Inquiry into Developing Business
Strategies Amidst Global Economic Shifts, Government Policies, and Market Volatility."
9



CHAPTER 3: CAUSES OF FINANCIAL DISTRESS

3.1 Internal Factors

Internal factors are causes of financial distress that originate from within the company?* These factors are typically

associated with weaknesses in the company's financial, operational, or strategic management:

1. Poor Financial Management

The inability of management to effectively oversee company finances, such as taking on excessive debt
without considering repayment capacity, is often a primary cause of financial distress. For instance,
companies with high leverage ratios are typically more vulnerable to financial difficulties.

2. Decline in Operational Performance

Decreased productivity, inefficiencies in production processes, and the inability to meet market demand
can result in reduced revenues. This issue is often exacerbated by high operating costs, which diminish
the company's profit.

3. Business Strategy Mistakes

Inappropriate business strategies, such as investing in unprofitable projects or pursuing overly aggressive
expansion without adequate planning, can result in financial distress?!. This mistake frequently occurs in
companies that lack adequate risk.

4. Dependence on a Single Source of Revenue

Companies that are overly dependent on a single product, service, or market are more vulnerable to
financial distress in the event of changes in demand or increased competition??.

External Factors

External factors are causes of financial distress that originate from outside the company and are often beyond

20 Challoumis and Eriotis, “The Historical View of Banking Systems in Greece during the Financial Crisis.”
21 SHEM and MUPA, “Turnaround Financing: Legal and Financial Considerations for Distressed Companies.”
22 Frésard and Phillips, “Product Markets, Competition and Corporate Finance: A Review and Directions for Future
Research.”
10
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management's control®. These factors include:

1. Macroeconomic Conditions

Economic recession, inflation, and fluctuations in currency exchange rates may affect a company's ability
to maintain financial stability. For instance, companies that depend on imported raw materials will

encounter rising production costs when the local currency exchange rate weakens.

2. Market Competition

Increasing competition, particularly with the emergence of new technologies or players in the industry,
can lead to a decline in a company's market share and revenue?t. Companies that cannot adapt to these

changes will be more vulnerable to financial distress.

3. Regulatory Changes

Government policies, including tax increases, environmental regulation changes, or trade restrictions, can
affect a company's profitability?>. Companies unprepared for regulatory changes often face financial

pressure.

4, Natural Disaster or Global Crisis

Pandemics, natural disasters, and geopolitical conflicts can disrupt supply chains, lower market demand,

and raise operating costs, ultimately leading to financial distress.

3.3 Case Study: Factors Causing Financial Distress in Startup Companies

Startups often face higher financial risks compared to established companies?. This results from an unstable

business model, reliance on external funding, and market uncertainty. For example:
Technology Startup Case

A technology startup specializing in mobile app development is facing financial distress due to its failure to meet
expected revenue targets?’. Several factors contributing to financial distress in this startup include:

e Internal Factors:

Internal factors, such as poor financial management, are often a major cause of financial distress in
companies. For instance, if a company allocates most of its investors’ funds to marketing activities
without considering cost efficiency, it may result in resource wastage and liquidity pressure. Such
ineffective management reduces the company’s ability to allocate funds to more productive areas,

23 Yousaf, Jebran, and Ullah, “Corporate Governance and Financial Distress: A Review of the Theoretical and Empirical
Literature.”
2 Liu and Zhao, “Banking Competition, Credit Financing and the Efficiency of Corporate Technology Innovation.”
%5 Cao et al., “Green Taxes: Productivity Effects of Tax-Based Environmental Regulations on Heavily Polluting Firms.”
26 Luke$ and Zouhar, "Struggling Financially but Feeling Good? Exploring the Well-Being of Early-Stage Entrepreneurs.'
27 Corvello et al., “How Start-Ups Translate Learning from Innovation Failure into Strategies for Growth.”
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potentially worsening its overall financial condition?,

e  External Factors:

External factors, such as intense competition from large technology companies offering similar services
at lower prices, can significantly pressure a company's performance?. This situation compels companies
to revise their pricing strategies, enhance service quality, or innovate to remain competitive in the market.
Failure to adapt may result in lost market share and declining revenue, potentially leading to financial
distress.

For instance, a startup faced significant challenges when it was forced to conduct mass layoffs and sell
some of its assets to meet debt obligations®. However, through an effective management restructuring
process and a strong focus on core product development, the startup successfully emerged from its
financial distress. This success also attracted investor interest once again, which is crucial for supporting
the growth and sustainability of the business in the future.

3.4 Alternatives Solution: Identification and Mitigation Strategy for Causal Factors

To overcome financial distress, companies must accurately identify its root causes and implement effective
mitigation strategies’!. Here are some steps you can take:

1. Analysis of the Causes of Financial Distress

Companies must perform a thorough analysis to identify both internal and external factors contributing
to financial distress 32. Tools like SWOT (Strengths, Weaknesses, Opportunities, Threats) analysis can
assist in this process.

28 Umeorah et al., “Artificial Intelligence (Al) in Working Capital Management: Practices and Future Potential.”

29 Wiredu et al., “The Effect of Green Supply Chain Management Practices on Corporate Environmental Performance:
Does Supply Chain Competitive Advantage Matter?”

30 SHEM and MUPA, “Turnaround Financing: Legal and Financial Considerations for Distressed Companies.”

31 Hajek and Munk, “Corporate Financial Distress Prediction Using the Risk-Related Information Content of Annual
Reports.”

32 \Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”
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Helpful Harmful

to achieving the objective to achieving the objective
a%F
&g
53
E 2 Strengths Weaknesses
5z
=p

Opportunities Threats

External origin
[attrbutes of the enviromment)

Figure 3.1 SWOT Analysis

2. Financial Restructuring

If financial distress is caused by a high debt burden, companies can restructure their debt with creditors3.

These steps may involve rescheduling debt payments, lowering interest rates, or converting debt into
equity.

3. Diversification of Income Soutrces

Companies can reduce financial distress by diversifying their products, services, or markets3t. For
example, a company can develop new products that meet market needs or enter new, less competitive
markets.

4. Improving Operational Efficiency

Companies can reduce operating costs by enhancing efficiency in production processes, adopting new
technologies, and eliminating unnecessary expens®.

5. Corporate Governance Improvement

Improving internal control systems and increasing transpatrency in decision-making can help companies
manage financial distress more effectively. This can also enhance investor and creditor confidence in the
company.

33 Celestin and Vedaste, “THE IMPACT OF CORPORATE BANKRUPTCY LAWS ON FINANCIAL RESTRUCTURING AND
BUSINESS CONTINUITY STRATEGIES.”
34 Kebede, Tesfaye, and Erana, “Determinants of Financial Distress: Evidence from Insurance Companies in Ethiopia.”

35 shil, Islam, and Pant, “Optimizing US Supply Chains with Al: Reducing Costs and Improving Efficiency.”
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6. Utilizing Technology for Risk Prediction

Technologies like big data and machine learning can improve the accuracy of financial distress
prediction’. By analyzing historical data and market trends, companies can detect early signs of financial
distress and implement preventive measures.

By implementing well-planned and appropriate strategies, companies can proactively manage financial distress,
allowing them to identify and resolve financial issues eatly, before they escalate into a serious crisis?’. This
approach not only reduces the risk of major losses and bankruptcy but also establishes a solid foundation for
long-term business sustainability. By implementing effective risk management, improving operational processes,
and fostering continuous innovation, companies can enhance their competitiveness and resilience in dynamic
market environments.

36 Elhoseny et al., “Deep Learning-Based Model for Financial Distress Prediction.”

37 Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”

38 Chandratreya, “Innovative Strategies for Business Resilience Addressing Vulnerabilities in a Dynamic Market.”
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CHAPTER 4: THE IMPACT OF FINANCIAL DISTRESS

4.1 Impact of Financial Distress on Companies

Financial distress significantly affects the sustainability of a company's operations and financial stability®. When

a company experiences financial distress, various internal aspects can be disrupted, including:

1.

Decline in Operational Performance

Companies experiencing financial distress often face difficulties in maintaining operational continuity.
This may result from a lack of liquidity to purchase raw materials, pay employee salaries, or fund
production activities. Such a decrease in operational capacity can exacerbate the company's financial

condition, creating a vicious cycle that is difficult to break*!.

Reputational Loss

Financial distress can harm a company's reputation among investors, creditors, and customers. Failute to
meet financial obligations, such as debt payments or dividends, can erode market confidence in the

company*.
Increased Finance Costs

Companies experiencing financial distress often face increased financial costs, such as higher interest
rates on debt or penalties for late payments. These additional costs further deteriorate the company's

financial condition*3.

Risk of Bankruptcy

If financial distress is not addressed promptly, a company may face the risk of bankruptcy or liquidation.

39 Sapiri et al., “The Effect of Financial Performance on Firm Value with Financial Distress as an Intervening Variable.”
40 \Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”

41 Leng and Sun, “The Impact Mechanism and Breakthrough Path of COVID-19 on Enterprise Financial Distress:
Evidence from China.”

42 Rafid et al., "Analysis Of Liquidity Ratios, Profitability Ratios, And Capital Structures On Financial Distress Conditions
In Service Companies During The Covid-19 Period."

43 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”
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In many cases, bankruptcy is the ultimate outcome of unresolved financial distress*.

4.2 Impact of Financial Distress on Employee

Financial distress affects not only the company but also its employees*. Some of the impacts felt by employees
include:

1. Termination of Employment (PHK)

To reduce operational costs during financial distress, companies often resort to laying off employees.
This can lead to social and economic instability for those who lose their jobs?*.

2. Declining Morale and Productivity

Uncertainty about a company's future can lower employee morale. Employees concerned about job
security often experience reduced productivity, which further deteriorates the company's overall
condition.

3. Reduction of Facilities and Allowances

Companies experiencing financial distress often reduce employee benefits and facilities to cut costs.
However, this can lead to employee dissatisfaction and higher turnover rate*’.

4.3 Impact of Financial Distress on Macroeconomics

Financial distress in large corporations or specific industry sectors can profoundly affect the economy at large.
Some of these effects include:

1. Decrease in Investment

When large companies experience financial distress, investors often lose confidence in the sector. This
loss of confidence can result in a decline in both domestic and foreign investment, negatively impacting
economic growth*s,

2. Increase in Unemployment

Mass layoffs by companies facing financial distress can increase the unemployment rate in a region,
leading to significant social and economic pressures®.

4 Fahdil et al., "Corporate Bankruptcy and Financial Restructuring."
45 Sheikholeslami Kandelousi and BadriKouhi, “Investigating the Impact of Healthcare Benefit Programs on the
Consequences of Layoffs on Employee Health With a Focus on Work-Role Centrality.”
46 Edwards-Fapohunda and Adediji, “The Impact of the Educational Journey of Special Needs Children on the
Employability, Sociability, and Economy of Working-Class Parents in the UK.”
47 Harmen et al., “Analysis of the Impact of Termination of Employment on Employee Finances.”
8 Husnain et al., "Unveiling the Interplay of Institutional Quality, Foreign Direct Investment, Inflation and Domestic
Investment on Economic Growth: Empirical Evidence for Latin America."
4 Harmen et al., “Analysis of the Impact of Termination of Employment on Employee Finances.”
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3. Distuption in Supply Chain

Financial distress in large companies, particularly in the manufacturing sector, can disrupt supply chains.
Suppliers and distributors reliant on these companies may also face financial distress, creating a domino
effect that impacts other sectors of the economy.

4. Decrease in Tax Revenue

Companies experiencing financial distress often pay lower taxes or no taxes at all. This can reduce
government revenue and hinder its ability to finance public programs.

4.4 Case Study: Impact of Financial Distress on Manufacturing Industry

The manufacturing industry is among the sectors most vulnerable to financial distress, particularly during periods
of global economic uncertainty5'. As an example:

Case of Manufacturing Companies in Indonesia

A large manufacturing company in Indonesia operating in the textile sector is experiencing financial distress due
to declining export demand during the COVID-19 pandemic>2. This decline was further exacerbated by the rising
cost of imported raw materials, driven by fluctuations in currency exchange rates. The financial impact on this
company includes:

. Production capacity decreased by up to 50%.
. More than 1,000 employees were laid off.
. The company's stock value dropped by 30% within six months.

Financial distress has a significant impact on the continuity of operations and the overall financial condition of a
company. When a company experiences financial distress, it can cause severe damage to its financial health.
Additionally, various internal aspects of the organization, such as employee morale, operational efficiency, and
strategic decision-making, can be setiously disrupted. For example, the company's cash flow may become unstable,
hindering its ability to meet financial obligations on time. Additionally, operational productivity can decline due
to limited funds for maintenance, raw material procurement, or technology investments. Management often faces
intense pressure when making strategic decisions, which can result in ineffective or even misguided policies.
Furthermore, employee morale and motivation may decrease due to job uncertainty and workplace tension,
ultimately affecting the company's overall performance.

4.5 Alternatives Resolution: Company Policy for Mitigating Risk Impact

To mitigate the financial impact of distress, companies can implement various strategic policies’?, like:

50 Arpita, “Supply Chain Process Flow at Domino's Pizza Bangladesh.”
51 Gayathri, Vijayabanu, and Theresa, “Economic Disruption and Global Obscurity—Insights and Challenges.”
52 Setiawan and Septiani, “Firm Performance and the Determinants in the Textile and Textile Product Industry of
Indonesia Pre- and Post-COVID-19 Pandemic.”
53 Nurcahyono et al., "May Intellectual Capital and Corporate Governance Reduce the Probability of Financial
Distress?"
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1. Financial Restructuring

Companies can restructure their debt with creditors to reduce financial burdens®. These steps may
include rescheduling debt payments, reducing interest rates, or converting debt to equity

2. Product and Market Diversification

Companies can reduce financial risks and distress by diversifying their products and the markets they
serve55. For example, manufacturing companies can develop new products tailored to the needs of the
domestic market to reduce dependence on exports.

3. Improving Operational Efficiency

Companies can reduce operating costs by increasing efficiency in production processes, adopting new
technologies, and eliminating unnecessary expenses.

4.  Corporate Governance Improvement

Improving internal control systems and increasing transparency in decision-making can help companies
manage financial distress more effectively. This approach can also enhance investor and creditor
confidence in the company.

5. Collaboration with Government and Regulators

Companies can collaborate with governments and regulators to obtain supportt, such as tax incentives or
financial assistance, which can help them survive difficult times>”.

The impact of financial distress is not only felt by the company itself but also extends to other related parties,
such as local suppliers who are heavily dependent on the company's business continuity®. When companies
experience financial difficulties and reduce their activities, local suppliers face significant decreases in demand,
which can threaten their business survival. Additionally, local governments suffer losses due to reduced tax
revenues from the economic activities of companies and their partners®. This decline in economic activity impacts
regional development and public services, creating a wide-ranging domino effect throughout the local economy.

54 Fahdil et al., "Corporate Bankruptcy and Financial Restructuring."
55 Yaya et al., “Innovation-Based Diversification Strategies and the Survival of Emerging Economy Village-Owned
Enterprises (VOEs) in the COVID-19 Recession.”
%6 Shil, Islam, and Pant, “Optimizing US Supply Chains with Al: Reducing Costs and Improving Efficiency.”
57 Audretsch et al., “The Impact of Government Financial Aid and Digital Tools on Firm Survival during the COVID-19
Pandemic.”
58 Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”
59 Rackwitz and Raffer, “Shifts in Local Governments' Corporate Intensity: Evidence from German Cities.”
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CHAPTER 5: INDICATORS FINANCE IN FINANCIAL DISTRESS

5.1 Ratio Liquidity

Liquidity ratio is one of the main indicators used to measure a company's ability to meet its short-term

obligations®. This ratio reflects how well a company can manage its current assets to pay its current liabilities. A

low liquidity ratio is often an early sign of financial distress, because it indicates that the company does not have

enough liquid assets to meet its short-term obligations¢!.

Some commonly used liquidity ratios include:

1.

Cutrent Ratio: This ratio measures the company's ability to pay its short-term liabilities using its cutrent
assets®2. Current the ratio is calculated by dividing total current assets by total current liabilities. A high
ratio indicates that the company has sufficient liquidity to meet short-term obligations, while a low ratio
could be an indication of potential liquidity and financial problems. distress.

Quick Ratio: This ratio measutes the company's ability to meet short-term obligations without taking
inventory into account in current assets, because inventory is considered less liquid than other current
assets such as cash, receivables, and short-term investments. Quick The ratio is calculated by dividing
current assets minus inventory by current liabilities. This ratio provides a more conservative picture of a
company's liquidity, as it focuses on assets that are more easily liquidated to meet immediate obligations.

Cash Ratio: This ratio measures the company's ability to pay short-term obligations using only the cash
and cash equivalents it has®. Cash ratio is calculated by dividing the amount of cash and cash equivalents
by total current liabilities. This ratio is the most conservative measure of liquidity because it only considers
the most liquid assets, thus providing an idea of how prepared the company is to meet short-term
obligations without having to rely on the sale of other assets.

By implementing appropriate and structured policies, companies can effectively mitigate the financial impact.

distress experienced 6. This policy can be in the form of tighter financial management, debt restructuring,

increasing operational efficiency, and strengthening corporate governance. This comprehensive approach not only

60 Hasidi, Baheri, and Hajar, "Financial Performance Evaluation Using Profitability and Liquidity Ratio Analysis.'

61 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”

62 Hasidi, Baheri, and Hajar, "Financial Performance Evaluation Using Profitability and Liquidity Ratio Analysis.'

83 Litvinenko, “Using Combined Accrual and Cash Ratio Analysis to Determine Pre-Bankruptcy Status.”
64 Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”
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helps companies to get out of financial difficulties, but also builds a solid foundation to ensure long-term business
sustainability%. Thus, the company can be better prepared to face future challenges and maintain the trust of
stakeholders.

5.2 Ratio Profitability

Profitability ratios measure a company's ability to generate profits from its operational activities®. This ratio is
important because the profits generated by the company can be used to pay liabilities, fund expansion, and
increase investor confidence. A decline in the profitability ratio is often an eatly indicator of financial distress,

because it shows that the company is unable to generate enough revenue to cover its operating costs®”.
Some commonly used profitability ratios include:

1. Return on Assets (ROA): This ratio measures the efficiency of a company in using its assets to generate
net income. ROA is calculated by dividing the company's net income by the average total assets over a
certain period. The higher the ROA value, the more effective the company is in managing its assets to
generate profits. This ratio is important for assessing the company's overall operational performance and

profitability.

2. Return on Equity (ROE): This ratio measures the net income generated by the company compared to
the shareholders’ equity. ROE is calculated by dividing net income by the average total equity over a
given period. This ratio shows how effectively the company uses the capital from shareholders to generate
profits. The higher the ROE, the better the company’s performance in creating value for shareholders.

3. Net Profit Margin: This ratio measures the percentage of net profit generated from a company's total
revenue. The net profit margin is calculated by dividing net profit by total revenue and then multiplying
the result by 100% to express it as a percentage. This ratio indicates how much profit the company earns
from each rupiah of sales after deducting all costs, taxes, and other expenses. A higher net profit margin
reflects greater efficiency in managing costs and generating profits.Research indicates that a low liquidity
ratio is significantly associated with the occurrence of financial distress in companies. For instance, a
study on manufacturing companies in Indonesia found that the current ratio, which measures a
company's ability to meet short-term obligations, has a negative relationship with the likelihood of
financial distress. This means that the lower a company's current ratio, the higher its risk of experiencing
financial difficulties. These findings highlight the critical importance of effective liquidity management in
preventing financial distress.

5.3 Leverage Ratio

leverage ratio measures the extent to which a company uses debt to finance its assets. This ratio reflects the level
of financial risk of the company, because the higher the leverage ratio, the greater the debt burden the company
must bear. A high leverage ratio is often associated with financial distress, because companies with large debt

85 Christodoulou et al., “Investigating the Key Success Factors within Business Models That Facilitate Long-term Value
Creation for Sustainability-focused Start-ups.”
66 Hasidi, Baheri, and Hajar, "Financial Performance Evaluation Using Profitability and Liquidity Ratio Analysis."

67 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”
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burdens are more vulnerable to financial stress, especially if revenues decline%.

Some commonly used leverage ratios include:

1.

Debt - to -Equity Ratio (DER): This ratio measures the propotrtion of a company's debt compated to
shareholder equity®. DER is calculated by dividing the company's total debt by its total equity. This ratio
shows how much the company uses borrowed funds compared to its own capital to finance its operations
and investments. The higher the DER, the greater the company's dependence on debt, which can increase
tinancial risk if not managed propetly.

Debt to Asset Ratio (DAR): This ratio measures the proportion of a company's debt to its total assets™.
Debt-to-Asset The ratio shows how much of a company's assets are financed by debt, thus providing an
idea of the company's level of leverage and financial risk. This ratio is calculated by dividing the company's
total debt by its total assets, and is usually expressed as a percentage or decimal.

The higher the DAR value, the greater the company's dependence on external funding through debt,
which can increase the risk of default if cash flow is insufficient to meet these obligations’!. On the other
hand, a low DAR value indicates that the company uses more of its own capital in its financing structure,
so it tends to have lower financial risk. Debt to asset ratios are important for management, investors, and
creditors to analyze as indicators of financial health and the company's ability to manage debt’. This ratio
also helps in decision making regarding financing and risk management strategies.

Interest Coverage Ratio: This ratio measures the company's ability to pay interest on debt using the
operating profit generated.”. This ratio is calculated by dividing operating profit (EBIT) by interest
expense during a certain period. The higher the interest rate value coverage ratio, the greater the
company's ability to meet its debt interest obligations, indicating better financial health. Conversely, a low
ratio can be a warning sign that the company may have difficulty paying its debt interest, increasing
financial risk. distress.

Research conducted on companies in the food and beverage sector in Indonesia shows that Debt to Equity Ratio

(DER) has a significant influence on financial conditions distress’™. Companies with high DER tend to be more

vulnerable to financial distress. distress because the interest burden that must be borne becomes very large, thus

reducing the company's ability to manage cash flow and meet its financial obligations. High DER also reflects a

large dependence on external funding, which can worsen financial conditions when there is market pressure or a

68 Odhiambo, Murori, and Aringo, “Financial Leverage and Firm Performance: An Empirical Review and Analysis.”

59 permada and Sari, "The Effect of Current Ratio and Debt to Equity Ratio on Return on Equity at PT. Timah Tbk."

70 Sinamo et al., "The Influence of Current Ratio (CR), Debt to Assets Ratio (DAR), Debt to Equity Ratio (DER), Total
Assets Turnover (TATO) on Return on Assets (ROA) in Swarga Farma Pharmacies."

7t Hamzah, Gursida, and Indrayono, "Determinants of Financial Distress and the Role of Firm Size the Variables Are CR,
DAR, to FD and FS as Moderation."

72 Malindo, "THE INFLUENCE OF DEBT TO ASSET RATIO, DEBT EQUITY RATIO, AND FIRM SIZE ON EARNINGS
MANAGEMENT."

73 |otti, Manghi, and Bonazzi, “Debt Sustainability Assessment in the Biogas Sector: Application of Interest Coverage
Ratios in a Sample of Agricultural Firms in Italy.”

74 Wulandari, Hidayati, and Jatmiko, "RETURN ON ASSETS (ROA), DEBT TO ASSET RATIO (DAR), AND CURRENT RATIO
(CR) ON FINANCIAL DISTRESS IN FOOD AND BEVERAGE COMPANIES LISTED ON THE INDONESIAN STOCK EXCHANGE
(BEI) PERIOD 2020-2022."
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decrease in income’.

5.4 Case Study: Analysis Indicator Finance in the Case of Financial Distress of Retail Companies

A large retail company in Indonesia is experiencing financial distress due to significant decline in sales during the
COVID-19 pandemic. This decline was exacerbated by the company's high debt burden, which caused significant
financial pressure. Analysis of the company's financial indicators shows:

e Liquidity Ratio: Current the company's ratio has decreased significantly from 1.5 to 0.8 in the last two
years. This decrease indicates that the company no longer has enough current assets to adequately meet
its short-term obligations. This condition indicates liquidity pressure that can increase financial risk.
distress if not handled immediately. Current decline A drastic ratio is usually a warning signal for
management and stakeholders to evaluate and make improvements in the management of the company's
assets and liabilities’.

e DProfitability Ratio: Return on the company's Assets (ROA) expetienced a drastic decline from 5% to -
2%, reflecting significant operational losses. This decline indicates that the company has not only failed
to generate profits from its assets, but has also experienced losses that could threaten business
continuity’”. This condition is usually a strong signal of problems in operational efficiency or declining
revenue that need to be addressed immediately.

e Leverage Ratio: Leverage Ratio: The company's Debt - to -Equity Ratio (DER) increased shatply from
1.2 to 2.5. This increase indicates that the company is increasingly dependent on debt to finance its
operations. High dependence on debt can increase financial risk, especially if the company's cash flow is
insufficient to meet interest and principal obligations”. This condition can also limit the company's
flexibility in making investment decisions or facing market pressures.

As a mitigation measure to overcome financial distress, the company restructures its debt with creditors to
ease the burden of financial obligations that must be met™. In addition, the company took a strategic decision
by closing several outlets that were considered unprofitable, so that it could reduce the burdensome
operational costs. On the other hand, the company also began investing in the development of e- commerce
platforms as an effort to capture the rapidly growing digital market opportunities. The combination of these
steps successfully helped the company get out of the financial condition distress and put the business back
on a positive growth path®.

75 Basdekis et al., “Trends and Challenges after the Impact of COVID-19 and the Energy Crisis on Financial Markets.”
76 Youssef, “Predicting Bankruptcy And Financial Failure In the Egyptian Listed Companies: The Importance Of Cash
Flow Statements.”
77 Bastan, Tavakkoli-Moghaddam, and Bozorgi-Amiri, “Resilient Banking: Model-Based Assessment of Business
Continuity Policies on Commercial Banks.”
78 Youssef, “Predicting Bankruptcy And Financial Failure In the Egyptian Listed Companies: The Importance Of Cash
Flow Statements.”
79 Celestin and Vedaste, “THE IMPACT OF CORPORATE BANKRUPTCY LAWS ON FINANCIAL RESTRUCTURING AND
BUSINESS CONTINUITY STRATEGIES.”
80 Mula, Zybura, and Hipp, “From Digitalized Start-up to Scale-up: Opening the Black Box of Scaling in Digitalized Firms
towards a Scaling Process Framework.”
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5.5 Alternatives Solution: Utilization Financial Monitoring System Based on Technology

To prevent and manage financial distress, companies can utilize technology-based financial monitoring systems8!.

This system allows companies to monitor financial indicators in real- time and take preventive actions before

tinancial distress occurs. Some steps that can be taken include:

1.

Implementation of ERP (Enterprise Resource Planning) System

ERP systems allow companies to integrate financial data from various departments in real- time and
centrally®?. With this integration, companies can easily perform financial ratio analysis such as liquidity,
profitability, and leverage more accurately and efficiently. In addition, the ERP system also helps in
increasing data transparency, accelerating the financial reporting process, and supporting more
appropriate decision making based on complete and up-to-date information.

Use of Big Data and Machines Learning

Big data and machine technology learning can be used to analyze historical company data and predict the
possibility of financial distress®3. By using machine learning algorithms learning, certain patterns that
indicate financial risk distress can be identified based on changes in various financial ratios and other
financial indicators. This approach allows eatly detection of financial problems so that companies can
take preventive measures more quickly and precisely.

Time Financial Dashboard

Companies can take advantage of financial dashboards that display key financial indicators in real- time,
such as liquidity ratios, profitability, leverage, and operational cash flow$. With this dashboard,
management can immediately detect signs of financial distress early on, allowing for quick and accurate
decision-making and corrective action. The use of financial dashboards also increases transparency and
facilitates continuous monitoring of financial performance.

Automated Alerts

monitoring system can be equipped with automated features. alerts that automatically provide warnings
to management when certain financial indicators, such as current ratio or Debt - to -Equity Ratio (DER),
reaches a potentially risky threshold®s. This feature allows management to immediately take preventive
action before financial problems become more serious, thereby increasing the effectiveness of risk
management and maintaining the company's financial health in a sustainable manner.

81 Gu, “Computer Intelligent Simulation Based on Wireless Sensor Networks Application in Big Data Financial
Management.”

82 Hasanudin, "Optimizing The Implementation Of Enterprise Resource Planning (ERP) In Company Financial
Management."

83 El Madou et al., “Evolutions in Machine Learning Technology for Financial Distress Prediction: A Comprehensive
Review and Comparative Analysis.”

84 ALONGE et al., “A Predictive Analytics Model for Optimizing Cash Flow Management in Multi-Location and Global
Business Enterprises.”

85 Mishra et al., “Introduction to Machine Learning and Artificial Intelligence in Banking and Finance.”
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By utilizing advanced technologies such as big data, machine learning, and real-time data analysis, companies can
significantly enhance their ability to detect early signs of financial distress and manage financial risks more
effectively. This technological approach enables companies to continuously monitor financial and operational
conditions, allowing them to take preventive actions before problems escalate. In addition to helping companies
navigate challenging situations, the use of these technologies also provides a strong foundation for supporting

long-term business growth that is more sustainable and adaptive to market changes®.

86 Hokmabadi, Rezvani, and de Matos, “Business Resilience for Small and Medium Enterprises and Startups by Digital

Transformation and the Role of Marketing Capabilities—A Systematic Review.”
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CHAPTER 6: ANALYSIS RISK AND FINANCIAL DISTRESS

6.1 Financial Distress Prediction Model

Financial prediction models Distress is a tool used to identify the possibility of a company experiencing financial

difficulties before reaching the bankruptcy stage. This model is designed to provide eatly warning to management,

investors, and creditors so that they can take?” necessary mitigation steps. One of the most well-known prediction

models is the Altman Z- Score, developed by Edward Altman in 1968. This model uses a combination of financial

ratios to calculate a score that reflects the level of financial risk. corporate distress.

Apart from the Altman Z- Score, there are several other prediction models, such as:

1.

Ohlson O- Score: This model uses logistic regression to predict bankruptcy based on financial variables
such as leverage, firm size, and liquidity. Ohlson O- Score is a bankruptcy prediction model developed
by James Ohlson in 1980. This model uses a logistic regression approach to analyze the probability of
a company going bankrupt based on a number of relevant financial variables. These variables include
leverage (the ratio of debt to equity or assets), company size (usually measured by total assets or
revenues), and liquidity (the company's ability to meet its short-term obligations). By utilizing historical
data from bankrupt and non-bankrupt companies, this model produces a probability score that indicates
the level of bankruptcy risk of an entity. The Ohlson O- Score model is often used in various industrial
sectors, including manufacturing, mining, and textiles, to assist stakeholders such as investors, creditors,
and company management in making strategic decisions®®. In addition, this model is also considered more
flexible than several other prediction methods, such as the Altman Z- Score, because it can accommodate
various types of financial and non-financial data. In practice, the Ohlson O- Score not only helps detect
potential bankruptcy, but also provides insight into the overall financial health of the company. This
makes it a very useful tool in risk management and long-term financial planning.

Springate Model: This model is similar to the Altman Z- Score but uses simpler variables to predict
financial distress %. The Springate Model is a financial distress prediction model that is often compared
to the Altman Z- Score. While both models aim to predict the likelihood of financial distress or
bankruptcy, the Springate Model uses a simpler set of variables, making it more accessible for certain

87 Elhoseny et al., “Deep Learning-Based Model for Financial Distress Prediction.”

8 Gupta, “BUSINESS FAILURES—CAUSES AND PREDICTABILITY.”

8 Simatupang et al., "Analysis of Financial Distress Using the Altman Z-Score Model, Springate Model, Zmijewski
Model, and Grover Model."
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applications. The model was developed by Gordon L. V. Springate in 1978 as part of his MBA thesis at
Simon Fraser University. Key Features of the Springate Model Simpler Variables: The Springate Model
uses fewer financial ratios than the Altman Z- Score, focusing on key indicators of financial health?.
Purpose: Like the Altman Z- Score, this model is designed to assess a company's financial stability and
predict potential bankruptcy. Application: This model is particularly useful for companies in industries
where data availability may be limited or where a simpler model is preferred.

Comparison with Altman Z- Score

= Altman Z- Score: This model uses a combination of five financial ratios, including
profitability, leverage, liquidity, solvency, and activity ratios, to predict bankruptcy?!. This
model is widely used and has been validated in various industries.

= Springate Model: While it has the same goal, this model simplifies the process by using fewer
variables, which can make it easier to apply but may be less comprehensive®2.

Relevance in Financial Analysis

Both of these models are valuable tools for stakeholders, such as investors, creditors, and management,
to evaluate the financial health of a company. The choice between the two models often depends on the
specific context and the availability of financial data.

3. Zmijewski Model: This model uses discriminant analysis to predict bankruptcy based on leverage ratios,
profitability, and liquidity. The Zmijewski model is one of the bankruptcy prediction models that uses
discriminant analysis to assess the likelihood of a company going bankrupt. This model was developed
by Mark E. Zmijewski in 1984 and is designed to identify companies that are in financial distress. distress
based on several key financial ratios.

Key Variables in the Zmijewski Model:

» Leverage: Measures the extent to which a company uses debt in its capital structure. This ratio
indicates the financial risk faced by the company®.

» Profitability: Describes the company's ability to generate profits from its operations. This ratio is
important for assessing business efficiency and sustainability?+.

»  Liquidity: Measures a company's ability to meet its short-term obligations. Low liquidity can be an
carly indicator of potential bankruptcy?>.

% Morina, Ahmeti, and Gashi, “Determinants of Financial Failure Risk: An Econometric Study Using the Z-Altman and
Springate Models.”
1 Mattio, “Altman Z-Score Indicators.”
92 El Madou et al., “Evolutions in Machine Learning Technology for Financial Distress Prediction: A Comprehensive
Review and Comparative Analysis.”
% Inrawan, Sembiring, and Loist, "The Moderating Role of Liquidity in the Relationship between Leverage, Firm Size,
and Profitability."
9 Fadillah et al., "Profitability Ratio Analysis to Assess the Financial Performance."
% Youssef, “Predicting Bankruptcy And Financial Failure In the Egyptian Listed Companies: The Importance Of Cash
Flow Statements.”
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Zmijewski Model are that it is simple and efficient: This model uses variables that are easy to measure
and are available in the company's financial reports?; Focus on Key Ratios: Using only three key ratios
(leverage, profitability, and liquidity), the model provides fast and relevant results; Wide Application: The
model can be applied to a wide range of companies and industries, including manufacturing, food, and
beverage sectors.

Relevance in Financial Analysis

Zmijewski model is often used by investors, creditors, and financial analysts to evaluate a company's
bankruptcy risk?”. By leveraging historical data, this model helps identify companies that are potentially
experiencing financial distress, allowing for better decision making.

By utilizing advanced technologies such as big data, machine learning learning, and real- time data analysis,
companies can significantly improve their ability to detect eatly signs of financial distress. distress and manage
tinancial risks more effectively. This technological approach allows companies to continuously monitor financial
and operational conditions, so they can take preventive action before problems become bigger®. In addition to
helping companies survive in difficult situations, the use of this technology also provides a strong foundation to
support long-term business growth that is more sustainable and adaptive to market changes.

6.2 Analysis Tools and Methods

To analyze financial risks distress, various tools and methods can be used, both traditional and modern?. Here
are some commonly used tools and methods:

1. Financial Ratio Analysis

This analysis involves calculating financial ratios such as liquidity, profitability, and leverage to identify
carly signs of financial distress. distress '%. For example, a high debt-to-equity ratio may indicate a
company's reliance on debt, which increases financial risk. distress.

2. Altman Z- Score

This model uses five key financial ratios to calculate a score that reflects the level of financial risk.
distress!'?l. Companies with scores below a certain threshold are considered at high risk of financial
distress. distress.

% Morales et al., “Sustainability Models in Zone 3 Manufacturing SMEs.”
97 Asif et al., “A Study of Altman Z-Score Bankruptcy Model for Assessing Bankruptcy Risk of National Stock Exchange-
Listed Companies.”
%8 Onita and Ochulor, “Technological Innovations in Reservoir Surveillance: A Theoretical Review of Their Impact on
Business Profitability.”
% El Madou et al., “Evolutions in Machine Learning Technology for Financial Distress Prediction: A Comprehensive
Review and Comparative Analysis.”
100 Fatimah and Jariah, "THE ROLE OF PROFITABILITY, LEVERAGE, AND LIQUIDITY IN EFFORTS TO MINIMIZE FINANCIAL
DISTRESS."
101 Nurcahyono et al., "May Intellectual Capital and Corporate Governance Reduce the Probability of Financial
Distress?"
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3. Logistic Regression

This method is used to analyze the relationship between independent variables (such as financial ratios)
and dependent variables (possibility of financial distress)!92. Logistic regression is often used in models
such as the Ohlson O- Score.

4. Machine Learning

This technology enables the analysis of large amounts of data to predict financial distress more accurately.
Algorithms such as decision tree, random forest, and neural networks can be used to identify patterns
that indicate financial risk. distress!%,

5. Trend Analysis

This method involves monitoring changes in financial ratios over time to identify trends that lead to
financial distress'™. For example, a consecutive decline in profitability ratios can be an early sign of
financial distress.

6.3 Case Study: Use of the Altman Z-Score Model in Predicting Financial Distress
As an illustration, here is a case study of using the Altman Z- Score to predict financial distress in retail companies:

Case of Retail Companies in Indonesia

A large retail company in Indonesia experienced a decline in financial performance due to changes in consumer
behavior that shifted to online shopping!%. To predict financial risk distress, Altman Z- Score analysis was carried
out with the following results:

Working Capital to Total Assets (X1): 0.05 (low, indicating poor liquidity).

e Retained Earnings to Total Assets (X2): 0.10 (low, reflects minimal profit accumulation).

e FEarnings Before Interest and Taxes to Total Assets (X3): 0.02 (very low, indicating poor profitability).
e Market Value of Equity to Total Liabilities (X4): 0.30 (low, indicating high leverage).

e Sales to Total Assets (X5): 0.80 (low, reflecting poor operational efficiency).

The results of the company's financial analysis show that the Altman Z- Score is below the critical threshold of
1.81, which cleatly indicates that the company faces a high risk of experiencing financial distress. distress!%. This
score reflects a vulnerable financial condition, where the company has the potential to experience difficulties in
meeting its financial obligations and faces the threat of bankruptcy if it does not take immediate action. Realizing

102 sapiri et al., “The Effect of Financial Performance on Firm Value with Financial Distress as an Intervening Variable.”

103 Barboza and Altman, “Predicting Financial Distress in Latin American Companies: A Comparative Analysis of
Logistic Regression and Random Forest Models.”
104 Cenciarelli, “FINANCIAL DISTRESS: NEW PREDICTORS AND EARLY WARNING.”
105 pyrnomo et al., “Adapting And Resilient: How Indonesian Consumers Navigate E-Commerce Restrictions In The
Post-Pandemic Retail Industry.”
106 \Mattio, “Altman Z-Score Indicators.”
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this situation, the company's management immediately designed and implemented a series of strategic and
measurable mitigation steps. One of the main steps is to restructure debt with the aim of reducing interest
expenses and extending the payment period, so that the company's cash flow becomes more stable and is able to
meet its financial obligations'?”. In addition, the company also conducted a comprehensive evaluation of its
business portfolio and decided to close several unprofitable outlets in order to reduce operational costs that
burdened finances. On the other hand, the company began investing aggressively in the development of e-
commerce platforms as an effort to capture the growing digital market opportunities, increase revenue, and
expand the customer base!%s. The combination of these steps is expected to not only help the company get out
of its financial condition distress, but also puts the company on a healthier and more sustainable growth path in
the future.

6.4 Alternatives Solution: Development System Prediction More Risks Accurate

To improve the accuracy of financial predictions distress, companies can develop more sophisticated risk
prediction systems by utilizing modern technology!'®. Here are some steps you can take:

1. Big Data Integration

Companies can integrate internal financial data with external data, such as market trends and
macroeconomic conditions, to improve prediction accuracy. Big data enables more comprehensive and
real- time analysis. Big Data integration allows companies to combine internal financial data with external
data, such as market trends, consumer behavior, and macroeconomic conditions, to improve prediction
accuracy and decision making!!0. By utilizing big data technology, companies can conduct more
comprehensive, in-depth, and real- time analysis, resulting in more accurate and relevant insights.

Benefits of Big Data Integration as a More Comprehensive Analysis: Big data allows companies to
process large amounts of data from various sources, including financial transactions, social media, and
global economic data!'!. This helps companies identify patterns, trends, and anomalies that were
previously difficult to detect. Real- Time Prediction: With big data, companies can monitor data in real
time and make faster and more timely predictions. For example, companies can predict stock price
fluctuations or bankruptcy risks based on continuously updated market data and Operational Efficiency:
Big data enables the automation of financial processes, such as transaction recording, account
reconciliation, and financial reporting. This not only saves time but also reduces the risk of human error.

Challenges in Big Data Implementation, although it offers many benefits, big data implementation also
faces several challenges, such as: Data Complexity: Managing large and diverse data requires sophisticated

107 Youssef, “Predicting Bankruptcy And Financial Failure In the Egyptian Listed Companies: The Importance Of Cash
Flow Statements.”
108 Ahmar and Shahbaz, “Innovations in E-Commerce: A Comparative Analysis of Industry Giants.”
109 Elhoseny et al., “Deep Learning-Based Model for Financial Distress Prediction.”
110 Ahsun, Khan Sio, and Winner, “Developing an Optimal Data Management Framework for Enhanced Financial
Forecasting with Big Data Analytics.”
111 Udeh et al., “The Role of Big Data in Detecting and Preventing Financial Fraud in Digital Transactions.”
29



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

technological infrastructure and adequate technical skills!'2. Security and Privacy: Big data often includes
sensitive information, so companies must ensure data security and privacy to prevent leakage or misuse.
and Implementation Costs: The initial investment for big data technology, including hardware, software,
and staff training, can be very high.

Big data integration in financial management provides great opportunities to improve the accuracy,
efficiency and analytical capabilities of companies!'3. With the right strategy, companies can leverage big
data to support better, evidence-based decision-making, while addressing existing challenges with
innovative solutions.

2. Machine Usage Learning

Machine learning algorithm learning, such as random forest and support vector machine, can be used to
analyze large amounts of data and identify patterns that indicate financial risk. distress!''4. This technology
also allows automatic model updates based on the latest data. Machine Learning (ML) is a technology
that enables systems to learn from data and improve their performance automatically without the need
for reprogramming. In the financial context, ML algorithms such as Random Forest and Support Vector
Machine Learning (SVM) can be used to analyze large amounts of data and identify patterns that indicate
financial risk. distress. This technology also allows for automatic model updates based on the latest data,
thereby increasing the accuracy of predictions and the relevance of analysis.

Benefits of Using Machines Learning in Financial Prediction for Risk Pattern Identification i.e.
Algorithms like Random Forest and SVM are able to detect complex patterns in financial data that may
not be visible to traditional methods. For example, suspicious transaction patterns or early indicators of
bankruptcy, Real- Time Analytics: ML enables real- time data analysis, so companies can respond quickly
to changing market conditions or financial risks, Automatic Model Updates: ML models can be
automatically updated based on the latest data, ensuring that predictions remain relevant even as market
conditions change!!5.

Efficiency and Accuracy: With the ability to process large amounts of data, ML increases the efficiency
of analysis and produces more accurate predictions than manual methods!!S.

Machine Learning Algorithm Applications Learning consists of Random Forest: This algorithm works
by building multiple decision trees and combining the results to improve prediction accuracy!'”. Random
Forest is very effective in handling imbalanced and complex data and Support Vector Machine (SVM):

112 Rozony et al., “A Systematic Review Of Big Data Integration Challenges And Solutions For Heterogeneous Data
Sources.”
113 Lju and Fu, “Financial Big Data Management and Intelligence Based on Computer Intelligent Algorithm.”
114 E] Madou et al., “Evolutions in Machine Learning Technology for Financial Distress Prediction: A Comprehensive
Review and Comparative Analysis.”
115 Olubusola et al., “Machine Learning in Financial Forecasting: A US Review: Exploring the Advancements,
Challenges, and Implications of Al-Driven Predictions in Financial Markets.”
116 chukwunweike et al., "Enhancing Manufacturing Efficiency and Quality through Automation and Deep Learning:
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117 salman, Kalakech, and Steiti, “Random Forest Algorithm Overview.”

30



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

SVM is used to separate data into two classes by finding the best hyperplane. This algorithm is often used
in fraud detection and bankruptcy prediction because of its ability to handle high-dimensional data.

Challenges in Machine Learning Implementation Learning is Data Quality: Incomplete or inaccurate data
can affect the performance of ML models''8, Model Interpretability: Some ML algorithms, such as neural
networks, are difficult to interpret, making it difficult for users to understand how decisions are made,
Security and Privacy: The use of sensitive data in ML processes raises concerns about privacy and security.

Machine Usage Learning in financial prediction distress provides a great opportunity to improve the
accuracy and efficiency of financial analysis. With algorithms such as Random Forest and SVM,
companies can identify risks early and take appropriate mitigation steps''?. However, the implementation
of this technology requires attention to data quality, model interpretability, and information security. If
you want to dive deeper into a specific algorithm or application, feel free to ask!

Dashboard is used by Companies to develop dashboards to display key financial indicators and risk
prediction scores in real- time!?’. This dashboard can be equipped with an automatic alert feature to notify
management if financial risks arise. distress increases.

Dashboard: Solution for Effective Financial Management

Risk Prediction Dashboard is a tool designed to help companies monitor and analyze key financial
indicators and risk prediction scores in real- time'?!. By using this dashboard, management can easily
access important information related to the company's financial health and potential risks that may be
faced.

Key Features of the Risk Prediction Dashboard consist of Real- Time Data Visualization: This dashboard
displays financial data and risk indicators in an easy-to-understand format, such as graphs and tables,
making it easier for management to make quick and accurate decisions, Key Financial Indicators: The
dashboard can include various indicators, such as liquidity ratios, profitability, and leverage, which
provide a comprehensive overview of the company's financial performance, and Automatic Alert
Features: One of the important features of this dashboard is the ability to provide automatic alerts to
management if an increase in financial risk is detected. distress'?2. Thus, the company can immediately
take mitigation steps before the problem becomes more serious.

Benefits of Using a Dashboard: Better Decision Making: With information available in real- time,

management can make more informed and strategic decisions, reducing the risk of errors that can occur
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due to delays in information!?, Responsive to Change: Dashboards enable companies to respond quickly
to changes in market conditions or financial performance, thereby increasing the company's resilience to
risk, Increased Transparency: By visualizing financial and risk data, dashboards increase transparency in
financial management, both within the company and to external stakeholders.

Implementation of Risk Prediction Dashboard, to develop an effective dashboard, companies need to
consider several aspects, such as: Selection of Relevant Indicators: Determining the most relevant
financial and risk indicators for a particular business and industry, Data Integration: Integrating data from
multiple soutces, both internal and external, to provide a more accurate picture, Appropriate Use of
Technology: Choosing the appropriate platform and tools to build dashboards, such as analytics software
or web-based applications.

Dashboard is a very useful tool for companies in managing financial risks proactively. With advanced
features and the ability to provide real- time information, this dashboard helps management in making
better decisions and being responsive to potential financial risks. distress.

3. Periodic Model Testing

Predictive models should be tested periodically to ensure their accuracy. This testing may involve
analyzing historical data to evaluate the model's performance in predicting financial distress in the past!?%.

Regular model testing is a crucial step in ensuring the accuracy and effectiveness of bankruptcy prediction
models. Prediction models are used to assess financial risk. distress should be tested regularly to ensure
that they remain relevant and reliable in changing market conditions!?>.

The Model Testing Process consists of three stages, namely the first Historical Data Analysis: This test
involves analyzing historical data to evaluate the performance of the model in predicting financial distress
in the past!'?. By comparing model predictions with actual results, companies can assess how well the
model is performing. Second Model Updates: Based on the test results, the model can be updated or
adjusted to improve accuracy. This includes adjusting the variables used or implementing new, more
effective algorithms. Third Continuous Validation: Model testing is not just done once, but should be an
ongoing process. By conducting regular validation, companies can ensure that the model remains accurate
and reliable in the face of changing economic and market conditions.

The Benefits of Periodic Model Testing: Increasing Accuracy: By conducting periodic testing, companies
can identify weaknesses in the model and make necessary improvements, thereby increasing the accuracy
of predictions, Adaptation to Change: Economic and market conditions can change rapidly. Regular
testing allows the model to adapt to these changes, thereby remaining relevant and effective, and Better
Decision Making: With more accurate models, management can make better decisions regarding business

123 pAkano et al., “Designing Real-Time Safety Monitoring Dashboards for Industrial Operations: A Data-Driven
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strategy and risk mitigation.

Regular model testing is an important part of financial risk management. By analyzing historical data and
making necessary updates, companies can ensure that their predictive models remain effective in
identifying financial risk. distress!?”. This not only helps in better decision making, but also increases the
company’s resilience to potential future financial problems. If you would like to learn more about specific
testing methods or implementations, please ask!

4. Collaboration with Academics and Researchers

Companies can leverage collaboration with academics and researchers to develop more accurate and
innovative predictive models'?. This collaboration enables companies to access the latest expertise,
methodologies and technologies developed in academia, thereby improving the quality of financial risk
analysis and prediction.

The benefits of collaboration with academics and researchers are: first, development of new algorithms:
academics and researchers often have expertise in creating new, more sophisticated algorithms that are
tailored to the specific needs of the industry!?. For example, machine learning based algorithms learning
or deep learning that can improve prediction accuracy. Second, Model Testing in Various Sectors: By
working together, companies can test prediction models in various industry sectors to ensure that the
models are widely applicable and relevant in various business contexts. Third, Access to the Latest Data
and Knowledge: Academics often have access to historical data, research journals, and the latest trends
that can be used to improve prediction models. This allows companies to stay at the forefront of
innovation.

Examples of Collaborative Implementation consist of Collaborative Model Development: Companies
can collaborate with universities or research institutions to develop predictive models tailored to the
specific needs of the industry!®, such as predictions of bankruptcy in the manufacturing or technology
sectors. Use of Al Technology: Academics can help companies integrate technologies such as Humata
Al, which is designed to analyze complex data and provide deeper insights.

Challenges in Collaboration are usually Differences in Goals: Academics often focus on long-term
research, while companies prioritize quick and applicable results, Data Confidentiality: Companies must
ensure that sensitive data used in collaborations remains secure and is not misused, Costs and Resources:
Collaboration with academics may require significant investment of time and costs, especially for complex
research.

Collaboration with academics and researchers is a strategic step to develop more accurate and innovative

127 Elhoseny et al., “Deep Learning-Based Model for Financial Distress Prediction.”
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prediction models'3!. By leveraging the latest expertise and technologies from academia, companies can
improve their ability to identify and manage financial risk. If you would like to learn more about how to
get started with this collaboration or specific case studies, please feel free to ask!

By adopting modern technologies and data-driven approaches, companies can significantly improve their ability
to predict and manage financial risks. distress more effectively and timely!32. This approach allows companies to
conduct more in-depth and accurate analysis of various financial and non-financial indicators, so they can identify
potential problems before they develop into a crisis. In addition to helping companies survive in difficult
conditions, the use of this technology and data also provides a strong foundation for long-term business growth,
as companies can be more responsive to market changes and make better strategic decisions.

131 Ajthal, Prabhu, and Aithal, “Future of Higher Education through Technology Prediction and Forecasting.”
132 |0 Conte, “Enhancing Decision-Making with Data-Driven Insights in Critical Situations: Impact and Implications of
Al-Powered Predictive Solutions.”
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CHAPTER 7: FINANCIAL DISTRESS MANAGEMENT

7.1 Improvement Strategy

Financial management Distress requires a planned improvement strategy to restore the company's financial
stability!33. This strategy aims to address the root causes of financial distress, whether from internal or external
factors. Some strategic steps that can be taken include:

1. Financial Performance Evaluation

Companies must conduct a thorough evaluation of financial statements to identify areas that require
improvement. This evaluation process is very important because it provides a clear picture of the financial
health of the company. By conducting an in-depth analysis, the company can understand various aspects
of financial performance, including liquidity ratios, profitability, and leverage. This analysis not only helps
in identifying strengths and weaknesses but also provides the necessary insights for better strategic
decision making.

Conducting regular financial performance evaluations provides many benefits, including:

a. Identifying Financial Problems: By conducting regular evaluations, companies can detect
financial problems early, so they can take the necessary preventive measures!'>*.

b. Better Decision Making: Information obtained from financial performance analysis can be used
to formulate more effective and efficient business strategies.

C. Increasing Investor Confidence: Transparent and accurate financial performance reports can
increase the confidence of investors and other stakeholders, which in turn can support company
growth!%,

Thus, financial performance evaluation is not merely an administrative obligation, but a crucial strategic

133 Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”
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tool to ensure the company's sustainability and long-term success!?.

2. Reduction of Operational Costs

One of the initial steps that is often taken is to reduce non-essential operating costs. In the context of
corporate financial management, reducing operating costs is an important strategy to increase efficiency
and profitability. By reviewing expenses that are considered non-urgent, companies can allocate resources

more effectively and reduce waste!?7.

Cost Reduction Example:

a. Marketing Expenditure: Companies can re-evaluate the marketing strategies used!$. For example, if
a marketing campaign is not delivering the expected results, a company may consider redirecting the
budget to more effective channels or even terminating campaigns that are not adding value.

b. Business Travel: In today's digital age, many meetings can be conducted virtually. By utilizing
communication technology, companies can reduce the cost of business travel which often eats up a
significant budget'?. This not only saves costs, but also time that can be used for other productive
activities.

C. Non-Urgent Procurement: Companies need to audit their procurement of goods and services. By
reviewing contracts with suppliers and evaluating actual needs, companies can avoid spending on
non-urgent or excessive items. Renegotiating contracts with suppliers can also be an effective step
to obtain more competitive prices!4.

Undertaking strategic operational cost reductions can provide a variety of benefits, including:

a. Increasing Profitability: By reducing unnecessary costs, companies can increase profit margins,
which is critical in a competitive business environment.

b. Increasing Efficiency: Proper cost reductions can help a company operate more efficiently, thereby
increasing overall productivity'#.

C. Financial Flexibility: By reducing expenses, companies will have more flexibility in allocating funds
to more strategic investments, such as new product development or improving customer service!42.
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Thus, reducing operational costs is not just a measure to save money, but also an integral part of a broader

management strategy to ensure the sustainability and future growth of the company'4.

3. Diversification of Income

Companies can develop new products or services to reduce dependence on a single source of revenue.

This revenue diversification strategy is especially important in a dynamic and often unpredictable business

context. By introducing a variety of products or setvices, companies can create a more stable and

sustainable revenue stream, and reduce the risks associated with market fluctuations!#4,

Benefits of Income Diversification:

a.

Reducing the Risk of Dependence: Dependence on a single source of revenue can be a major risk

g P g ]

for a company. If a primary source of revenue declines, the company may face financial difficulties.

By diversifying, a company can ensure that a decline in one area can be offset by revenue from other
y ying y y

products or services!'®.

Increasing Competitiveness: By offering a variety of products or services, companies can reach a
wider market segment!#. This not only increases revenue potential, but also strengthens the
company's position in the market. For example, a company that previously only sold one type of
product can attract new customers by introducing relevant product variants.

Dealing with Market Fluctuations: Diversification helps companies become more resilient in the
face of unexpected market changes'¥’. When economic conditions change or consumer trends shift,
companies with multiple revenue streams are better able to adapt and survive.

Diversification Strategy Examples:

a.

New Product Development: Companies can conduct research and development to create new
products that meet unmet market needs!#s. For example, a food company that initially only produces
snacks can expand its product line by offering healthy or organic foods, which are currently
increasingly in demand by consumers.
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Service Expansion: In addition to products, companies can also expand the services they offer!#.
For example, a technology company that initially only provides hardware may start offering software
services or technical support, creating additional revenue streams.

Acquisitions and Partnerships: Companies may consider acquiting other businesses or entering into
strategic partnerships to enter new markets!>. This allows companies to leverage existing expertise
and resources, and accelerate the diversification process.

Thus, revenue diversification is not only a strategy to increase profits, but also an important strategic step

to ensure the sustainability and growth of the company amidst changing market challenges.

4. Improving Operational Efficiency

Adopting new technologies or optimizing production processes can help companies improve operational

efficiency and reduce waste. In an increasingly competitive business world, operational efficiency is key

to achieving excellence and sustainability. By leveraging modern technologies and optimizing existing

processes, companies can increase productivity while reducing unnecessary costs!s!.

The Role of Technology in Improving Efficiency:

a.

Internet of Things (IoT): IoT technology enables devices on the production floor to connect and
communicate with each other in real- time. This provides the ability to better monitor production
processes, detect problems before they impact productivity, and optimize workflows. With better
monitoring, companies can identify areas for improvement and take appropriate action!2.

Artificial Intelligence (Al): Al can be used to analyze production data and find patterns that can help
in decision making!®. For example, Al can predict raw material requirements and organize
production schedules efficiently, thereby reducing downtime and increasing output.

Automation and Robotics: The use of automated machines and robots in the production process
can increase speed and precision. Automation not only reduces human error, but also increases
workplace safety by shifting dangerous tasks from workers to machines!3. This allows companies
to focus on more strategic and creative tasks.

149 suylistyaningsih, Murti, and Ratnasih, "Analysis of E-Marketing Strategy and Business Innovation in Optimizing
Improvement of Service Quality and Its Effect on Msme Income."
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152 Rath, Khang, and Roy, “The Role of Internet of Things (IoT) Technology in Industry 4.0 Economy.”
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d. Big Data and Analytics: By collecting and analyzing data from multiple points in the production
system, companies can gain valuable insights to improve efficiency'>. Data analytics helps in
identifying trends and patterns that can be used to optimize processes and reduce waste.

Benefits of Increased Operational Efficiency:

a. Cost Reduction: By optimizing processes and adopting new technologies, companies can
significantly reduce operational costs!3¢. This includes reducing the costs of raw materials, labor, and
maintenance, all of which contribute to increased profitability.

b. Quality Improvement: Modern technology allows for better quality control. For example, IoT -based
sensors can automatically detect product defects, thereby improving the consistency and quality of
the products produced.

C. Speed of Innovation: With more efficient processes, companies can more quickly develop and
implement new product or process innovations's’. This provides a competitive advantage in an ever-
changing market.

Thus, increasing operational efficiency through technology adoption and process optimization is not just
a step to reduce costs!'>8, but also an important strategy to ensure the sustainability and growth of the
company in the future. Companies that are able to adapt and utilize technology well will be in a better

position to face challenges and take advantage of opportunities in the market.

7.2 Debt Restructuring

Debt restructuring is one of the most common strategic steps taken to overcome financial distress. This process
involves renegotiation between the company (debtor) and creditors to change the terms and conditions of debt
payments to better suit the company's financial capabilities. The main purpose of debt restructuring is to provide
flexibility for the company to meet its obligations while maintaining business operations.

Types of Debt Restructuring:

Debt restructuring is a process of renegotiation between debtors and creditors to change the terms of debt
repayment to better suit the debtor's financial capabilities!'s. This process is often done to ease the financial
burden of companies facing liquidity difficulties or the risk of bankruptcy. Here are the types of debt restructuring
that are commonly done:

1. Debt Rescheduling (Debt Rescheduling):

155 Boddapati, “Optimizing Production Efficiency in Manufacturing Using Big Data and Al/ML.”
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39



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS

FOR RECOVERY

Rescheduling of debt payments is done by extending the repayment period'®. This step gives the
company more time to pay off its obligations, thereby reducing short-term cash flow pressures. For
example, debt that was originally due to be paid off within 2 years can be extended to 5 years.

Debt - to -Equity Swap (Debt to Equity Conversion):

In this scheme, the company's debt is converted into shares or equity. Creditors, who were previously
lenders, become shareholders of the company. This strategy is often used when a company has good
business prospects, but is unable to pay off its debts. In this way, the company can reduce its debt burden

without losing its operations.

Haircut (Debt Reduction):

Haircut is a reduction in part of the principal amount of debt or interest that must be paid by the debtor!¢!.
Creditors agree to accept a smaller payment than the actual amount of debt, usually as a last resort to
avoid bankruptcy of the debtor. For example, if a company has debts of Rp10 billion, a creditor may
agree to accept Rp7 billion in full.

Debt Refinancing (Debt Refinancing):

Debt Refinancing involves replacing old debt with new debt that has more lenient payment terms, such
as a lower interest rate or a longer term!62, This strategy allows the company to better manage its liabilities
and reduce short-term financial burdens.

Benefits of Debt Restructuring

Debt restructuring provides various benefits for companies, including:

Easing Financial Burden: With more lenient payment terms, companies can allocate resources to other
operational needs!®3.

Improving Financial Stability: Restructuring helps companies manage cash flow better, thereby avoiding
the risk of bankruptcy!é+.

Maintaining Operations: By reducing debt pressure, companies can continue to operate and maintain
business continuity'é.

Debt restructuring is a strategic step that can help companies face financial challenges and achieve long-term

stability!®. However, this process requires effective negotiation and a deep understanding of the company's

160 Sytajaya, "Settlement of Losses by The Management in The Process of Delaying Debt Payment Obligations for The
Debtor's Inability to Pay."
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tinancial condition as well as agreements with creditors. Debt restructuring provides significant benefits for both
parties, namely the company and creditors. For companies, debt restructuring helps reduce financial pressure by
extending payment terms, lowering interest rates, or reducing the principal amount of debt, so that the company
has breathing room to improve its financial condition. Meanwhile, for creditors, restructuring provides a better
chance of getting back some or all of their loans compared to if the company immediately goes bankrupt or
liquidates'é”. Thus, debt restructuring becomes a win-win solution that can maintain business relationships and
minimize losses.

7.3 Negotiations with Creditors

Negotiations with creditors are a key element in the debt restructuring process. This process involves discussions
between the company and creditors to reach a mutually beneficial agreement. Some effective negotiation
techniques include:

1. Thorough Preparation

Before starting negotiations, companies must prepare complete financial data and a clear restructuring
plan. This helps build trust with creditors!es.

2. Collaborative Approach

Successful negotiations usually involve a collaborative approach, where both parties work together to
find the best solution. The company must demonstrate good faith in fulfilling its obligations, even under
difficult conditions'®.

3. Alternative Offers

Companies can offer creditors several restructuring options, such as payment rescheduling, interest
reduction, or debt-to-equity conversion. This gives creditors the flexibility to choose the option that best
suits them!70.

4. Consultation with Legal and Financial Experts

In many cases, companies need the help of legal and financial experts to ensure that the negotiation
process is in accordance with applicable regulations and results in a fair agreement!”!.

7.4 Case Study: Successful Debt Restructuring in an Energy Company

A major energy company in Indonesia has successfully emerged from financial distress. distress through a well-

planned debt restructuring strategy'’2. The company is facing significant financial pressure due to the decline in

167 AG BUDIN et al., "CASE STUDY ANALYSIS ON BANKRUPTCY AND REORGANIZATION."
168 Akinsola and Kingsley Onu, “Legal Implications of Corporate Spin-Offs, Divestitures, and Corporate Restructuring:
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global oil prices, which has led to a drastic decline in revenue. Here are the strategic steps taken by the company
to restore its financial performance:

a. Debt Restructuring
The company began by conducting intensive negotiations with creditors to change the terms of debt
payment!73. This step includes:
1. Extension of Payment Term: Creditors agree to extend the tenor of the debt, giving the company
more time to repay its obligations!7.
1. Interest Rate Reduction: Creditors also agreed to a reduction in interest rates, so that the interest
burden that the company has to pay becomes lighter!7>.
fii.  The success of these negotiations was supported by the company's confident recovery prospects,
including a clear strategic plan to increase revenue and operational efficiency!7s.
b.  Sale of Non-Productive Assets
To increase liquidity and reduce debt burden, the company sold some unproductive assets. This step
allowed the company to:
i, Reducing Financial Burden: By selling assets that do not contribute significantly to revenue, the
company can allocate the proceeds from the sale to pay off some of the debt!7.
i.  Increasing Cash Flow: Asset sales provide an injection of fresh cash that can be used to support
the company's operations in the short term!7s.
This strategy not only helps companies reduce financial pressure, but also allows them to focus on more
strategic and productive assets!”.
c. Business Diversification
The company started investing in the renewable energy sector as part of its diversification strategy!s0.
This move aims to:

1. Reducing Dependence on Oil and Gas: By switching to renewable energy, companies can reduce
the risks associated with global oil price fluctuations's!.

il. Increasing Revenue: This diversification opens up new opportunities to generate revenue from
the growing energy market!82,
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ii.  Attracting New Investors: Investment in renewable energy, which is considered a sector of the
future, increases the company's attractiveness in the eyes of investors.

This diversification not only helps companies survive market pressures, but also builds a foundation for long-
term growth!s3,

Results and Impact

Within two years, the company managed to recover its financial performance and again recorded significant net
profits. This success shows the importance of:

e Proper Debt Restructuring: Effective negotiations with creditors provide room for the company to
improve its financial condition!84,

e DProactive Management: Sale of non-productive assets and business diversification demonstrate
management's ability to respond to challenges with innovative strategies!s>.

e TFocus on Sustainability: Investment in renewable energy not only increases revenue, but also strengthens
the company's position in facing future challenges!se.

This success is proof that well-designed debt restructuring, combined with responsive management strategies, can
help companies emerge from financial crises and build a more stable and sustainable future.

7.5 Alternatives Solution: Negotiation Techniques Effective with Creditors

Negotiations with creditors are an important step in debt restructuring, especially for companies facing financial
pressure. To ensure successful negotiations, companies need to implement effective and strategic techniques.
Here are some techniques that can be used:

1. Building Trust

Trust is the main foundation in successful negotiations. Companies must be transparent in conveying their
financial condition to creditors!®’. This includes:

i Accurate Data Delivery: Providing clear and detailed financial reports to show the company's real
financial situation!8s,
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ii.  Honest Communication: Avoid hiding important information that could damage future
relationships with creditors'®.

Well-built trust will create a more conducive negotiation atmosphere and increase the chances of reaching a
mutually beneficial agreement!*.

2. Offer Realistic Solutions

The company must offer a workable solution, taking into account the company's financial capabilities and
the interests of creditors'?!. Examples of realistic solutions include:

i.  Payment Rescheduling: Extending the debt tenor to give the company more time to pay off its
obligations.
ii.  Interest Reduction: Proposing a reduction in interest rates to ease the company's financial burden!92.

A realistic solution shows that the company has a mature and credible plan to meet its obligations, so
creditors are more likely to approve the proposal'?3.

3. Involving a Mediator

If direct negotiations reach a deadlock, the company can involve an independent mediator!®4. The mediator
acts as a neutral party who helps:

i Facilitating Communication: Mediators can bridge differences of opinion between the company and
creditors!?,

ii.  Providing an Objective Perspective: Mediators can offer solutions that are fair and beneficial to both
parties!?,

Involving a mediator is often an effective step in resolving conflicts and reaching agreements that cannot be
reached through direct negotiations!?".

4. Focus on Mutual Benefit

Effective negotiations must be oriented towards mutual benefit. The company and creditors need to
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understand that the company's success in continuing its operations also benefits the creditors!?8. This

approach involves:

i.  Creating Additional Value: Proposing options that provide long-term benefits to both parties, such
as future profit sharing.

ii.  Avoiding Conflict: Keep the negotiation atmosphere professional and focus on solutions, not
differences!'?.

By focusing on mutual benefits, both parties can reach a satisfactory and sustainable agreement?™.

By applying effective negotiation techniques, such as building trust, offering realistic solutions, involving a
mediator, and focusing on mutual benefits, companies can increase their chances of success in negotiating with
creditors. This approach not only helps companies overcome financial distress, but also maintaining good
relations with creditors, which is very important for the sustainability of the business in the future. Successful
negotiations create a strong foundation for effective debt restructuring and sustainable company growth.
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CHAPTER 8: THE ROLE OF REGULATORS IN OVERCOMING FINANCIAL
DISTRESS

8.1 Policy Government in Overcoming Financial Distress

The government has a very important role in helping companies and economic sectors deal with financial distress,
primarily through economic and fiscal policies designed to support financial stability?”!. These policies aim to
provide direct and indirect assistance to companies, so that they can survive and recover from financial stress.

Here are some of the main policies that can be implemented:
1. Fiscal Stimulus

The government can provide fiscal stimulus in the form of subsidies, tax incentives, or direct assistance to
companies experiencing financial difficulties. This step aims to:

e Increasing Liquidity: With subsidies or direct assistance, companies can obtain additional funds to
meet their operational needs.

e Encouraging Economic Recovery: Tax incentives, such as reduced tax rates or deferral of tax
payments, can reduce the financial burden on companies, allowing them to focus on business
recovery.

For example, during the global economic crisis, many countries provided subsidies to strategic sectors such
as energy, transportation, and manufacturing to maintain economic stability22.

2. Monetary Policy

Central banks, such as Bank Indonesia, can play an important role through accommodative monetary
policy. Steps that can be taken include:

201 pinh, Oanh, and Ha, “Financial Stability and Sustainable Development: Perspectives from Fiscal and Monetary
Policy.”
202 Noorani, Khan, and Khan, “The Global Economic Consequences of the Russia-Ukraine War: Implications for Energy,
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o Lower Interest Rates: By lowering interest rates, companies can access financing at a lower cost,
thereby reducing their debt burden.

e Provision of Additional Liquidity: Central banks can provide additional liquidity through open
market operations or special lending programs to support affected sectors203.

This monetary policy helps create a more conducive financial environment for companies to survive and
recover from economic stress.

3. Credit Guarantee Program

The government can launch a credit guarantee program to help small and medium enterprises (SMEs) that
have difficulty getting loans from financial institutions2**. This program provides a guarantee to banks that
loans given to MSMEs will be protected by the government. The benefits of this program include:

e Improving Access to Financing: MSMEs that were previously considered high risk by banks can
obtain loans more easily?’>.

¢ Encouraging MSME Growth: With access to financing, MSMEs can continue to operate, create
jobs, and contribute to economic recovery2%.

Credit guarantee programs are often one of the most effective measures to support the MSME sector,
which is the backbone of the economy in many countries?”.

4. Special Regulations During Crisis

During an economic crisis, governments may enact special regulations to help companies survive20s,
Examples of these regulations include:

e Debt Payment Moratorium: The government can impose a temporary moratorium on corporate
debt payments, giving them more time to improve their financial condition.

e Tax Burden Reduction: Reducing or deferring tax payments can provide companies with the space
to better manage their cash flow.

This special regulation is designed to provide temporary protection to companies, so they can survive the

203 Berner and Granito, “Fragile Global Liquidity: Sources and Policy Implications.”
204 crawford, Cui, and Kewley, “Government Finance, Loans, and Guarantees for Small and Medium Enterprises
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crisis and gradually restore their operations.

Government policies, whether through fiscal stimulus, monetary policy, credit guarantee programs, or special
regulations, play an important role in supporting companies facing financial distress. With these measures, the
government is not only helping companies survive, but also promoting overall economic stability. A coordinated
approach between the government, central bank and the private sector is essential to ensure the success of these

policies in creating a sustainable economic recovery.

8.2 Policy Government in Overcoming Financial Distress: An International Case Study

Apart from Indonesia, various countries have also implemented government policies to help companies facing
financial difficulties. distress. Here are some relevant international case examples:

1. Fiscal Stimulus: The Case of General Motors (US)

In 2008, during the global financial crisis, the United States government provided a bailout to General
Motors (GM) through the Troubled Banks program. Asset Relief Program (TARP) 209, GM, which was
facing bankruptcy due to declining sales and a large debt burden, received $50 billion in aid from the
government. This stimulus allowed GM to:

e Continuing Operations: The funds are used to maintain production continuity and maintain
employment?!0,

e Debt Restructuring: GM used bailout funds to restructure its debt and improve its balance sheet?!!.

As a result, GM emerged from bankruptcy in 2009 and became one of the world's largest automakers
again?'2. This case shows how fiscal stimulus can help large companies survive during an economic

downturn.
2. Monetary Policy: Eurozone Crisis (Europe)

During the eurozone debt crisis of 2010-2012, the European Central Bank (ECB) implemented an
accommodative monetary policy to support companies and member states facing financial stress?!3. The

measures taken included:

e Interest Rate Cut: The ECB lowered interest rates to very low levels to encourage borrowing and
investment?!

209 palladino, “Electric Vehicles: How Corporate Guardrails Can Improve Industrial Policy Outcomes.”
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e Bond Purchase Program: The ECB launched a bond purchase program to provide additional liquidity
and stabilize financial markets?!5.

This policy helps companies in countries such as Greece, Spain and Italy to access financing at lower costs,
thereby reducing the risk of bankruptcy?!6.

3. Credit Guarantee Program: The Case of SMEs in the UK

During the COVID-19 pandemic, the UK government launched the Coronavirus Business Interruption
Loan Scheme (CBILS) to help small and medium enterprises (SMEs) affected by the crisis?!”. This program
provides guarantees to banks for loans given to MSMEs, so that:

e Improving Access to Credit: MSMEs previously considered high risk by banks can obtain loans more
casily?!8.

e Supporting Business Continuity: Loan funds are used to pay employee salaries, operational costs, and
other needs?"?.

This program has successfully helped thousands of UK SMEs to survive during the pandemic and prevent
a wave of mass bankruptcies??.

4. Special Regulation During Crisis: The Case of Debt Moratorium in India

In 2020, the Indian government imposed a six-month moratorium on debt repayments to help businesses
and individuals impacted by the COVID-19 pandemic??!. The policy includes:

e Debt Payment Postponement: Companies and individuals are given the flexibility to postpone
installment payments without being subject to penalties??2.

e TFinancial Burden Reduction: This moratorium gives companies time to improve their cash flow
without pressure from creditors??3,

This move helped many companies in India to survive during the tough times and prevented a surge in bad
loans in the banking sector.

These international case examples show how government policies, whether through fiscal stimulus, monetary
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policy, credit guarantee programs, or special regulations, can help companies cope with financial distress. A

coordinated approach between governments, central banks and the private sector is essential to ensure the success

of these policies in creating a sustainable economic recovery. Cases such as General Motors in the US, the

Eurozone crisis in Europe and the credit guarantee program in the UK are clear evidence that government

intervention can have a significant positive impact??4.

8.3 Rules Finance

Financial regulators, such as the Financial Services Authority (OJK) and Bank Indonesia, play an important role

in maintaining the stability of the financial system and preventing financial systemic distress. Some relevant

tinancial regulations include:

1.

Prudential Supervision

OJK is responsible for ensuring that financial institutions comply with prudential principles, such as
maintaining the capital adequacy ratio (CAR) and minimum liquidity ratio??>. This supervision aims to
prevent the failure of financial institutions that can trigger financial distress in other sectors.

Basel I1I Regulations

Bank Indonesia has adopted the Basel 111 standards to improve banking resilience to financial risks. The
regulations include higher capital requirements, liquidity risk management, and supervision of credit

exposure.

Lender of Last Resort (LoLR)

Bank Indonesia functions as a lender of last resort, providing emergency liquidity to banks facing liquidity
problems but still having good prospects?2. This step aims to prevent a liquidity crisis that could spread
to other sectors.

Systemic Risk Monitoring

Financial regulators monitor systemic risk through analysis of macroprudential and microprudential
indicators??’. This monitoring allows eatly detection of potential financial distress that can threaten the
stability of the financial system.

8.4 Rules International Finance

In addition to Indonesia, similar financial regulations are also applied in other countries. Here are some examples:

224 Trujillo-Ponce et al., “Economic Impact of a Credit Guarantee Scheme: Evidence from Spain.”

225 Sulistyandari et al., "Implementation of Prudential Banking Principles: State Responsibility in Combating Banking
Crimes in Indonesia."

226 Yyydaruddin et al., "Liquidity and Credit Risk in Indonesia: The Role of FinTech Development."

227 Rizwan, Qureshi, and Sahibzada, “Macro-Prudential Regulations and Systemic Risk: The Role of Country-Level
Governance Indicators.”
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1. United States: During the 2008 financial crisis, the Federal Reserve (the US central bank) used the LoLR
function to provide emergency liquidity to large banks facing liquidity problems?25.

2. European Union: Following the eurozone debt crisis, the European Union adopted the Basel 111
standards to improve banking resilience in the region??.

3. India: The Reserve Bank of India (RBI) has implemented macroprudential policies to monitor systemic
risks and maintain financial system stability during the COVID-19 pandemic?*.

8.5 Case Study: Regulatory Intervention in a Large Bank Financial Distress Case

One example of successful regulatory intervention is the case of rescuing a large bank in Indonesia that was facing
tinancial difficulties. distress due to the global economic crisis?*!. The bank is experiencing serious liquidity
problems, which have the potential to trigger a systemic crisis in the banking sector. The steps taken by the
regulator include:

1. Emergency Liquidity Provision

Bank Indonesia provides emergency liquidity to the bank through a lender mechanism. of last resort?32
This step helps banks meet their short-term obligations and prevent default.

2. Management Restructuring

OJK asked the bank to replace its top management with a team that is more competent and experienced
in handling financial crises??3. This step aims to increase public trust in the bank.

3. Intensive Supervision

Regulators have increased oversight of the bank, including closely monitoring its liquidity ratios and credit
exposures?*. This oversight ensures that the bank complies with its agreed recovery plan.

4.  Government Support

The government provided guarantees to depositors to prevent massive withdrawals (bank runs)?3>. This
step succeeded in restoring public confidence in the banking system.

As a result, the bank managed to get out of its financial crisis. distress within two years and again recorded positive

228 Tucker, “Regimes for Lender of Last Resort Assistance to llliquid Monetary Institutions: Lessons in the Wake of
Credit Suisse.”
229 Alessi, Di Girolamo, and Petracco-Giudici, “Resilience in the EU Banking Sector and Beyond.”
230 Singh, “RBI's Monetary Policies in Comparison with Other Emerging Economies.”
21 Al-Mujaddid and Suwito, "Adapting To The Global Economic Downturn In Indonesia: Harnessing Fiscal And
Monetary Instruments."
232 Aripin, Wibowo, and Ariyanti, "Funding Liquidity Dynamics and Its Influence On Bank Lending Growth: A Review of
the Indonesian Banking Context."
B3 pPUTRI, “COMMUNICATION STRATEGY FORMULATION TO INCREASE BRAND AWARENESS OF FINANCIAL SERVICES
AUTHORITY (0JK).”
234 Ghosh, Jarva, and Ryan, “Bank Regulation/Supervision and Bank Auditing.”
235 Ofir and Elmakiess, “Bank Runs in the Digital Era: Technology, Psychology and Regulation.”
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growth sustainably. This case emphasizes how important the role of regulators is in maintaining the stability of

the financial system as a whole. With strict supervision and appropriate policies, regulators can prevent wider

systemic impacts from financial distress in one or more financial institutions, thereby maintaining public trust and

the continuity of the national economy?23.

8.6 Alternatives Solution: Collaboration between Regulators and the Financial Industry

To overcome financial distress effectively, close collaboration between regulators and the financial industry is

needed?’. Some steps that can be taken include:

1.

Improved Coordination

To overcome financial distress effectively, improving coordination between regulators such as the
Financial Services Authority (OJK) and Bank Indonesia (BI) with financial institutions is very important
to ensure that the policies implemented are in line with industry needs and have a positive impact on the
stability of the financial system?3$. One forum that plays a strategic role in improving this coordination is
the Financial System Stability Forum, which serves as a place for regulators and industry players to share
the latest information on market conditions and risks faced, formulate joint solutions that are responsive
to industry needs, and improve the ability to respond to crises quickly so that they can prevent a wider
impact on the financial system. On the other hand, facing the challenges of rapidly developing
technological innovation in the financial sector, regulators need to adopt a more flexible, principles-based
approach to accommodate rapid changes in technology and business models, establish partnerships with
non-governmental organizations that have the authority to implement rules to accelerate the regulatory
and supervisory process, and utilize regulatory technology (RegTech) to improve the efficiency of
supervision and reporting. Thus, improving coordination through forums such as the Financial System
Stability Forum not only helps create effective and responsive policies, but also strengthens the stability
of the financial system while supporting the growth and sustainability of the financial sector as a whole.

Proactive Policy Development

Regulators play an important role in preventing financial losses distress that has the potential to disrupt
the stability of the financial system, so that proactive policies are needed, based on research, and
supported by in-depth risk analysis?*®. One of the strategic steps that must be taken is strengthening
prudential supervision, where regulators ensure that financial institutions have an adequate capital
adequacy ratio to absorb potential losses and maintain sufficient liquidity to meet short-term obligations.
Periodic evaluation of the performance of financial institutions is also an important part of detecting
problems early and preventing failures that can trigger systemic crises.

In addition, the development of innovative financial instruments is key to helping companies manage
financial risks more effectively. Examples include restructuring bonds that allow companies experiencing
financial difficulties to restructure their debts, systemic risk insurance designed to protect financial

238 Challoumis and Eriotis, “A Historical Analysis of the Banking System and Its Impact on the Greek Economy.”
237 Adeniran et al., “Strategic Risk Management in Financial Institutions: Ensuring Robust Regulatory Compliance.”
238 Challoumis and Eriotis, “A Historical Analysis of the Banking System and Its Impact on the Greek Economy.”
239 Githui and Nafula, "J.(2025). Turnaround Strategies Adopted by Banks in Kenya: An Academic Research Paper."
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institutions from the impact of unexpected risks, and yield-based lending that provides flexibility in debt
repayment according to the company's financial performance. These instruments not only provide
alternative risk management, but also support the stability and sustainability of the financial sector as a
whole?40,

Policies implemented by regulators must be based on comprehensive research and risk analysis, utilizing
macro and microprudential data to understand market conditions and potential risks faced by financial
institutions?*!. Through crisis simulations, regulators can test the resilience of the financial system to
various possible scenarios, while collaboration with academics and practitioners provides a broader and
deeper perspective in formulating policies that are relevant and responsive to market dynamics.

Equally important is the close collaboration between regulators and the financial industry, which is
realized through open discussions to understand the challenges faced by industry players, policy
alignment so as not to hinder innovation, and the implementation of education and training to ensure
that industry players are able to implement new policies propetly. This synergy is an important foundation
in creating effective policies and supporting the growth of the financial sector?*2.

Overall, by developing proactive policies through strengthening prudential supervision, financial
instrument innovation, research-based approaches and risk analysis, and close collaboration with
industry, regulators can build a financial system that is more stable, resilient, and adaptive to changing
economic conditions, thereby preventing financial distress and maintaining the sustainability of the
financial sector in the future24.

3. Financial Education and Literacy

Financial regulators play an important role in improving financial literacy among the public and business
actors, because good literacy greatly helps in managing financial risks effectively?+. To achieve this goal,
collaboration between regulators and the financial industry is a very effective strategy. Regulators can
organize educational and training programs that discuss personal financial management, investment, and
risk management, as well as conduct awareness campaigns through various media and activities such as
seminars and workshops involving various stakeholders. In addition, regulators can also collaborate with
financial institutions in developing easy-to-understand and relevant educational materials, such as
guidebooks, videos, or mobile applications. On the other hand, strategic partnerships with financial
institutions allow for the implementation of broader literacy programs, while joint initiatives can reach
communities in various regions on a regular basis. The use of technology, especially through collaboration
with fintech companies, also accelerates the dissemination of financial literacy information by providing
an easily accessible digital platform. Through this collaborative effort, the benefits obtained include better
financial risk management by companies, increased financial inclusion in society, and contributions to

240 Adeniran et al., “Strategic Risk Management in Financial Institutions: Ensuring Robust Regulatory Compliance.”
241 Erasmus, “Systematic Risk and Macroprudential Regulations: A Literature.”
242 Wang et al., “Exploring the Synergy of Logistics, Finance, and Technology on Innovation.”
243 Bozic and Bozic, “Commercial Banking and Financial Stability: Evaluating Internal and External Determinants.”
244 pwyanti, "The Importance of Financial Literacy in Financial Management in Micro, Small and Medium Enterprises
(Msmes)."
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overall economic stability. Thus, collaboration between regulators and the financial industry in improving
financial literacy not only supports individuals and businesses, but also strengthens the stability of the
financial system and encourages sustainable economic growth?#.

4. Financial Technology Development

Collaboration between regulators and the financial industry has a very strategic role in encouraging the
development of financial technology or fintech, which can help companies manage their finances more
efficiently and innovatively?*. One important step is the development of a fintech platform that allows
real -time monitoring of financial indicators, such as cash flow and debt ratios, so that companies can
make faster and more accurate decisions. This platform can also provide early warnings of potential
financial risks. distress through data-based algorithms, which not only help companies in financial
management, but also support the stability of the financial system as a whole. In addition, this
collaboration contributes to increasing financial inclusion, especially for MSMEs who often have
difficulty accessing traditional financial services, through the provision of peer-to-peer (P2P) lending
platforms and digital payment services such as QRIS that increase transaction efficiency. The
development of innovative financial products is also a focus, with the presence of financial risk insurance
that protects companies from market fluctuations and yield-based loans that provide payment flexibility
according to the company's financial performance, so that the solutions offered are more adaptive to
needs amid economic uncertainty. In addition, digital financial education and literacy are important
aspects that are encouraged through training programs and joint awareness campaigns between regulators
and the fintech industry, so that the public and business actors can utilize financial technology optimally
and wisely. To ensure the sustainability of fintech development, regulators must also prioritize
cybersecurity by protecting data and systems, and creating a flexible regulatory framework that still
protects consumers, so that fintech innovation can develop without sacrificing the stability of the financial
system. Overall, close collaboration between regulators and the financial industry in fintech development
not only provides great benefits for companies and the economy, but also creates a more inclusive,
innovative and safe financial ecosystem for the wider community.

With close collaboration between regulators and the financial industry, financial management distress can be done
more effectively and coordinated?#’. This synergy allows for timely and responsive policy implementation, so as
to maintain the stability of the financial system as a whole and prevent risks that have the potential to cause
systemic impacts. In addition, this collaboration also supports the creation of a conducive business environment
for sustainable and inclusive economic growth.

245 Maharajabdinul, "Understanding the Linkages Between Financial Markets and Sustainable Economic
Development."
245 CHIKRI and KASSOU, “Financial Revolution: Innovation Powered By Fintech And Artificial Intelligence.”

247 Wang, “Safeguarding Enterprise Prosperity: An In-Depth Analysis of Financial Management Strategies.”
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CHAPTER 9: CASE STUDY: A SUCCESSFUL COMPANY GO OUT FROM
FINANCIAL DISTRESS

9.1 Real Case Analysis

Real case analysis of financial coping strategies distress emphasizes the importance of identifying causes that
include internal problems such as poor financial management, high leverage, and inefficient cash flow
management, as well as external factors such as market changes, global economic crises, and fluctuations in raw
material prices?. Companies that successfully emerge from financial distress distress usually implements planned
strategies such as debt restructuring through negotiations with creditors, selling non-productive assets to increase
liquidity, diversifying businesses to reduce dependence on one source of income, and improving corporate
governance to improve efficiency and transparency. The results of implementing these strategies are often seen
in the recovery of liquidity, increased profitability, and the creation of long-term stability that is the foundation
for future growth.

As a real example, General Motors (GM) which is facing financial distress during the 2008 global financial crisis
managed to emerge from bankruptcy by accepting a US government bailout for debt restructuring, making
operational adjustments by closing unproductive factories and reducing costs, and innovating by developing
energy-efficient vehicles in accordance with changing market demand, so that GM again became one of the largest
car manufacturers in the world in 2009. In conclusion, the success of overcoming financial distress is highly
dependent on the company's ability to identify the root of the problem, design the right strategy, and implement
these steps effectively, so that experiences from real cases can be valuable lessons for other organizations in facing
financial challenges in the future?¥.

9.2 Lessons Learned

From various case studies of companies that have successfully emerged from financial distress distress, there are
several important lessons that can be learned:

1. The Importance of Debt Restructuring

248 Sharif and Saleem, “A Review on the Determinants of Financial Distress.”
29 Neoaz, “Big Data Analytics Study the Implications of Big Data Analytics on Decision-Making Processes in
Organizations.”
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Debt restructuring is a very important first step for companies experiencing financial difficulties, as this
process helps reduce financial pressure by realigning debt payment obligations through the negotiation
of more flexible terms. In addition, restructuring can increase the company's liquidity by extending
payment terms or reducing interest rates, so that more funds are available for operations?. This process
also provides momentum for companies to reorganize and improve business strategies to be more
efficient in the future, while preventing bankruptcy that can harm the company's assets and reputation.
The restructuring stages include a comprehensive assessment of the financial situation, negotiations with
creditors to reach a new agreement, and implementation and monitoring of the restructuring plan. Thus,
although this process is challenging, debt restructuring is a crucial strategic step to help companies get
back on track and achieve long-term financial stability.

Focus on Operational Efficiency

Companies that successfully emerged from financial Distress often places a major focus on improving
operational efficiency because it is essential to reduce non-essential costs while increasing overall
productivity. By optimizing the use of existing resources, companies can improve their financial
performance and restore their stability. Operational efficiency helps companies identify and cut waste
and unnecessary costs, thereby saving production, logistics, and administration costs that are crucial in
difficult financial conditions. In addition, increasing labor productivity allows companies to produce more
optimal output with the same resources, which in turn also improves the quality of products or services
by reducing errors and defects. An efficient operational system also allows companies to respond to
market changes more quickly and flexibly, so they can adjust their business strategies according to
dynamic needs and demands. This advantage in operational efficiency provides higher competitiveness,
allowing companies to offer products or services at competitive prices, increase customer satisfaction,
and expand market share.

To achieve optimal operational efficiency, companies need to conduct a thorough analysis of operational
processes to find areas of waste of time, effort, and resources, including reducing waiting time and
excessive use of raw materials. Using technology to automate routine processes can reduce the time and
effort required and increase work accuracy. Employee training is essential to enable them to manage tasks
more efficiently, while collaboration between teams and departments can improve communication and
coordination, thereby avoiding bottlenecks in the work process. Regular evaluations are also needed to
continually identify opportunities for increased efficiency and address emerging issues.

Opverall, focusing on operational efficiency is a crucial step for companies looking to move out of financial
distress. distress®!. By reducing unnecessary costs and increasing productivity, companies can optimize
existing resources, improve financial performance, and ensure future business sustainability. Steps such
as process analysis, automation, training, collaboration, and regular evaluation are key to achieving higher
efficiency and sustainable competitiveness.

Diversification of Income

Revenue diversification is a very important strategy for companies to reduce the risk of dependence on

a single source of revenue. By developing various products or entering new markets, companies can

250 siddiga, “Corporate Financial Restructuring: Strategies and Impacts.”
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survive and adapt despite changes in market demand?*2. This strategy not only increases financial stability
but also opens up new opportunities for growth. Reliance on a single source of revenue can be a major
risk, especially if there is a decrease in demand or changes in market conditions. Therefore, by
diversifying, companies can reduce the negative impact of fluctuations that may occur in one product
line or market. In addition, having multiple revenue streams allows companies to create a stronger
financial buffer, so that if one soutce of revenue decreases, other revenue streams can help cover the loss
and maintain the company's financial stability?.

Diversification also opens up opportunities to explore new markets and develop new products, allowing
companies to reach a wider range of customers and increase market share. The process of diversification
often encourages companies to innovate and adapt to changing market needs, so they can remain relevant
and competitive. Revenue diversification strategies can be implemented in several ways, including
introducing new products that are different from the main product, entering new markets both
geographically and demographically, offering additional services that complement existing products, and
investing in different sectors to create new revenue streams.

As a successful example of revenue diversification, Apple Inc., which was originally known as a computer
manufacturer, successfully diversified its revenue by launching new products such as the iPod, iPhone,
and services such as iTunes and Apple Music. Through this diversification strategy, Apple not only
increased its revenue but also strengthened its position as a market leader in various product categories.
Overall, revenue diversification is a very important strategy for companies to reduce risk and increase
financial stability, while opening up opportunities for future growth and innovation.

4. Strong Leadership

Visionary and competent leadership plays a vital role in steering a company out of financial distress.
distress?5*. Effective leaders are able to make tough decisions and motivate the team to work toward

recovery.

Visionary and competent leadership plays a very important role in guiding a company out of financial
distress. distress. In such challenging situations, an effective leader must not only be able to make difficult
decisions quickly and accurately, but must also be able to motivate the team to work together towards
recovery. An important aspect of strong leadership in the context of overcoming financial distress
includes the ability to make the right decisions, where leaders must be able to assess financial performance
in depth and identify the root of the main problem to formulate an effective strategy?35. This right decision
is crucial to help the company avoid bankruptcy and begin the recovery process.

In addition, adaptability is also key, where leaders must be flexible in changing business strategies
according to the needs and challenges faced and be open to input and new ideas from the team in order

252 Olaleye et al., “Unlocking Competitive Advantage in Emerging Markets through Advanced Business Analytics
Frameworks.”
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to find innovative solutions. This ability is very important in dealing with uncertainty and rapid market
changes. Strong leaders must also be able to motivate the team with clear communication about the
company's vision and goals and provide the support and resources needed to keep the team focused and
committed in facing challenges?5. High motivation among team members will increase productivity and
collaboration, which are very important in the recovery process.

Furthermore, building a positive corporate culture is also part of good leadership, where employees feel
valued and involved?. This can be realized by giving recognition to employee contributions and
encouraging innovation through a comfortable work environment for sharing ideas. This positive culture
will increase employee loyalty and reduce turnover rates, which are very important for the stability of the
company. Finally, effective leaders must be able to establish good collaboration with stakeholders such
as creditors, investors, and regulators through transparent communication and building trust. This
collaboration provides additional support that is much needed to overcome financial distress.

In conclusion, strong leadership is the key to steering a company out of financial distress. distress. With
the ability to make the right decisions, adapt to change, motivate teams, build a positive culture, and
collaborate with stakeholders, leaders can help companies not only survive but also thrive in the future.
Success in dealing with financial challenges depends largely on the quality of leadership within the
organization®s,

5.  Collaboration with Regulators and Stakeholders

Collaboration with regulators, governments and other stakeholders plays an important role in dealing
with financial distress by providing much-needed additional support to address financial challenges?>.
This collaboration not only helps companies manage difficult situations, but also creates a more stable
environment and supports long-term recovery.

This collaboration is important because regulators and governments can provide policy supportt, such as
fiscal incentives, relief programs, or policies that facilitate debt restructuring, so that companies have time
and space to improve their financial performance. In addition, working with stakeholders can open access
to additional resources, such as funding or technical assistance, where financial institutions can offer loans
with more favorable terms to struggling companies. This partnership also increases confidence in the
market, as investors and creditors tend to have more confidence in companies that are supported by
authorities, which can improve the company's image and attract new investment. Furthermore,
collaboration allows for joint problem solving through open discussions with regulators and stakeholders,
which can generate innovative ideas and more effective strategies to address financial distress%.
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An example of successful collaboration is when governments provide assistance to companies affected
by economic crises, such as the stimulus programs launched during the global financial crisis?!. These
programs often involve collaboration between governments, financial institutions, and the private sector
to ensure that assistance reaches the companies in need.

To build effective collaboration, companies must actively build strong relationships with regulators and
stakeholders through open and transparent communication. It is also important to identify common
needs and expectations in order to formulate a mutually beneficial collaboration strategy. Forming a
forum or working group involving all stakeholders can help discuss the issues at hand and find common
solutions. Setting clear and measurable goals for the collaboration will help all parties stay focused and
work towards the desired outcome.

Collaboration with regulators and stakeholders is a key element in addressing financial distress. With
policy support, access to resources, and increased trust, companies can be more effective in dealing with
financial challenges. Building strong relationships and creating effective discussion forums will help
companies formulate better strategies for recovery and future growth?62. This close collaboration not only
strengthens the company's position in the face of the crisis, but also creates a solid foundation for long-
term business sustainability and development.

9.3 Case Study: Transformation of a Telecommunications Company

One example of a successful company transformation that emerged from financial distress is a large

telecommunications company in Southeast Asia?3. The company is facing financial distress due to intense

competition, declining revenue from traditional services, and high debt burden. Here are the steps taken by the

company:

1.

Debt Restructuring

Debt restructuring is a crucial step taken by companies to overcome financial difficulties by negotiating
with creditors to reach a new, more favorable agreement, such as extending the debt repayment period
and reducing interest rates. This step provides space for companies to focus more on operational recovery
and improving financial performance. Debt restructuring is important because it provides more flexible
financial space, allowing companies to divert resources to more productive areas such as product
development and marketing. In addition, restructuring also increases liquidity by reducing the burden of
interest payments and installments, so that companies can meet short-term obligations and avoid a worse
tinancial crisis?*. With reduced financial pressure, companies can focus more on operational recovery

through increased efficiency, cost reduction, and development of new growth strategies. Successful debt
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restructuring also helps reduce the risk of bankruptcy that can lead to the loss of assets and company
reputation.

The debt restructuring process includes a thorough financial analysis to understand the company's
financial position and determine the necessary steps?>, negotiations with creditors to reach a new
agreement that may include an extension of the term, a reduction in interest rates, or partial debt write-
off, the preparation of a clear recovery plan with steps to improve operational and financial performance,
and the implementation and regular monitoring of the plan to ensure targets are achieved.

As a real-life example, General Motors (GM) significantly restructured its debt during the 2008 global
financial crisis by negotiating extended payment terms and securing government support2¢. This gave
GM the opportunity to focus on operational recovery and product innovation, which ultimately helped
them return to growth.

In conclusion, debt restructuring is a very important strategic step for companies facing financial
difficulties. With the right negotiation to extend the payment period and reduce interest rates, companies
gain space to focus on operational recovery and reduce the risk of bankruptcy. Although this process is
complex, restructuring provides an opportunity for companies to improve their financial condition and
achieve long-term sustainability.

2. Digital Transformation

Digital transformation is a strategic step taken by companies to integrate digital technology into their
business operations?’. In facing financial challenges or to seize opportunities in a rapidly growing market,
digital transformation can be an effective solution. A real example of significant digital transformation is
the shift in focus from traditional services to digital services, such as the provision of internet data and
cloud- based solutions.

The benefits of digital transformation are manifold. First, companies can capture rapidly growing market
opportunities by taking advantage of the increasing demand for internet services and cloud solutions,
thus remaining relevant and competitive in the digital era?8. Second, digital transformation improves
operational efficiency through process automation and the use of advanced technologies such as cloud.
computing and big data, which helps reduce operational costs. Third, customer experience can be
improved with more personalized and responsive digital services, for example with cloud- based solutions
that enable access to services anytime and anywhere, thereby increasing customer convenience. Fourth,
digital transformation opens up opportunities for revenue diversification by creating new revenue
streams, while reducing dependence on traditional services that may decline in demand.

Some successful examples of digital transformation include Netflix, which transformed from a DVD

rental service into a global digital streaming platform by leveraging data analytics and recommendation
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algorithms to understand customer preferences and provide relevant content, making it a leader in the
digital entertainment industry. PT Pertamina (Persero) in Indonesia is also carrying out digital
transformation with Internet of Things technology. Things (IoT) and big data to improve operational
efficiency and maintain fuel supply in various regions. Bank Central Asia (BCA) introduced digital
services such as online account opening and Digital KYC through the BCA Mobile application, which
improves operational efficiency and provides a better experience for customers.

Digital transformation steps include identifying digital opportunities in areas that can have the greatest
impact, such as cloud services or process automation®?; invest in the right technology according to
business needs, such as cloud computing, big data, or artificial intelligence (Al); employee training and
skills development to be able to use new technologies effectively; change management with good
communication and involving employees in the transformation process to overcome resistance; and
continuous evaluation and adjustment of strategies after implementation.

In conclusion, digital transformation is an important step for companies to stay competitive in the
technology era. By shifting focus from traditional services to digital services, companies can capture
rapidly growing market opportunities. Successful examples from Netflix, Pertamina, and BCA show that
digital transformation not only improves operational efficiency but also opens up new growth
opportunities. With the right strategy, digital transformation can be a key driver of future business

success?70,

3. Operational Efficiency

Operational efficiency is an important step taken by companies to improve performance while reducing
costs. In the context of companies facing financial challenges, internal restructuring is often an effective
solution. One common step taken is reducing the number of employees and closing unprofitable business
units. These steps help companies significantly reduce operating costs and focus resources on more
productive areas.

The importance of operational efficiency lies in several key aspects. First, cost reduction becomes very
significant because by reducing the number of employees, companies can save on salary and benefit costs.
Closing unprofitable business units also eliminates fixed costs related to the operation of the unit, such
as rent, utilities, and maintenance?’!. Second, operational efficiency allows the company to focus more
on its core business by closing units that are not contributing significantly to revenue, so that resources
and attention can be allocated to more profitable products or services. Third, this restructuring drives
increased productivity in the rest of the organization, because with a leaner and more efficient team, the
company can adapt more quickly to market changes. Fourth, increased operational efficiency allows the
company to offer products or services at more competitive prices, thereby increasing competitiveness in
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an increasingly competitive market.

To achieve operational efficiency, companies need to take several strategic steps?’2. First, conduct a
thorough analysis of the performance of each business unit to determine which ones are unprofitable
and need to be closed, including evaluating the unit's contribution to revenue and costs. Second,
restructure the team by identifying positions that can be eliminated or merged to create a more efficient
organizational structure, and retrain remaining employees to have the skills needed to adapt to change.
Third, implement new technologies, such as process automation, which can reduce the need for manual
labor and improve work accuracy. Fourth, conduct regular monitoring and evaluation to ensure that the
steps taken are producing the desired results.

A real example of operational efficiency is the General Electric (GE) company which carried out a major
restructuring by closing several unprofitable business units and focusing on more profitable sectors?’,
such as technology and renewable energy. This move helped GE reduce costs and increase profitability
significantly.

In conclusion, operational efficiency is the main key to help companies get out of financial distress.
distress?™. By undertaking internal restructuring, including reducing the number of employees and closing
unprofitable business units, companies can significantly reduce operating costs. These steps not only help
companies survive, but also provide an opportunity to focus on their core business and increase
competitiveness in the market.

Strategic Partnership

Strategic partnerships are an important step taken by companies to expand their service portfolio and
increase competitiveness in the market?”s. By partnering with global technology companies, companies
can leverage their partners’ expertise and resources to create more innovative and relevant solutions. This
not only contributes to increased revenue but also strengthens the company’s position in the market.

The benefits of strategic partnerships are manifold. First, partnerships allow companies to expand the
range of services they offer, for example, telecommunications companies collaborating with technology
providers can provide cloud- based solutions or more sophisticated data services to customers. Second,
partnerships provide access to the latest technologies and innovations that can improve operational
efficiency and service quality, so that companies remain relevant in a competitive market. Third, by
expanding their service portfolio and offering more comprehensive solutions, companies can attract more
customers and increase revenue, opening up new opportunities for service monetization. Fourth,

collaboration with reputable partners strengthens the company's position in the market, increases
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customer trust, and provides a competitive advantage?7.

An example of a successful strategic partnership is the collaboration between FPT Software and Anaplan
Asia Pacific. FPT Software, a leading technology services provider in Vietnam, partnered with Anaplan
to provide cloud- based enterprise performance management solutions across Southeast Asia. This
partnership not only expanded Anaplan’s reach to new customer segments but also enabled FPT Software
to enhance its portfolio of digital transformation services. By leveraging the expertise of both parties,
customers across industries were able to improve performance through better planning, data collection,
and in-depth analysis. This shows how strategic partnerships can create synergies that benefit all parties

involved?”.

To build an effective strategic partnership, companies need to take several steps. First, identify the right
patrtner with a vision and goals that align with and expertise that complements the company's strengths27s.
Second, negotiate a mutually beneficial agreement, including the division of responsibilities, resources,
and benefits. Third, develop a clear work plan for the collaboration, including goals, steps, and success
metrics. Fourth, monitor the progress of the partnership periodically and conduct evaluations to ensure
that goals are achieved and the partnership remains relevant.

In conclusion, strategic partnerships are a very powerful tool for companies to expand their service
portfolio and improve their position in the market?”. By partnering with global technology companies,
companies can access innovation, increase revenue, and strengthen their competitiveness. Partnerships
such as those between FPT Software and Anaplan demonstrate that collaboration can create significant
added value for all parties involved. With the right approach, strategic partnerships can be a key driver of
business success in an era of increasingly competitive competition.

With close collaboration between regulators and the financial industry, financial management distress can be done
more effectively and coordinated?®. This synergy enables timely and responsive policy implementation, thereby
maintaining the stability of the financial system as a whole and preventing risks that have the potential to cause
systemic impacts. In addition, this collaboration also supports the creation of a conducive business environment
for sustainable and inclusive economic growth.

9.4 Alternatives Solution: Transformation Strategy Sustainable Business

To ensure sustainability after exiting financial distress, companies need to adopt a sustainable business
transformation strategy. Some steps that can be taken include:

1. New Business Model Development
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Developing new business models is an important step that companies must take to remain relevant and
competitive in a market that is constantly changing. In facing various challenges and opportunities that
arise, companies are required to continue to innovate and develop business models that are in accordance
with current market trends. One effective way to achieve this is by utilizing digital technology to create
products or services that are more relevant and in accordance with customer needs.

The importance of developing new business models lies in their ability to adapt the company to dynamic
market changes, where customer preferences can change rapidly?!. By developing new business models,
companies can meet the evolving needs of customers so as not to be left behind by these changes. In
addition, innovation in business models provides a significant competitive advantage, because companies
that are able to offer better and more efficient products or services will find it easier to attract new
customers and maintain existing market share. Innovative new business models can also create added
value for customers, for example by offering subscription-based services or more integrated solutions,
thereby improving customer experience and loyalty. Digital technology itself opens up many new
opportunities for innovation, where companies can use analytical data to understand customer behavior,
develop more appropriate products, and improve operational efficiency.

A real example of the development of new business models can be seen in e- commerce companies that
are shifting from traditional sales models to subscription-based models, such as Amazon's services. Prime
offers free shipping and access to exclusive content, increasing the value for customers and creating a
steady revenue stream. In the tech sector, companies like Spotify have changed the way people access
music by offering a subscription model that allows users to listen to music without ads, which not only
improves the user experience but also creates recurring revenue for the company. Additionally, many
startups are leveraging technology to create new solutions that meet specific needs, such as health apps
that allow users to monitor their health in real- time and get personalized recommendations.

To develop new business models, companies need to conduct in-depth market research to understand
trends, customer needs, and competitors' strengths and weaknesses, so they can identify potential
innovation opportunities?®2. Next, the company must gather new ideas from internal teams and other
stakeholders through brainstorming and creative sessions to come up with innovative business model
concepts. After that, a prototype or early version of the new business model needs to be developed and
tested in the market, gathering feedback from customers to make necessary adjustments. Once the new
business model is validated, the company must plan and execute a launch strategy that includes marketing,
employee training, and operational setup. Finally, the company needs to monitor the performance of the
new business model periodically and make adjustments based on customer feedback and market changes

to stay relevant and competitive.

Overall, developing new business models is key to a company's long-term success. By continuing to
innovate and utilize digital technology, companies can create products and services that are more relevant

to customer needs. Through the steps of market analysis, idea exploration, testing, implementation, and
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proper monitoring, companies will be able to survive and thrive in a dynamic and challenging business
environment.

2. Investment in Technology

Investing in technology is a critical strategic move for companies to improve operational efficiency,
competitiveness, and relevance in an ever-evolving market. Technologies such as big data, artificial
intelligence (Al), and automation have become key drivers of business transformation across sectors. By
leveraging these technologies, companies can create more innovative solutions, increase productivity, and
better respond to customer needs?3.

The benefits of investing in technology are manifold. First, increased operational efficiency can be
achieved through technologies such as intelligent automation and Al that enable companies to streamline
previously manual processes, reduce human error, and speed up the time to complete tasks. For example,
intelligent automation can be used to manage production processes or administrative tasks more
efficiently. Second, big data enables companies to analyze large amounts of data in real- time, providing
deep insights into market trends, customer preferences, and business performance, which helps
companies make better, data-driven decisions. Third, product and service innovation can be driven by
leveraging Al to create new products and services that are more relevant to customer needs, such as
personalizing customer experiences or developing cloud- based solutions. Fourth, technology
investments help companies stay competitive in the market by adopting the latest technologies that enable
them to offer faster, better, and cheaper services than competitors. Finally, in the manufacturing sector,
Al and big data can be used for predictive maintenance that enables companies to anticipate machine
failures before they occur, reducing downtime and repair costs?84,

Examples of successful applications of the technology include the use of big data and Al in the
manufacturing sector to improve operational efficiency, predictive maintenance, supply chain
optimization, and better quality control. In business, companies like IBM have developed intelligent
automation solutions that help reduce operational costs and improve workflow consistency, including
payroll tasks, data analysis, and inventory management. In auditing and finance, Al is used to analyze
large amounts of data quickly and accurately, detect anomalies, and provide strategic insights to company
management?%,

To invest in technology effectively, companies must first identify business needs, understand which areas
need technology the most to improve efficiency or competitiveness. Then, choose the right technology
according to business needs, such as big data for data analysis, Al for automation, or cloud. computing
for operational flexibility. Technology investments must also be accompanied by employee training and
development so that they can use the technology effectively?%. After implementation, companies need
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to continuously evaluate the impact of the technology and make adjustments to ensure optimal results.

In conclusion, investing in technologies such as big data, artificial intelligence, and automation is an
important step to increase company efficiency and competitiveness. By utilizing this technology,
companies can create innovation, increase productivity, and better respond to market needs. Vatious
examples of the application of technology in various sectors show that technology not only helps
companies survive, but also thrive in the increasingly competitive digital era.

3. Proactive Risk Management

Companies must develop a proactive risk management system to identify and manage potential financial
risks before they become major problems?%”. This system can include real- time monitoring of financial

indicators and scenario analysis.

Proactive risk management is a strategic approach that aims to identify, analyze, and manage potential
risks before they develop into major problems?88. By implementing a proactive risk management system,
companies can monitor financial indicators in real -time and conduct scenario analysis to anticipate
various possibilities that may occur. This approach not only protects the company from losses, but also
opens up opportunities for growth and innovation.

The importance of proactive risk management lies in its ability to reduce the impact of risks by identifying
risks eatly so that the company can take appropriate mitigation steps®’. This helps maintain the
operational and financial stability of the company. In addition, the system provides relevant data and
insights, allowing management to make better, more informed decisions. A proactive approach also
allows companies to take advantage of opportunities arising from certain risk situations, such as
regulatory changes that can be an opportunity to create new products or services. By monitoring risks in
real-time, companies can ensure compliance with regulations and industry standards, avoid legal
sanctions, and maintain the company's reputation.

Key components of proactive risk management include real- time monitoring of financial indicators using
technologies such as big data and artificial intelligence (AI)?, which helps detect potential financial risks
such as market fluctuations or decreased liquidity before they become major problems. Scenario analysis
is also an important part, where companies simulate various possible situations to understand their
impact, such as the impact of rising interest rates or changes in government policy on company
operations. The use of business intelligence technology (business intelligence) intelligence) enables
internal and external data analysis to detect market trends and potential risks, providing deep insights for
better decision making. Since risks are dynamic and can change over time, continuous monitoring is
essential so that mitigation strategies can be adjusted to changing conditions.

The steps in proactive risk management begin with identifying all potential risks that can affect the
company, both from internal and external factors, including financial, operational, legal and reputational
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risks??1. Next, a risk analysis is conducted to assess the impact and likelihood of the risk occurring, both
qualitatively and quantitatively. After that, risk evaluation and prioritization are conducted to determine
which risks should be addressed first based on their severity and probability, with high-impact and high-
probability risks being the top ptiority. The company then develops a mitigation strategy in the form of
a plan to reduce, avoid, or transfer risk, for example by using insurance or adopting new technology.
Finally, the effectiveness of the mitigation strategy is monitored and adjusted continuously so that the
company remains adaptive to changes in the business environment.

As an implementation example, a global technology company uses a business intelligence system to
monitor market trends and regulatory changes??2. By analyzing data in real- time, companies can identify
potential risks such as changes in data privacy policies and take steps to ensure compliance. In addition,
companies also use scenatio analysis to prepare for potential supply chain disruptions, so they can
respond quickly and minimize negative impacts.

In conclusion, proactive risk management is a very important approach for companies in managing
uncertainty and taking advantage of opportunities?”>. By monitoring financial indicators in real- time,
conducting scenario analysis, and using business intelligence technology, companies can anticipate risks
before they become major problems. This approach is not just a defense tool, but a strategic strategy for
growth that helps create a strong foundation for a company's long-term success.

4.  Corporate Governance Improvement

Improving good corporate governance, or what is known as Good Corporate Governance Corporate
Governance (GCG) is a very important foundation for the success and sustainability of a company?%4.
The implementation of GCG principles, which include transparency in decision-making and management
accountability, can significantly increase the trust of investors and other stakeholders. With good
governance, companies are not only able to manage risks more effectively, but also create an environment
that is conducive to growth and innovation.

The benefits of good corporate governance are manifold. First, transparency in decision-making and
management accountability help build trust among investors. When investors feel confident that a
company is being managed well and ethically, they are more likely to invest. In addition, with a clear
governance system, the decision-making process becomes more structured and transparent, allowing
management to make better and more informed decisions, which ultimately can improve company
performance. Good governance also includes effective oversight mechanisms, which play an important
role in reducing the risk of corruption and abuse of power. With accountability, every individual in the
company is responsible for the actions and decisions they take. Furthermore, companies that implement
GCG principles tend to show better performance in the long term because they focus on stakeholder
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interests and effective risk management, thus achieving sustainable growth.>,

The main principles of good corporate governance include transparency, accountability, compliance, and
fairness. Transparency requires companies to provide clear and accurate information to all stakeholders,
including financial statements and business policies, so that they can understand the decision-making
process well. Accountability requires every individual in the company, including the board of directors
and management, to be responsible for their decisions and actions, creating clarity in rights and
obligations??. Compliance means that the company must comply with all applicable laws and regulations,
which are a strong foundation for maintaining the integrity of the company. While fairness requires the
company to pay attention to the interests of all stakeholders, including employees, customers, and the
community, by providing fair and equal treatment, thus building harmonious relationships with all related

parties.

In its implementation, good corporate governance requires the development of clear policies and
procedures to ensure that GCG principles can be applied consistently??”. This policy includes guidelines
for decision-making, reporting, and monitoring. In addition, companies need to provide training and raise
awareness among employees and management regarding the importance of good governance, so that
GCG principles can be embedded throughout the organization. Periodic internal and external audits are
also essential to ensure that corporate governance practices are in accordance with established policies.
This effective monitoring helps detect and prevent deviations that could harm the company.

In conclusion, improving corporate governance is a crucial step to build trust with investors and other
stakeholders??. By implementing the principles of transparency, accountability, compliance, and fairness,
companies can create an environment that supports business growth and sustainability. Good governance
not only improves company performance, but also helps reduce risks and create sustainable long-term
value for all stakeholders.

5. Focus on Sustainability

Companies must integrate sustainability principles into their operations, such as energy efficiency, waste
management, and corporate social responsibility?”. This step not only improves the company's image but
also creates long-term value for stakeholders. The importance of focusing on sustainability in modern
business strategies cannot be overstated because sustainability aims to create long-term value for
companies, society, and the environment. By integrating sustainability principles such as energy efficiency,

waste management, and corporate social responsibility (CSR), companies can improve their image while
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meeting the demands of a market that is increasingly concerned about environmental and social issues.

The benefits of focusing on sustainability are manifold. Companies that implement sustainable practices
are often viewed as more responsible by consumers, investors, and other stakeholders, which ultimately
increases customer trust and loyalty. In addition, sustainability practices such as energy efficiency and
waste management can reduce operational costs, for example by using energy-efficient technologies or
recycling systems that generate long-term savings. By properly managing environmental impacts,
companies can also comply with strict regulations, reduce legal risks, and avoid financial penalties.
Sustainability opens up new business opportunities through product and service innovation, such as the
development of environmentally friendly products or renewable energy-based solutions. In a global
market that increasingly values environmentally friendly products and services, a focus on sustainability
helps companies attract environmentally conscious customers and expand their market share.

Strategies for integrating sustainability include the use of energy-efficient technologies such as LED
lighting and energy management systems>?, and adoption of renewable energy such as solar panels and
wind turbines to reduce dependence on fossil fuels. Waste management is carried out by implementing
the 3R system (Reduce, Reuse, Recycle) and partnering with third parties for more effective and
environmentally friendly waste management. Corporate social responsibility is realized by involving local
communities in social projects such as education and skills training, as well as making positive
contributions through social programs. Transparency and sustainability reporting that includes
environmental, social, and economic impacts are also important, including involving stakeholders in
decision-making related to sustainability. In addition, product and service innovation is directed at
developing products that can be recycled or use sustainable raw materials, as well as creating green
technology-based solutions to meet the needs of the growing market.

An example of successful implementation of a sustainability strategy is Patagonia, an outdoor clothing
company that uses recycled materials such as polyester fiber from used plastic bottles and has a " Worn
" program. Wear " which allows customers to repair or recycle their clothesl. These steps not only
reduce environmental impact but also increase customer loyalty and brand reputation.

In conclusion, focusing on sustainability is not only a social and environmental responsibility, but also a
smart business strategy. By integrating sustainability principles such as energy efficiency, waste
management, and CSR, companies can enhance their reputation, reduce risks, and create long-term value
for all stakeholders. Sustainability is key to ensuring continued growth and relevance in an increasingly
environmentally conscious global marketplace.

By implementing a sustainable business transformation strategy, companies are not only able to emerge from
tinancial distress. distress, but also build a solid foundation for long-term growth in the future302. This strategy
includes product innovation, increasing operational efficiency, market diversification, and adapting to changing
technology and consumer trends. This case study shows that with the right approach and strong commitment,
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tinancial Distress is not only a threat, but also an opportunity to transform and create innovations that can
strengthen the company's position in the market.
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CHAPTER 10: THE ROLE OF TECHNOLOGY IN DETECTING FINANCIAL

DISTRESS

10.1 Financial Tools and Software

Technology has brought about major changes in the way companies manage their finances, including in detecting

financial distress®3. Modern financial tools and software allow companies to monitor financial conditions in real-

time, analyze historical data, and predict potential financial risks. Some commonly used tools and software include:

1.

Enterprise Resource Planning (ERP)

ERP is an integrated system that allows companies to manage various operational and financial aspects
in one platform3%. The financial module in ERP can be used to monitor cash flow, analyze financial
ratios, and detect early signs of financial distress. distress.

Enterprise Resource Planning (ERP) is an integrated system that allows companies to manage various
operational and financial aspects in one unified platform. By combining data and processes from various
departments, ERP helps companies increase efficiency, reduce errors, and accelerate more accurate, data-

driven decision making305.

One of the key components in an ERP system is the financial module, which has an important function
in monitoring cash flow in real- time3%. This module provides better visibility into the company's income
and expenses, so that management can plan liquidity needs more effectively and avoid unwanted financial
problems. In addition, the ERP financial module allows companies to calculate and analyze various
financial ratios such as liquidity, profitability, and solvency ratios easily because of the integrated data.
This analysis is very important to assess the financial health of the company and support strategic decision
making. ERP also plays a role in detecting early signs of financial distress by monitoring key financial
indicators, for example if the debt-to-equity ratio increases or negative cash flow continues, so that
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Management."

71



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

management can immediately take preventive action before the problem becomes more setious.

The benefits of using ERP are extensive. ERP integrates data from various departments so that all
information is available on one platform, which reduces data duplication and increases information
accuracy’’’. By automating routine processes, ERP reduces manual workloads so employees can focus
more on strategic tasks that add value to the company. The access to real- time data and in-depth analytics
provided by ERP allows management to make faster, more targeted decisions. In addition, the more
integrated processes and automation implemented by ERP help companies improve overall operational
efficiency, reduce costs, and increase productivity.

In conclusion, ERP systems are a very important tool for modern companies to manage various
operational and financial aspects efficiently and effectively?8. With a powerful financial module, ERP not
only helps in monitoring cash flow and analyzing financial ratios, but also plays a vital role in detecting
carly signs of financial distress. Therefore, investing in an ERP system can provide significant long-term
benefits to a company, supporting financial stability and sustainable business growth.

2. Cloud Based Accounting Software

Cloud -based accounting software is a modern solution that allows companies to automatically record
financial transactions, generate financial reports, and monitor key financial indicators more efficiently>”.
Examples of popular software on the market include QuickBooks, Xero, and SAP Business One. The
main advantage of cloud- based software is its high level of accessibility, so financial data can be accessed
anytime and anywhere as long as there is an internet connection.

The benefits of using cloud -based accounting software are very diverse. First, users can access financial
data in real- time from various devices such as computers, tablets, and smartphones. This is especially
useful for companies that have work teams spread across different locations or work remotely. Second,
this software automates many routine accounting tasks, such as recording transactions, creating invoices,
and calculating taxes, reducing the possibility of manual errors and saving work time. Third, with
integrated reporting features, companies can easily generate the financial reports needed for analysis and
decision making. These reports can be customized and accessed at any time as needed. Fourth, data
stored in the cloud is usually protected by encryption and advanced security systems, and cloud service
providers often perform automatic data backups, so the risk of losing important information can be
minimized. Finally, the subscription model offered by many cloud- based accounting software allows
companies to avoid high initial costs for hardware and software, while reducing maintenance and update
costs310,

Some examples of widely used cloud- based accounting software are QuickBooks, which is very popular

among small and medium businesses with its invoice management, expense tracking, and comprehensive
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financial reporting features®!. Xero is known for its user-friendly interface and collaboration features that
allow multiple users to access data simultaneously, as well as integration with a variety of other business
applications. SAP Business One, although better known as an ERP solution, also provides an accounting
module specifically designed to help small and medium businesses manage their finances efficiently.

In conclusion, cloud- based accounting software is a very useful tool for companies to manage finances
more efficiently and effectively?!2. With the ability to automatically record transactions, generate financial
reports, and monitor key financial indicators, this software helps companies make better decisions. High
accessibility and strong data security make cloud- based accounting software an ideal choice for modern,

dynamic and growing businesses.

3. 'Time Financial Dashboard

time financial dashboard is a tool that provides live visualization of financial data, such as liquidity ratios,
profitability, and leverage33. By using this tool, management can monitor the company's financial
condition quickly and accurately, so that it can detect significant changes and take the necessary actions
to maintain the company's financial stability.

The benefits of a real- time financial dashboard are very diverse. This dashboard presents data in the
form of interactive graphs, diagrams, or charts, making it easier for management to better understand the
company's financial trends and patterns. With real- time data access, management can immediately find
out the latest financial conditions, such as cash flow, income, and expenses, which allows for faster and
more accurate decision making. In addition, the financial dashboard displays key performance indicators
(KPIs), such as liquidity ratios, Return on Assets (ROA), and Return on Equity (ROE), which greatly
assists companies in evaluating their financial performance. This dashboard also allows access to historical
financial data, so companies can analyze past trends to make better financial predictions and planning.
With organized and easily accessible data, management can take immediate action to address issues or

capitalize on emerging opportunities’!4.

The main features of a financial dashboard include presenting data in the form of bar, pie or line graphs
which make interpretation easier3'5. Users can also filter data based on specific criteria, such as time
period, region, or product, making the analysis more specific and relevant. Some financial dashboards
come with predictive analytics features that help companies project future performance based on
historical data. In addition, financial dashboards are often integrated with ERP systems, allowing for
more comprehensive and centralized management of financial data.

time financial dashboard implementation can be found in ERP360, which provides an interactive and
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cloud- based financial dashboard. This dashboard allows companies to monitor cash inflows and
outflows, profit and loss reports, and other financial indicators in real- time. Attractive data visualization
makes it easier for decision makers to understand the company's financial condition. Mekati Jurnal also
offers a financial dashboard that allows companies to monitor cash balances, income, expenses, and bills
in one integrated platform. Financial reports can be generated automatically and quickly, helping

companies save time and energy3'c.

However, there are some challenges in implementing real- time financial dashboards. Inaccurate or
incomplete data quality can result in incorrect analysis, so it is very important to ensure the quality of the
data used in the dashboard’!”. In addition, adopting data-driven decision-making requires a change in
organizational culture, which takes time and commitment from the entire team. Choosing the right
dashboard technology for your company’s needs can also be a challenge, given the many options available

on the market.

In conclusion, a real- time financial dashboard is a very important tool for companies to monitor and
manage their financial condition efficiently. 318. With features such as data visualization, real- time access,
and analysis of key financial indicators, these dashboards help management make faster and more
informed decisions. While there are challenges in implementation, the benefits offered by financial
dashboards far outweigh them, making them a worthwhile investment for business sustainability.

4. Early Warning System

An Farly Warning System is an important tool designed to provide automatic alerts when certain financial
indicators, such as debt-to-equity, ratio or current ratio, reaching a risky threshold3'. This system
functions to help companies detect financial potential. distress before the situation worsens, enabling

management to take timely and effective preventive actions.

The main benefits of an ecarly warning system include the ability to detect financial risks early by
monitoring financial indicators in real- time and recognizing early signs of financial problems, such as
decreasing liquidity or increasing uncontrolled debt?20. With automated alerts, management can respond
quickly to risky situations, such as adjusting financial strategies or reducing spending, so that decision-
making becomes more responsive and targeted. This system also contributes to increasing the company's
financial stability by preventing minor problems from developing into major crises. In addition,
automation of financial indicator monitoring reduces manual workload, allowing companies to focus on

more valuable strategic analysis.

Financial indicators monitored by this system typically include debt-to-equity ratio, which measures the
proportion of debt to equity of a company and is an indicator of significant financial risk if it is too high.
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Cutrent ratios are also monitored to assess the company's ability to meet short-term obligations with
current assets, where a low ratio may indicate liquidity problems. Cash flow flow) is an important indicator
to ensure sufficient liquidity in day-to-day operations, while profit margin measures the company's
efficiency in generating profit from revenue, with a decline in margin being an early sign of profitability
problems32!,

How the early warning system works starts with real- time monitoring that is directly connected to the
company's financial data, so that key performance indicators can be monitored continuously322. The
company sets a threshold for each financial indicator, and when the indicator reaches or exceeds the
threshold, the system automatically issues an alert. These alerts are sent to management via email, app
notifications, or financial dashboards. After receiving the alert, management can immediately analyze the

situation and take the necessary steps to address the problem before it escalates further.

An example of the implementation of an eatly warning system can be found in a manufacturing company
that uses this system to monitor the debt to equity ratio and operational cash flow3?. If the debt ratio
increases sharply, the system alerts management to review the financing strategy. In the retail sector, the
system monitors current ratio to ensure the company has enough current assets to meet short-term
obligations, and if the ratio falls below the threshold, management can immediately take steps to increase

liquidity.

In conclusion, an Early Warning System is a very important tool for companies to detect and manage
financial risks proactively?*. By monitoring key financial indicators in real- time and providing automated
alerts, the system helps companies prevent financial distress before the situation worsens.
Implementation of this system not only improves operational efficiency but also provides long-term
financial stability that supports business sustainability.

10.2 Big Data and Analytics Predictive

Big data and predictive analytics have become very effective tools in detecting financial distress3?. This technology
allows companies to analyze large amounts of data and identify patterns that are invisible to traditional methods.
Some of the key benefits of big data and predictive analytics include:

1. Financial Risk Prediction

Financial risk prediction using machine Machine learning is a modern and sophisticated approach that

allows companies to identify potential financial crises by analyzing historical data and market trends.
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Machine learning algorithms learning has the ability to process very large amounts of financial
information, such as a company's financial statements, cash flows, and key financial ratios, so it can find
complex patterns that traditional analysis might miss. By continuously monitoring key financial indicators
such as debt-to-equity ratios, current ratios, and profit margins, these algorithms can detect early signs of
financial trouble. In addition, machine learning also extends its analysis by incorporating market trends,
including stock price volatility and interest rate fluctuations, to provide a more comprehensive risk
assessment. Techniques such as Support Vector Machines (SVM), Logistic Regression, and K- Nearest
Neighbors (IKNN) has been proven to have high accuracy in predicting financial risk3?¢, while specialized
models such as Long Short -Term Memory (LSTM) networks excel at forecasting stock price movements
over time. In practical applications, these methods can predict corporate bankruptcy by recognizing
financial patterns that typically emerge before failure, analyze stock market volatility to aid investment
decision-making, and assess credit risk by evaluating customer payment history and debt levels using
decision tree algorithms. Machine learning integration learning in financial risk prediction not only
improves forecast accuracy, but also automates the analysis process, enabling faster and more informed
decision-making. This flexibility allows organizations to tailor their risk management strategies across
multiple financial areas, ultimately enhancing financial stability and providing a competitive advantage in
an increasingly complex market environment?’.

2. Market Sentiment Analysis

Market sentiment analysis using big data is a very effective approach to understanding public opinion
towards a company, product or service3?8. This process begins with collecting data from various sources
such as social media such as Twitter, Instagram, and Facebook, financial news, and customer reviews
obtained through techniques such as web scraping or using APIs. After the data is collected, the
processing stage is carried out by cleaning the data, removing duplication, and normalizing the text so
that it is ready for further analysis. Next, the machine learning algorithm learning like Naive Bayes,
Support Vector Machine (SVM), or lexicon-based analysis is used to classify sentiment into positive,
negative, or neutral categories. The results of this analysis are then visualized in the form of graphs or
dashboards that make it easier for companies to monitor sentiment trends in real- time and understand
how public opinion evolves over time.

The benefits of market sentiment analysis are numerous, ranging from the ability to detect a crisis early
when negative sentiment begins to rise on social media or financial news, so that companies can
immediately take steps to manage their reputation. In addition, this analysis helps companies understand
public perception of the products, services, or policies they offer, allowing for more targeted adjustments
to communication and marketing strategies. The insights gained also support better decision-making,
such as product improvements or customer service enhancements, as well as evaluating the effectiveness
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of marketing campaigns so that if sentiment towards a particular campaign is negative, companies can
immediately change their approach3?.

In practice, sentiment analysis is used to monitor comments and mentions on social media, so that if
many customers complain about a product, the company can quickly identify the problem and take
corrective action. 330. Financial news analysis also helps companies understand market reactions to
financial reports or important announcements, where negative sentiment in the news can be an early
indicator of a decline in stock prices. In addition, by analyzing customer reviews on e- commerce
platforms, companies can find product shortcomings and improve their quality to meet consumer

expectations.

However, there are several challenges in implementing this sentiment analysis. One of them is the
difficulty of algorithms in understanding context such as sarcasm, humor, or ambiguous language, which
can lead to misinterpretation. In addition, the very large volume of data from big data requires a strong
technological infrastructure so that the processing and analysis process can run efficiently. The aspect of
data privacy is also an important concern, where the use of data from social media must comply with
regulations such as GDPR or the Personal Data Protection Act to ensure that data is used ethically and
does not violate individual privacy rights®!.

Overall, big data-based market sentiment analysis is a very useful tool for companies in understanding
public opinion and detecting potential financial risks332. With the ability to identify increasing negative
sentiment as an early indicator of financial distress, companies can take preventive measures earlier.
Despite the challenges in its implementation, the benefits gained from this sentiment analysis are
enormous, making it an important part of a modern risk management and marketing strategy that is

adaptive and responsive to market dynamics.

3. Financial Decision Optimization

Predictive analytics is a very useful tool for companies to optimize financial decision making by utilizing
historical data, real- time data, and techniques such as machine learning. learning and statistical
modeling®®. With this approach, companies can project budget needs more efficiently based on market
trends and current conditions, better manage debt by monitoring indicators such as debt-to-equity ratios,
and predict profitable investment opportunities by analyzing market data and economic trends. Predictive
analytics also helps in risk management by detecting patterns that indicate potential problems, such as
declining cash flow or changing market prices, so companies can take mitigating steps before the risk
becomes large?4. The predictive analysis work process begins with the collection of historical financial
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data, market data, and operational data from various sources, then the data is processed using statistical
techniques and machine learning algorithms. learning to build predictive models that can identify relevant
patterns and trends. These models generate insights that are used to make more informed financial
decisions, such as determining budget allocations or predicting future liquidity needs, which are then
applied to investment strategies and debt management. Examples of predictive analytics applications can
be found in retail companies that project product demand during the holiday season to allocate marketing
and inventory budgets efficiently, banks that predict customer credit risk to adjust interest rates ot loan
terms, and manufacturing industries that optimize supply chains based on predicted raw material needs.
Key benefits of predictive analytics include faster and more accurate decision-making, increased
operational efficiency by identifying waste areas, and competitive advantage due to the ability to adapt
more quickly to market changes. Overall, predictive analytics is an effective tool for reducing risk while
increasing a company's efficiency and competitiveness amidst the ever-growing complexity of the market.

10.3 Case Study: Ultilization of Artificial Intelligence in Financial Distress Detection

A major technology company in Asia is using artificial intelligence intelligence (Al) to detect financial distress
among its business partners3¥. The company developed an Al-based system that analyzes financial, operational,
and market data from their business partners. Here are the steps taken:

1. Data collection

Data collection is a very important initial step in the development of Artificial Intelligence systems. Al
336, Al systems collect data from various sources, such as financial reports, transaction data, and market
news. The collected data is then processed to produce relevant insights, which can be used to support
better decision making.

The data collection process begins with identifying data sources, which include financial reports
containing information about company performance such as revenue, expenses, and assets?’; transaction
data that records buying, selling, and customer interactions; and market news that provides context on
market conditions and investor sentiment. To access this data, various collection methods are used such
as web scraping, which is the use of automated tools to collect data from websites and online platforms;
API (Application Programming Interfaces) that enable access to data from external services that provide
relevant information; and surveys and questionnaires that collect data directly from customers or users
to gain insights into their preferences and behavior.

Once the data is collected, the next step is data cleaning and preparation. This process includes removing
duplicate and incorrect data, handling missing data, and converting the data format to make it suitable
for further analysis. This step is very important to ensure data quality so that the analysis carried out by
the Al system is accurate and reliable.

The benefits of effective data collection are enormous. High-quality and relevant data improves the
accuracy of the analysis performed by Al systems, allowing companies to make more informed decisions
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based on valid information3*. Additionally, by collecting data from multiple sources, companies can
identify patterns and trends that may not be apparent if relying on a single data source, which helps in
forecasting market changes and customer behavior. The insights gained from analyzing this data enable
management to make more informed decisions, such as in marketing strategy, risk management, and
resource allocation. Furthermore, with real- time data, companies can be more responsive to changing
market conditions and customer needs, thereby increasing their competitiveness in the marketplace.

Opverall, data collection is an important foundation in the development of effective Al systems3¥. By
collecting data from various sources and processing it propetly, companies can generate relevant insights
and support better decision-making. This process not only improves operational efficiency but also helps
companies respond to market dynamics more quickly and accurately.

2. Financial Pattern Analysis

Financial pattern analysis using Artificial algorithms Intelligence (Al) is a sophisticated approach that
aims to detect eatly signs of financial distress. By analyzing data such as decreasing cash flow, increasing
leverage ratios, or changes in other financial indicators, Al systems are able to provide deep insights. In
addition, Al also compares company data with other companies in the same industry to provide better
context in understanding financial conditions.

The process of analyzing financial patterns by Al algorithms begins with collecting data from various
sources, including financial reports, transaction data, and market news>*. The data collected includes key
financial indicators such as current debt-to- equity ratio ratio, and profit margin. After the data is
collected, the processing stage is carried out using the machine learning algorithm. learning like Logistic
Regression, Random Forest, or Neural Networks to identify relevant patterns in the data.

Next, the Al algorithm analyzes financial patterns that include a decrease in operational cash flow, an
increase in the leverage ratio indicating an increase in debt to equity, and a decrease in profitability or
profit margin®!. To provide more comprehensive context, the Al system compares a company’s data
with data from other companies in the same industry, so it can determine whether changes in financial
indicators are normal or a sign of risk that needs to be watched out for.

If the detected pattern indicates a financial risk distress, the system will provide eatly warning to
management so that timely preventive measures can be taken3#2. The main benefit of financial pattern
analysis with Al is the ability to detect eatly signs of financial distress in real- time, so companies can
anticipate problems before the situation worsens. In addition, the resulting insights allow management
to make more informed decisions, such as adjusting financial strategies or reducing debt risk.

Al systems also improve operational efficiency by automating the process of analyzing financial data,
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reducing manual workload and allowing finance teams to focus on strategic tasks. By comparing company
data with industry data, companies can understand their position in the market and identify areas for
improvement.

An example of the implementation of financial pattern analysis with Al can be found in manufacturing
companies that use this algorithm to monitor leverage ratios and cash flow?#. When the system detects
a significant increase in the leverage ratio, companies can immediately review their financing strategies to
reduce risk. In the banking sector, banks use financial pattern analysis to predict customer credit risk by
analyzing historical data, thereby identifying customers who are potentially experiencing financial
difficulties.

Overall, financial pattern analysis with Al algorithms is a very effective tool for detecting early signs of
financial distress®. By analyzing financial data in depth and comparing it with industry data, the system
provides relevant insights and helps companies take timely preventive actions. This approach not only
improves operational efficiency but also provides a competitive advantage in an increasingly complex
market.

3. Early Warning

Automatic alerts for financial risks Distress is an important feature in Al systems designed to help
company management proactively manage financial risks3¥5. When the Al system detects a potential
financial risk distress, an automatic alert will be sent to management. This alert not only provides
information about the existence of a risk, but also includes an in-depth analysis of the causes of the risk
and recommendations for actions that can be taken to address it.

The Al system monitors key financial indicators in real- time, such as the debt-to-equity ratio which
measures the level of a company's debt compared to its equity, current ratio that assesses the company's
ability to meet short-term obligations, as well as operational cash flow that reflects the company's liquidity.
The Al algorithm then analyzes patterns and trends based on historical data and current market
conditions. If a pattern is found that indicates potential risk, such as decreasing cash flow or increasing
leverage, the system will automatically trigger an alert®¢. These alerts are delivered through various
channels such as email, app notifications, or financial dashboards, and include a risk description that
explains the financial indicators that indicate signs of financial distress, a root cause analysis that identifies
factors such as declining revenues or rising operating costs, as well as action recommendations that
suggest steps such as debt restructuring or spending cuts. Upon receiving an alert, management can
immediately conduct further analysis and take the necessary actions to address the problem.

The benefits of this automated warning system are enormous, including enabling early detection of

financial risks. distress so that preventive measures can be taken before the situation worsens, accelerate
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decision-making thanks to information presented in depth and structured, increase operational efficiency
by reducing the need for manual monitoring, and maintain the company's financial stability through a
quick response to risk. An example of the implementation of this system can be found in a retail company
that experienced a sharp increase in the debt-to-equity ratio due to declining sales, so that automatic
warnings were sent to management with recommendations to review financing strategies and reduce non-
essential expenses. In the banking sector, early warning systems are used to monitor customer credit risk,
where if a customer is detected with negative cash flow for several consecutive months, an alert will be
sent to the risk management team to take mitigation steps3+.

Overall, Al-based automated alerts are a very effective tool to help companies detect and manage financial
risks. distress in a proactive manner, while increasing operational efficiency and providing competitive
advantage in an increasingly dynamic market34s.

As a result, the company managed to reduce the risk of losses caused by default from their business partners. This

case study shows that the use of artificial intelligence (AI) technology can be a very effective tool in detecting

signs of financial distress early. With advanced data analysis capabilities, Al helps companies make more precise

and faster decisions, thereby minimizing potential losses and increasing financial stability3#. This approach also

supports more proactive and strategic risk management in dealing with complex business dynamics.

10.4 Alternatives Solution: Implementation Technology Al -based for Analysis Finance

To improve the ability to detect financial distress, companies can implement Al-based technologies in their

financial analysis>'. Here are some steps you can take:

1.

Customized Al System Development

Companies can develop Al systems tailored to their needs, such as financial ratio analysis, cash flow
prediction, or anomaly detection in financial data®!. The development of customized Al systems allows
companies to create artificial intelligence-based solutions that are tailored to meet their specific needs.
These systems can be used for a variety of purposes, such as financial ratio analysis, cash flow prediction,
or detecting anomalies in financial data. With a customized approach, companies can improve operational
efficiency, reduce risks, and make better decisions.

The main benefit of developing a customized Al system is its ability to provide targeted solutions,
addressing company-specific needs and detecting industry- relevant risk patterns’2. In addition, with

specially designed algorithms, this Al system can provide more accurate and relevant analysis results
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compared to generic solutions, thereby increasing operational efficiency by automating routine tasks such
as data analysis and anomaly detection. The real- time data analysis provided by this system also allows

management to make faster, data-driven decisions.

Examples of customized Al system implementations include financial ratio analysis, where the system
monitors key indicators and provides alerts if risk thresholds are reached?33; cash flow prediction using
historical data and market trends for better liquidity planning; and detection of anomalies in financial
data, such as suspicious transactions or deviations from normal patterns that could indicate financial
problems or fraud.

The steps in developing a customized Al system include identifying the company's specific needs and
system objectives; collecting relevant data such as financial statements, transactions, and market trends
to train the algorithm; selecting an appropriate algorithm, such as machine learning learning or deep
learning, based on the complexity of the data and the purpose of the analysis; testing and validation of
the system to ensure the accuracy of the results; and implementation and ongoing monitoring after the
system is implemented to make adjustments if necessary®>.

Despite offering many advantages, developing customized Al systems also faces challenges such as
significant development costs, both for technology and staff training335; the availability of high-quality
and relevant data that is crucial to the effectiveness of the system; and the need to ensure data security
from threats such as privacy breaches during the collection and processing process.

In conclusion, the development of customized Al systems provides significant capabilities for companies
to address their specific needs more effectively>. By leveraging Al for financial analysis, prediction, and
anomaly detection, companies can increase efficiency, reduce risk, and make better decisions, making this
a worthwhile investment for the future of the business despite the challenges in its implementation.

Integration with Existing Financial Systems

Integrating Al systems with existing financial software, such as Enterprise Resource Planning (ERP) or
cloud- based accounting software, is a very important strategic step to maximize the potential of artificial
intelligence technology in the financial world. By integrating Al systems into financial software that
companies already use, data from various sources can be analyzed more comprehensively and in real-
time, providing deeper insights into the company's financial condition. This integration allows direct data
processing, so that management can immediately obtain the latest information on financial performance,
cash flow, and other important indicators that are crucial for fast and accurate decision making. In

addition, automation of manual processes in accounting and finance can be done more efficiently,
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reducing the risk of human error while saving time and resources?”. Data security is also an aspect that
is strengthened through this integration, as Al systems can help detect suspicious activity and potential
fraud by analyzing unusual transaction patterns and behavior. To achieve successful integration,
companies need to carry out thorough planning, system testing and validation, user training to be able to
optimally utilize new features, and continuous monitoring and adjustment based on feedback. Examples
of the implementation of this integration can be found in manufacturing companies that utilize Al
systems integrated with ERP to monitor cash flow and production costs in real-time, as well as in the
banking sector that uses Al to automatically analyze customer transaction data to detect potential fraud
and improve customer service. Overall, the integration of Al systems with existing financial software not
only improves operational efficiency and decision-making, but also provides companies with the ability
to respond to market changes more quickly and effectively, making it a very valuable investment for the
future of the business.

Team Training and Development

Team training and development is a crucial step for companies to ensure that finance teams can use
Artificial Intelligence-based technologies. Intelligence (Al) effectively. Through this training, team
members gain the skills needed to understand how Al algorithms work and interpret the results of the
analysis, so that the benefits of this technology can be maximized35. With better knowledge of Al teams
are able to analyze data faster and more accurately, enabling better, more strategic, data-driven decision-
making. In addition, Al training also encourages innovation and creativity within the team, as members
who understand the potential of Al can create new, better solutions to meet customer needs and improve
operational efficiency. Investing in this training provides a competitive advantage for companies, as well-
trained teams are better equipped to adapt to market and technology changes, and are able to identify
new opportunities with rapid response.

The team training process begins with setting clear goals, such as improving technical skills or
understanding Al applications in business. Next, a comprehensive curriculum is created that covers
various aspects of Al, from basics to advanced applications, including the ethics of using Al. A variety
of learning methods, such as lectures, workshops, and project-based learning, are used to keep
participants engaged. Hands-on practice is essential so that teams can apply their knowledge through real-
world projects, such as analyzing customer data using machine learning algorithms. learning to find useful
patterns and insights’. Ongoing support is also needed, such as follow-up seminars or access to
additional courses, to keep the team's skills developing.

However, team training faces several challenges, such as the lack of basic technical knowledge among
some members, which requires starting training from the basic level. In addition, changes in

organizational attitudes and culture are needed because Al adoption can raise concerns about job
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automation3®, Therefore, clear communication about the benefits of Al is essential to reduce such
anxiety. Limited resources, whether time, energy, or cost, are also obstacles that must be considered so
that the training program can run successfully.

Opverall, training and team development in the use of Al technology is an important investment for
companies to be able to compete in the digital era. With the right training, companies not only improve
employee skills but also encourage innovation and efficiency. A well-trained team will be better prepared
to face future challenges and take advantage of existing opportunities, making the company more
competitive and relevant in the market.

4. Collaboration with Technology Providers

Companies can work with technology providers to develop Al solutions that suit their needs. This
collaboration may also include technical support and periodic system updates.

Collaboration with technology providers is a very important strategic step for companies in developing
Artificial Intelligence (Al) solutions that suit their specific needs. By working with technology providers,
companies can leverage their expertise and resources to create effective and efficient Al systems. This
collaboration also includes technical support and regular system updates, which are crucial to maintaining
the performance and relevance of the technology in the long term3¢',

The Benefits of Collaborating with Technology Providers are first, companies gain access to the expertise
and resources of the technology providet's team of experts, who are experienced in developing and
implementing Al solutions. This allows companies to leverage that knowledge and skills to create better
and more tailored systems?2. Second, technology providers can help design Al solutions tailored to a
company’s specific needs, such as financial data analysis, cash flow forecasting, or anomaly detection, so
that the systems developed ate truly relevant and effective. Third, this collaboration usually includes
ongoing technical support, including system maintenance, software updates, and bug fixes, which helps
companies keep Al systems performing optimally and up-to-date. Fourth, technology providers are often
involved in the research and development of new innovations, so by collaborating, companies can stay
at the forefront of innovation and take advantage of the latest technologies.

Steps to Building a Successful Collaboration The first step is to identify the specific needs of the company
and the goals of the collaboration363, which will be the basis for choosing the right technology provider.
Next, the company must choose a technology provider that has experience and a good reputation in
developing Al solutions, and consider the cultural and vision compatibility between the two parties. After
that, negotiations and mutually beneficial agreements are carried out, covering aspects of cost,
development time, and technical support. Then, the company works with the technology provider in the

360 Murire, "Artificial Intelligence and Its Role in Shaping Organizational Work Practices and Culture."
361 Attah et al., “Best Practices in Project Management for Technology-Driven Initiatives: A Systematic Review of
Market Expansion and Product Development Techniques.”
362 Yumbhi et al., "Application of Rapid Application Development Method in Designing a Knowledge Management
System to Improve Employee Performance in National Construction Company."
363 Barker Scott and Manning, “Designing the Collaborative Organization: A Framework for How Collaborative Work,
Relationships, and Behaviors Generate Collaborative Capacity.”
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process of developing and implementing Al solutions, ensuring good communication to overcome any
problems that may arise. Finally, after the system is implemented, performance evaluations and

adjustments are carried out if necessary to improve the effectiveness of the system.

In the real world, a financial firm partners with a technology provider to develop an Al system capable
of analyzing credit risk3¢4. Technology providers help design appropriate algorithms and provide technical
support during the implementation process. Another example is a technology startup focused on Al
solutions for health, which collaborates with a technology provider to develop a health symptom
monitoring application. The technology provider provides expertise in software development and data
processing to ensure the application runs effectively.

Collaboration with technology providers is an important step for companies looking to develop Al
solutions that are effective and tailored to their needs. By leveraging the expertise and resources of
technology providers, companies can create better systems, receive ongoing technical support, and stay
at the forefront of innovation. This approach not only improves operational efficiency but also helps
companies achieve business goals more quickly and effectively.

5. Monitoring and Evaluation

Monitoring and evaluation of Artificial systems Intelligence (Al) is an important process that must be
carried out routinely by companies after implementing an Al system. This process aims to ensure that
the system remains relevant and effective in detecting financial distress and provide accurate insights for
decision making. With consistent monitoring, companies can maintain the relevance of the system to
changing market conditions, identify problems or anomalies eatly, and improve the quality of data used
by the Al system?36>. Periodic evaluation also allows algorithm optimization so that system accuracy and
efficiency continue to increase.

The monitoring and evaluation steps begin with establishing key performance indicators (KPIs) that will
be used to measure the effectiveness of the system, such as prediction accuracy, response time, and
financial error detection rate. distress3%. Next, the company routinely collects performance data based
on these KPIs, including analysis results, user feedback, and error reports. This data is then analyzed to
assess whether the system meets expectations and to identify areas for improvement. Feedback from
users, especially the finance team, is critical to providing additional insight into the system's user
experience. Based on the evaluation results, the company makes updates and adjustments to the Al
system, both in terms of algorithms, data, and processes, so that the system continues to develop
according to business needs.

Examples of monitoring and evaluation implementations can be found in retail companies that use Al to
predict cash flow, where the prediction model is updated every quarter to adapt to changes in customer
spending patterns. In the banking sector, banks that use Al to detect fraud regularly evaluate their

364 Singireddy et al., “Redefining Financial Risk Strategies: The Integration of Smart Automation, Secure Access
Systems, and Predictive Intelligence in Insurance, Lending, and Asset Management.”
365 Alabi and Ang, “Al-Driven Financial Risk Management: Detecting Anomalies and Predicting Market Trends.”
366 Grootjans, “Evaluation, Monitoring, and Improvement.”
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algorithms by analyzing historical data and feedback from security teams, thereby improving their ability
to detect suspicious activity3¢”.

Overall, monitoring and evaluation of Al systems is a crucial step to ensure this technology remains
effective and provides maximum benefits in financial risk management36. With a systematic approach,
companies can maintain system performance, identify and address issues eatly, and support better, data-
driven decision making.

By adopting artificial intelligence (Al) based technology, companies can improve their ability to detect financial
distress more accurately and proactively?®. Al technology enables faster and deeper data analysis, so companies
can identify financial risks early and take appropriate preventive measutres. This approach not only helps in
managing financial risks, but also provides a competitive advantage in an increasingly complex and dynamic
market, as companies can adapt more quickly to changing business conditions.

367 Chukwunweike, Adewale, and Osamuyi, “Advanced Modeling and Recurrent Analysis in Network Security: Scrutiny
of Data and Fault Resolution.”

368 Abikoye et al., “Real-Time Financial Monitoring Systems: Enhancing Risk Management through Continuous
Oversight.”

369 Fasano et al., “The Dilemma of Accuracy in Bankruptcy Prediction: A New Approach Using Explainable Al

Techniques to Predict Corporate Crises.”
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CHAPTER 11: FINANCIAL DISTRESS IN VARIOUS SECTORS

11.1 Banking Sector and Financial Distress

The banking sector plays a crucial role in the economy, particularly as a provider of liquidity and credit that

supports economic activities’". Banks facilitate investment, support small and medium enterprises, and act as a

driving force for economic growth. However, this sector is highly vulnerable to financial distress, which can have

far-reaching impacts on other sectors due to its central role in the financial system.

11.2 Factors Causing Financial Distress in the Banking Sector

1.

Non- Performing Loans Loans /NPL):

Non-performing loans (NPLs) are one of the key indicators used to assess the financial health of a
bank3”!. NPLs occur when customers fail to meet their payment obligations as per the agreed schedule.
This condition is often caused by factors such as worsening macroeconomic conditions, like a recession,
or the misappropriation of credit funds

The impact of high NPL levels on banks is highly significant. First, non-performing loans lead to a decline
in bank income, as banks lose their primary source of interest revenue when customers fail to make
payments. This can disrupt the overall financial stability of banks. Second, high NPL levels increase the
risk of bank insolvency due to the losses incurred from uncollectible loans. Additionally, this limits the
bank's capacity to issue new loans, ultimately hindering economic growth. Third, higch NPL levels can
cause liquidity disruptions, making it difficult for banks to meet short-term obligations, such as payments

to customers or third parties.

The main causes of non-performing loans (NPLs) stem from several factors. Poor macroeconomic
conditions, such as a recession or a decline in purchasing power, can make it difficult for customers to
repay their loans’72. For instance, during the COVID-19 pandemic, many businesses were severely
affected and unable to meet their loan obligations. Additionally, improper credit analysis by banks is
another contributing factor, as weak risk management systems may lead to loans being granted to parties

370 Mohapatra, “BASIC APPROACH ON SPECIAL FUNCTIONS ABOUT BANKS AND ITS APPLICATIONS.”
371 Rachmawati, Sabilalo, and Arif, “Analysis of Non-Performing Loans and Loan to Deposit Ratio.”
372 Filipovié, “Impact of Inflation on Citizens Borrowing.”
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who lack the capacity to repay. Other causes include collusion and embezzlement, where unethical
cooperation between bank officials and debtors results in credit being extended to unqualified borrowers.
Finally, the financial indiscipline of debtors or business failures also play a significant role in the

emergence of non-performing loans

To address problematic credit, several solutions can be implemented. One of the most effective measures
is credit restructuring, which involves lowering interest rates, extending payment terms, or reducing
interest and principal arrears®3. This approach aims to ease the burden on debtors, enabling them to
continue making payments. Additionally, banks must enhance their credit analysis processes to ensure
that loans are only granted to customers with the capacity to repay. This involves thoroughly evaluating
business prospects, financial conditions, and the overall repayment ability of customers.

Supervision and regulation by financial authorities, such as the OJK, are also crucial. The OJK enforces
an NPL ratio limit of 5% to maintain the health of the banking sector. Banks exceeding this threshold
must take immediate corrective actions to manage credit risk effectively.

In conclusion, high levels of Non-Performing L.oans (NPLs) can severely impact the financial health of
banks, leading to decreased income, liquidity disruptions, and an increased risk of insolvency. The primary
causes of NPLs include poor macroeconomic conditions, inadequate credit analysis, and undisciplined
debtor behavior. By implementing credit restructuring, improving risk analysis, and adhering to regulatory
requirements, banks can safeguard their financial stability while contributing to overall economic
growth374,

Liquidity Crisis:

A liquidity crisis occurs when a bank is unable to meet its short-term obligations, such as customer
withdrawals or other payment obligations. This condition can trigger a bank run, a situation where
customers withdraw their funds en masse because they have lost confidence in the bank. A liquidity crisis
often poses a serious threat to the stability of banks and the financial system as a whole.

The main causes of a liquidity crisis include an imbalance between long-term assets, such as bank loans,
and short-term liabilities, such as customer deposits that must be met immediately?”. When these assets
cannot be immediately converted into cash, banks will have difficulty meeting their short-term
obligations. In addition, mass withdrawals by customers who have lost confidence in their banks can
worsen the situation because banks do not have enough cash to meet these demands. Banks' reliance on
short-term funding, such as interbank loans or capital markets, also increases their vulnerability to
changes in market conditions. If these sources of funding dry up, banks will face serious liquidity
problems. Liquidity crises can also be exacerbated by systemic crises, in which many banks experience
similar problems simultaneously, as happened during the global financial crisis of 2007—2009.

The impact of a liquidity crisis is wide-ranging and serious. Banks unable to meet their short-term

373 Siregar, "Legal Effects of Credit Agreement Restructuring on Collateral in an Effort to Rescue Non-Performing

Loans."

374 Alfiana, Judijonto, and Al-Amin, "Credit Risk Management Strategies For Financial Stability in The Banking Sector."
375 Gassimova.
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obligations may be forced to sell assets at a low price (fire sale), which can worsen their losses. In addition,
the crisis can lead to a decline in public confidence in banks, which in turn triggers more withdrawals and
worsens the situation. Banks also often cut back on new lending to cope with liquidity pressures, which
can slow overall economic growth?’6. Furthermore, a liquidity crisis in one bank can spread to other banks
through interbank relationships, creating a domino effect and a broader systemic crisis.

To overcome the liquidity crisis, several solutions can be applied. First, banks can increase liquidity
reserves by holding more liquid assets, such as cash or easily sold securities. Second, the central bank can
provide support as a " lender of last resort " by providing emetgency liquidity during the ctisis to help
banks meet their obligations. Third, the implementation of liquidity regulations such as Liquidity
Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR) introduced by Basel 111 aim to ensure that
banks have sufficient liquidity to cope with short-term and long-term pressures. Finally, banks can reduce
their reliance on short-term funding by diversifying their funding sources, for example by increasing the
proportion of stable customer deposits’7’.

In conclusion, the liquidity crisis poses a serious threat to the stability of banks and the financial system
as a whole. The main causes are the imbalance of assets and liabilities, mass withdrawals, and dependence
on short-term funding7. The impacts include operational disruptions, reduced public confidence, and
reduced credit that can slow economic growth. By increasing liquidity reserves, utilizing central bank
support, complying with liquidity regulations, and diversifying funding sources, banks can better cope
with liquidity pressures and maintain financial stability.

3. Reliance on Short-Term Funding:

Banks' dependence on short-term funding is one factor that can increase the risk of a liquidity crisis.
Banks that rely too heavily on short-term funding sources, such as interbank loans or money market
instruments, become highly vulnerable to changes in market conditions. When there is a disruption in
the financial market, such as an economic crisis or a decline in interbank confidence, access to this
funding can suddenly stop, making it difficult for banks to obtain funds to meet their obligations. In
addition, the mismatch between the term of assets and liabilities is also a problem, because banks often
use short-term funding to finance long-term assets such as credit or investments. This creates liquidity
risk because these long-term assets cannot be immediately liquidated to meet short-term obligations.

Reliance on short-term funding also increases the risk of mass withdrawals by customers or lenders3™. If
many parties withdraw funds simultaneously, this can trigger a larger liquidity crisis, especially if the bank
does not have adequate liquidity reserves. The impacts of this dependence are very setious, including the
potential for a liquidity crisis that can lead to a bank run, a decline in market confidence in the bank, and

376 |ddrisu et al., “Monetary Policy and Inclusive Growth in the Era of Economic Uncertainty: Navigating Challenges
and Opportunities.”

377 Ben Lahouel et al., “Financial Stability, Liquidity Risk and Income Diversification: Evidence from European Banks
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378 Nguyen, “Liquidity Risk at Commercial Banks and Factors Affecting Liquidity Risk.”
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a domino effect that spreads to the wider financial system through interbank relationships, thus creating

a systemic crisis.

To reduce the risks posed by dependence on short-term funding, banks need to take several strategic
steps3®0. First, diversifying funding soutces is essential, for example by increasing the proportion of stable
customer deposits or accessing long-term funding. Second, banks must have adequate liquidity reserves
in the form of cash or other liquid assets to deal with short-term liquidity pressures. Third, implementing
liquidity regulations such as Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR)
introduced by Basel 111 aim to ensure banks have sufficient liquidity to weather short-term and long-term
stresses. Finally, better risk management is also needed, by regularly monitoring cash flows and identifying
potential liquidity problems before they escalate into crises.

In conclusion, reliance on short-term funding makes banks more vulnerable to changes in market
conditions and increases the risk of liquidity crises. A mismatch between long-term assets and short-term
liabilities can worsen the situation, especially during financial market distuptions. By diversifying funding
sources, increasing liquidity reserves, complying with strict liquidity regulations, and improving risk
management, banks can maintain financial stability and reduce the risk of future liquidity crises.

11.3 Impact of Financial Distress on the Banking Sector

When a bank experiences financial distress, the impact is not only felt by the bank itself but can also spread to

other sectors®!. This is due to the vital role of banks in the economy as providers of liquidity and credit. Below

are some of the main impacts that can occur:

1.

Disruptions to the Financial System:

Disruptions to the financial system can occur when financial distress hit the banking sector, especially if
the bank in question is a large bank that has close ties to many other financial institutions. These large
banks often play a systemic role, meaning that their failure not only impacts themselves, but can also
affect the stability of other financial institutions through various interbank relationships, such as interbank

lending or joint investments3s2,

These disruptions occur due to several key reasons. First, the systemic role of large banks, which maintain
complex relationships with other financial institutions, means that problems in one bank can quickly
spread to others, creating a domino effect that threatens the stability of the entire financial system.
Second, financial instability can trigger bank runs, where customers withdraw their funds en masse due
to a loss of confidence in the bank. This exacerbates liquidity crises and accelerates bank failures. Third,
if financial distress affects multiple large banks simultaneously, it can lead to a broader systemic crisis,
eroding confidence in the banking system as a whole33. Such crises can have far-reaching impacts on the

380 pugbartey, “Systemic Financial Risks in an Era of Geopolitical Tensions, Climate Change, and Technological
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global financial sector, as seen during the 2008 financial crisis.

The impact of disruptions on the financial system is significant. Banking instability can undermine public
confidence in the financial system, which in turn affects customer and investor behavior34. In addition,
disruptions can limit access to credit and liquidity, slowing economic activity and hampering growth. The
close interconnectedness of banks also means that the failure of one bank can affect others, creating a
ripple effect that is difficult to control.

In conclusion, disruption to the financial system due to financial distress in the banking sector is a setious
threat that can have a broad impact on the economy?®5. Large banks with systemic roles have the potential
to create a domino effect that threatens the stability of other financial institutions. Therefore, maintaining
the stability of the banking sector through strict supervision, good risk management, and policies that
support public confidence are important steps to prevent disruption to the financial system.

2. Decrease in Liquidity in the Economy:

A decrease in liquidity in the economy occurs when banks are unable to provide the credit or liquidity
needed by economic actors3%. This condition can cause a slowdown in economic activity which ultimately
has a negative impact on overall economic growth. Liquidity itself is the ability of banks to meet their
short-term obligations, and when this liquidity decreases, the impact can be felt in various economic
sectors.

One of the main impacts of the decline in liquidity is limited access to credit. When banks experience
liquidity problems, they tend to reduce lending to customers, especially to small and medium-sized
enterprises that rely heavily on external financing for operations and expansion. As a result, many
companies have difficulty obtaining the funds needed to run their businesses.

In addition, decreased liquidity also causes a slowdown in economic activity. With reduced access to
credit, new investment is hampered, and companies may have to postpone projects or business
developments. This leads to decreased production which directly slows overall economic growth.

Reduced consumption is also a consequence of reduced liquidity. When companies cannot obtain credit
for operations, they often have to reduce costs, including spending on employee salaries and purchasing
goods. This decrease in spending causes a decrease in people's purchasing powet, which then slows
economic growth further37.

If the condition of decreasing liquidity lasts for a long time, the risk of recession becomes greater. A

significant slowdown in economic activity can lead to increased unemployment and decreased income,
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91



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

creating a negative cycle that is difficult to recover from.

In conclusion, the decline in liquidity in the economy due to the inability of banks to provide credit has
a wide and significant impact, ranging from limited access to credit, slowing economic activity, reducing
consumption, to increasing the risk of recession?$. Therefore, maintaining adequate liquidity in the
banking sector is very important to support sustainable and stable economic growth.

3. Domino Effect on Other Sectors:

Financial distress in the banking sector can cause a domino effect that has a wide impact on various other
sectors, especially sectors that are highly dependent on bank financing?. As the main provider of credit,
banks play an important role in supporting economic activities, including financing for small and medium
enterprises (SMEs). When banks experience financial difficulties, the impact is not only limited to the
banking sector, but also extends to other economic sectors.

One of the main reasons why financial distress in banks has an impact on other sectors, namely the
dependence of many sectors, especially SMEs, on bank credit to finance their operations and expansion.
When banks are unable to provide credit due to financial distress, these sectors will have difficulty
obtaining the financing needed to run their businesses. In addition, disruptions to the supply chain can
also occur because business sectors that do not receive financing may have to reduce production or even
stop operations. This condition then disrupts the supply chain in other sectors that depend on products
or services from the affected sector. Financial distress in the banking sector can also reduce investor and
business confidence in overall economic stability, which ultimately worsens economic conditions.

The main impact of this domino effect is felt most strongly in the small and medium enterprise (SME)
sector, which is often the most affected due to its dependence on bank financing?®. When access to
credit is hampered, many SMEs are unable to survive, potentially increasing unemployment rates. The
property and infrastructure sectors are also highly dependent on long-term financing from banks, so
when banks experience financial distress, large projects may be delayed or even canceled, which has a
negative impact on economic growth. In addition, the consumer sector is also affected by the decline in
people's purchasing power due to increasing unemployment and decreasing income, which then affects
the retail and service sectors.

In conclusion, the domino effect of financial distress in the banking sector can spread to other sectors
that depend on bank financing, such as SMEs, property, and infrastructure®!. These impacts include
disruptions to business operations, decreased purchasing power, and slowing economic growth.
Therefore, maintaining the stability of the banking sector is very important to prevent negative impacts
from spreading to other sectors of the economy.

The banking sector has a vital role in supporting the economy, but is also very vulnerable to financial distress
caused by factors such as non-performing loans (NPLs), liquidity crises, and dependence on short-term funding,.
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When financial distress occurs, the impact can spread throughout the economy, disrupt the stability of the

financial

system, and slow economic growth®2. Therefore, it is important for banks to maintain the capital

adequacy ratio (CAR), manage credit risk well, and ensure adequate liquidity to reduce financial risk. distress.

Retail Sector

The retail sector is one of the most dynamic sectors and plays an important role in the economy. However, this

sector is also very vulnerable to financial distress, especially due to changes in consumer behavior and

technological developments. Some of the main factors that cause financial Distress in this sector includes declining

sales, intense competition, and high operating costs.

11.5 Fac
1.

tors Causing Financial Distress in the Retail Sector
Changes in Consumer Behavior:

Financial distress in the retail sector is often caused by several key factors that are closely related to
changing consumer behavior and evolving market dynamics. One of the most significant factors is the
shift of consumers to online shopping. This trend has been accelerated by the COVID-19 pandemic,
which has driven people to shop more through digital platforms for convenience and safety. As a result,
many brick-and-mortar stores have seen significant declines in revenue as consumers prefer the
convenience of shopping from home to visiting stores in person.

In addition, the rapid growth of e- commerce is also an important factor. In Indonesia, the e- commerce
market value is projected to reach USD 160 billion by 2030, indicating that consumers are increasingly
choosing to shop online. This growth threatens the sustainability of physical stores that are unable to
adapt quickly to these changes. Many retailers are struggling to keep up with technological developments
and innovations in the online shopping experience, thus losing their competitiveness in an increasingly
competitive market.

The impact of this change in consumer behavior is very pronounced, especially in the form of declining
sales in physical stores. Stores that are unable to adapt to the online shopping trend face serious financial
difficulties, even potentially going bankrupt. In addition, changes in product preferences have also
occurred, where consumers prefer products offered online, including products with more competitive
prices and ease of return. This forces retailers to adjust their marketing strategies and product offerings
to stay relevant in the market.

In conclusion, changes in consumer behavior, particularly the shift to online shopping, are major factors
causing financial distress in the retail sector®3. With the rapid growth of e- commerce and the decline in
physical store sales, retailers must be able to adapt quickly to stay relevant and competitive. Effective
strategies in dealing with these changes are critical to maintaining financial health and business continuity
in the retail sector.
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Tough Competition:

Financial distress in the retail sector is also greatly influenced by increasingly fierce competition. The
emergence of new players, including e- commerce platforms and international retailers, has significantly
increased competitive pressure in the market. Local retailers face a major challenge to adapt and compete
with competitive pricing strategies, attractive product innovations, and better services to stay relevant and

survive amidst fierce competition3%.

One of the main factors in this competition is the emergence of new players who offer products with
more competitive prices and innovative services??>. This forces local retailers to improve their product
quality and operational efficiency so as not to be left behind. A real example of the impact of this intense
competition is the closure of several large retail brands such as Seven Eleven, which were unable to
compete with other more adaptive and innovative players. This case shows how important it is for
retailers to continue to innovate and adapt to market changes in order to survive.

The impact of this intense competition is very much felt in the pressure of profit margins. Intense
competition often leads to price cuts, which ultimately reduces retailers’ profit margins3%. This condition
can worsen their financial health and increase financial risk. distress. In addition, retailers must continue
to innovate in products and services to meet changing consumer expectations. Failure to adapt can result
in loss of market share and significant revenue declines. To remain competitive, retailers also need to
develop more aggressive marketing strategies, which typically require greater investment in promotions
and marketing. If not managed propetly, these increased operating costs can add to the company’s

financial pressures.

In conclusion, the intense competition in the retail sector, especially with the emergence of new players
and e- commerce platforms, is a significant factor causing financial distress. Local retailers must be able
to adapt quickly, increase innovation, and develop effective marketing strategies to stay relevant in an
increasingly competitive market. Without these steps, the risk of bankruptcy and store closures will
increase, which in turn can have a negative impact on the economy as a whole. Therefore, the right and
responsive strategy is very important to maintain the sustainability of the retail business amidst
increasingly fierce competition.

High Operational Expenses:

Financial distress in the retail sector is also heavily influenced by high operating expenses?”. The costs
associated with running a retail business, such as rent for physical store locations, employee salaries, and
inventory management, can be a significant burden and worsen a company's financial condition.

One of the largest components of operating expenses is rent. With increased competition and declining
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sales in physical stores, retailers often struggle to cover high rent costs, especially when revenues are
declining. In addition, employee salaries are also a significant operating expense. Retailers must ensure
they have enough staff to serve customers well, but if sales decline, these salary costs can become an
unsustainable burden for the company3®s.

Inefficient inventory management also adds to the cost burden. Additional costs such as storage and
losses due to unsold goods can burden a company's finances??. This challenge is further complicated by
the presence of omnichannel inventory management, where retailers must effectively integrate online and
offline sales to avoid overstocking or shortages.

The impact of these high operating expenses is very pronounced on the company's profitability. Profit
margins become thinner, making retailers more vulnerable to market fluctuations and sales declines. In
addition, with most of the revenue used to cover operating expenses, retailers may not have enough funds
to invest in innovation or service improvements that are critical to staying competitive in a dynamic
market. If operating expenses continue to increase without increasing revenues, the risk of bankruptcy
becomes increasingly real*?. Retailers who are unable to manage costs well may be forced to close stores
ot even go bankrupt.

In conclusion, high operating expenses, including rent, employee salaries, and inefficient inventory
management, are significant factors causing financial distress in the retail sector"!. To address this issue,
retailers need to focus on operational efficiency, better inventory management, and strategies that allow
them to adapt to market changes. With the right steps, retailers can reduce financial risk distress and

significantly improve their business sustainability.

11.6 Impact of Financial Distress on the Retail Sector

1.

Store Closure:

Financial distress in the retail sector has a very significant impact, not only on the company itself but also
on the economy as a whole*2. One of the most visible major impacts is the closure of stores, especially
physical stores that are no longer profitable. Many retailers are facing unbearable financial pressure due
to declining sales, increasing competition, and high operational costs. This condition forces them to close
stores to reduce losses.

The closure of these stores directly impacts job losses. Employees who lose their jobs face significant
economic uncertainty, which can ultimately increase the unemployment rate in the community. In
addition, with the reduced number of stores operating, the retail sector's contribution to the economy,

such as tax revenues and local economic activity, also decreases. This impact can slow economic growth,
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especially in areas that are heavily dependent on the retail sector for income and employment.

As a real-life example, the closure of several Giant stores in Indonesia illustrates how the financial
pressures experienced by its parent company, HERO Group, have resulted in an inability to compete
with other players in the retail market. These closures have not only affected the company, but also the
employees and local communities that depend on the existence of these stores.

In conclusion, the closure of the outlet was due to financial distress in the retail sector has a wide and
serious impact, including job losses and a decline in contribution to the economy*’. To mitigate these
negative impacts, retail companies need to adapt to market changes, for example by adopting digital
strategies and improving operational efficiency. These steps are essential for retailers to survive and thrive
amidst increasingly complex and dynamic challenges.

2. Disruptions in the Supply Chain:

Financial distress in the retail sector also has a significant impact on supply chain disruptions**. When
retailers experience financial difficulties, they are often unable to manage inventory efficiently, resulting
in stock shortages in stores or warechouses. This condition makes it impossible for retailers to meet
consumer demand in a timely manner, thus reducing customer satisfaction and brand trust.

In addition, in times of crisis, panicked retailers sometimes order too much or too early. This can actually
worsen the global supply chain situation, as was the case during the major supply chain crisis in several
countries. This disruption not only affects the retailers themselves, but also other sectors that depend on
the distribution of retail products, such as manufacturers and distributors. They can experience a decrease
in revenue if their products are not sold or distributed propetly.

The main impacts of supply chain disruptions include delays in the delivery of goods to end consumers,
which reduces customer satisfaction and brand trust*>. In addition, the inability of retailers to meet
market demand can cause economic losses for retailers and their business partners. The ripple effect is
also felt by other sectors such as logistics, transportation, and manufacturing, which can ultimately slow
down overall economic activity.

In conclusion, disruptions in the supply chain due to financial distress in the retail sector has a wide and
complex impact*®. To overcome this problem, retailers need to improve inventory management
efficiency and work closely with supply chain partners to ensure smooth product distribution. With these

steps, the negative impact of supply chain disruptions can be minimized so that business continuity and

403 |LODUBA, “THE RESILIENCE STRATEGIES OF CLOTHING RETAILER STORES AMID ECONOMIC DOWNTURNS IN
NORTHERN CYPRUS.

404 Minanari et al., "Financial Distress Determinants Factors of Retail Companies with Profitability as Moderating
(Indonesia Cases 2016-2021)."

405 Asamoabh, "Evaluating Key Determinants of Customer Satisfaction: A Focus on Customer Relations, Service Quality,
Product Quality, and Supply Chain Management."

406 Muzamil et al., “Enabling Retail Food Supply Chain, Viability and Resilience in Pandemic Disruptions by

Digitalization—a Conceptual Perspective.”
96



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

customer satisfaction are maintained.

3. Decrease in Competitiveness:

Financial distress in the retail sector has a significant impact in the form of a decrease in the company's
competitiveness*7. Retailers who are unable to adapt to technological developments and digital trends,
such as e- commerce and online marketing, will have difficulty attracting customers. As more consumers
switch to online shopping, retailers who continue to rely on physical stores without innovating will lose
relevance in the market.

In addition, changes in consumer preferences that now prioritize a convenient and fast shopping
experience through digital platforms have caused retailers who are unable to meet these expectations to
lose customers. As a result, this decline in competitiveness has resulted in a significant loss of market
share. When customers switch to competitors that are more responsive to market needs, retailers'
revenues decline, worsening financial conditions and increasing the risk of bankruptcy.

A real-world example of this impact is the closure of several large retail brands that were unable to
compete with new players who were more innovative and adaptive to changes in consumer behavior and
technology. This case shows how important it is for retailers to continue to innovate and follow trends
in order to stay competitive.

In conclusion, the decline in competitiveness due to financial distress in the retail sector has wide-ranging
impacts, including loss of market share and declining revenues. To address this, retailers need to invest
in technology, understand consumer trends, and develop effective marketing strategies. With these steps,
retailers can increase competitiveness and maintain business sustainability in an increasingly competitive
market.

11.7 Solutions for Addressing Financial Distress in the Retail Sector
1. Digitalization and Omnichannel:

Effective solutions to overcome financial distress in the retail sector is through digitalization and
omnichannel strategies. By integrating physical stores and online platforms, retailers can reach more
consumers while increasing their operational efficiency.

omnichannel strategy allows retailers to combine the physical store experience with online platforms,
providing greater convenience for consumers*s. In addition, retailers can leverage data from both
channels to gain a deeper understanding of customer behavior. Digitalization also helps optimize
inventory management, monitor sales in real- time, and improve order fulfillment processes, which
overall reduces operational costs and improves response to market demand.

With this approach, retailers can reach consumers through multiple platforms such as mobile apps,
websites and social media, expanding their customer base and increasing sales. In addition, digitalization
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allows for a more personalized and relevant customer experience, such as product recommendations
based on consumer purchase history and preferences, which can increase loyalty and encourage repeat
purchases.

In conclusion, digitalization and the implementation of omnichannel strategies are important steps for
retailers to address financial distress*”. Integrating physical and online shopping experiences not only
increases operational efficiency and market reach, but also improves customer experience. These steps
greatly help retailers survive in a competitive market while supporting their long-term growth.

2. Operational Efficiency:

Operational efficiency is an important key in overcoming financial distress in the retail sector besides
digitalization and omnichannel strategies*!¥. By leveraging technology and best practices in operational
management, retailers can reduce costs while increasing their profitability.

One of the key aspects is better inventory management. With inventory management technology, retailers
can monitor stock in real -time, avoiding excess or shortage of goods. An efficient system ensures the
right products are available at the right time, reducing storage costs and losses due to unsold goods.

Monitoring sales data in real- time also provides important insights into consumer trends and market
demand*'!. This information allows retailers to make quick and informed decisions, such as adjusting
marketing strategies or optimizing product offerings.

In addition, supply chain optimization with supply chain management software helps reduce
transportation costs and speed up delivery times. Better collaboration with suppliers and logistics partners
improves responsiveness to changing market demands.

By improving operational efficiency, retailers can reduce costs related to inventory management,
transportation, and labor*!2. These cost reductions increase profit margins and free up space for
investments in innovation and marketing.

In conclusion, implementing operational efficiency through technology and best practices is an important
step to address financial distress in the retail sector*3. Good inventory management, real- time sales data
monitoring, and supply chain optimization help reduce operational costs and increase profitability,
thereby supporting long-term business sustainability and growth.
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3. Product and Service Innovation:

Retailers must continue to innovate their products and services to meet the dynamic and changing needs
of consumers. This can be in the form of developing new products that are in line with market trends or
improving the quality of existing products to provide greater added value to customers.

One effective way to innovate is by offering a more personalized shopping experience#'4. By leveraging
data analytics, retailers can gain a deeper understanding of consumer preferences and behaviors. This
allows them to provide more relevant product recommendations and increase customer satisfaction,
driving loyalty and repeat purchases.

Innovation can also be realized through the application of the latest technologies, such as artificial
intelligence (Al) and the Internet of Things (IoT). Things (IoT)#'5. This technology can improve customer
interactions and operational efficiency. For example, Al can be used to optimize inventory management,
predict demand, and improve the in-store customer experience through more responsive and
personalized service.

With continuous innovation, retailers can create products or services that are supetior to their
competitors. This not only helps attract new customers but also retains existing customers, which is
essential for maintaining financial stability and business continuity.

Product and service innovation is key in helping retailers cope with financial distress*¢. By continuously
adapting to changing consumer needs and leveraging technology to enhance the customer experience,
retailers can significantly increase their competitiveness. These steps not only help retailers survive in an

increasingly competitive market, but also support long-term growth and overall business sustainability.

4. Strategic Partnerships:

Partnering with e- commerce platforms allows retailers to reach more consumers who shop online. By
leveraging the platform’s existing infrastructure and audience, retailers can increase product visibility and
significantly expand market share.

Partnerships with technology providers help retailers implement efficient digital solutions, such as
inventory management systems, data analytics, and digital marketing tools#*!”. These technologies improve
operational efficiency and provide better insights into consumer behavior, so business strategies can be
tailored to market needs.

With strategic partnerships, retailers can offer better products and services to customers. For example,

collaboration with logistics providers speeds up delivery and improves customer experience, while
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cooperation with suppliers ensures better and consistent product availability.

Partnerships open up opportunities for co-innovation, where retailers and partners can develop new
products or services that meet market needs*!8. This approach not only helps retailers stay relevant, but
also creates added value for consumers and strengthens competitive position in the market.

Strategic partnerships are an important step for retailers in addressing financial distress. By working with
e- commerce platforms and technology providers, retailers can expand their market reach, increase their
competitiveness, and create relevant innovations. These steps not only help retailers survive in a
competitive market, but also support long-term growth and overall business sustainability.

The retail sector is facing major challenges due to changing consumer behavior, intense competition, and high
operational costs*!?. To overcome financial distress, retailers need to adapt to digital trends, improve operational
efficiency, and continue to innovate their products and services. With the right strategy, the retail sector can
remain relevant and contribute to economic growth amidst dynamic changes.

11.8 Financial Distress in the Manufacturing Sector

The manufacturing sector often faces financial distress caused by various factors, such as fluctuations in raw
material prices, dependence on export markets, and low operational efficiency. In addition, changes in
international trade policies can also affect the performance of this sector. The following is an explanation of the
main factors that cause financial distress in the manufacturing sector.

11.8.1 Factors Causing Financial Distress in the Manufacturing Sector

1. Fluctuations in Raw Material Prices

The increase in raw material prices directly causes an increase in production costs, which is one of the main
challenges for manufacturing companies*0. If companies are unable to pass on these increased costs to
consumers through product price adjustments, their profit margins will come under significant pressure. When
raw material costs increase, companies are faced with a difficult choice: to raise product prices or absorb the
additional costs. However, if product prices cannot be raised due to intense competition or consumer price
sensitivity, profit margins will decrease and potentially lead to losses.

Rising production costs also force companies to review their pricing strategies. Failure to adjust selling prices
to rising costs can cause companies to lose competitiveness in the market. In the long term, if cost pressures
continue without price adjustments, this can threaten business sustainability. Companies may have to cut other
costs, such as investment in innovation or product development, which can actually worsen their position in
the market.

To overcome the increase in production costs, companies can optimize the supply chain by finding ways to
get better raw material prices through negotiations with suppliers or finding cheaper alternative raw materials.
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In addition, increasing operational efficiency in the production process is also very important, for example by
implementing new technology, providing training to employees, and reducing production waste#?!. Companies
can also diversify products by developing new products or adjusting existing products to better suit market
needs, so they can attract more customers and increase revenue even though production costs increase.

Overall, the increase in production costs due to rising raw material prices is a significant challenge for
manufacturing companies. If not managed properly, this can reduce profit margins and threaten business
continuity. Therefore, companies need to implement effective strategies such as supply chain optimization,
operational efficiency improvement, and product diversification in order to maintain competitiveness and
financial stability in an increasingly competitive market.

2. Dependence on Export Markets

High dependence on export markets can be one of the main causes of financial distress in the manufacturing
sector. This dependence makes companies very vulnerable to various external factors, such as changes in
international trade policies and fluctuations in currency exchange rates. Companies that are too dependent on
export markets face great risks when there are changes in international trade policies, such as the
implementation of import tariffs, embargoes, or new regulations by trading partner countries. Such,
protectionist policies can hinder companies' ability to sell their products in the global market, negatively
impacting revenue and business continuity. In addition, dependence on exports can also affect the economic
stability of companies and even countries as a whole. Sudden changes in trade policies, such as tariff increases

or import restrictions, can cause companies to lose access to their main markets, potentially causing economic
shocks*22.

In addition to trade policy risks, currency exchange rate fluctuations also pose a major challenge for companies
that rely on export markets. When the local currency weakens, the cost of importing raw materials required
for production can increase significantly, adding pressure on production costs. Although a weakening local
currency can increase revenues from foreign-denominated exports, these increases are often not enough to
offset the increased production costs caused by more expensive imported raw materials. This imbalance can
reduce a company's profitability and worsen its financial condition.

To overcome dependence on export markets and reduce the associated risks, companies need to implement
several important strategies. First, market diversification is a crucial step by seeking new markets or alternative
trading partners. This diversification helps reduce dependence on a particular market and increases the stability
of the company's income. Second, managing exchange rate risk through the use of financial instruments such
as hedging can help companies protect themselves from adverse exchange rate fluctuations. Third, investing
in domestic market development is also an effective long-term solution. By strengthening the competitiveness
of products in the local market, companies can create a more stable source of income and reduce dependence
on export markets.
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Overall, dependence on export markets makes manufacturing companies vulnerable to changes in
international trade policies and currency exchange rate fluctuations*?. Therefore, companies need to
implement market diversification strategies, manage exchange rate risks, and invest in domestic markets to
improve financial stability and reduce the negative impacts of dependence on exports. These steps are essential
to maintain business sustainability and company competitiveness in a dynamic and challenging global market.

3. Low Operational Efficiency

Low operational efficiency is one of the main factors causing financial distress in the manufacturing sector.
Inefficient production processes often result in wastage of resources such as raw materials, energy, and time.
For example, long lead times between production steps or excessive use of raw materials can increase overall
production costs. When production costs increase due to these inefficiencies, a company’s profit margins are
squeezed, potentially leading to financial losses, especially if the company is unable to adjust its product selling
price to reflect the higher costs.

In addition, the lack of investment in the latest technology is also a major obstacle for manufacturing
companies*?*. Companies that do not invest in modern technology may struggle to compete with more
efficient companies. Outdated technology often leads to higher operating costs and lower output, reducing
competitiveness in the market. Without adequate technology, companies often have to rely on manual
processes that are slower and prone to errors, which not only increase operating costs but can also reduce the
quality of the products produced.

To improve operational efficiency, companies can implement several important strategies. Process automation
using technology can help reduce the time and effort required to perform routine tasks, thereby increasing
productivity and reducing costs. In addition, in-depth analysis of operational data can help identify patterns or
trends that allow companies to optimize the most costly processes. Employee training is also essential so that
they are able to use new equipment and follow updated production processes effectively*?>. Encouraging
collaboration between teams can facilitate communication and ensure that all members understand the
workflow so that they work synergistically. Finally, regular evaluation of operational processes allows
companies to identify areas for improvement and opportunities to continuously increase efficiency.

Opverall, low operational efficiency can lead to wasted resources, increased production costs, and decreased
company profitability. By implementing strategies such as process automation, data analytics, employee
training, team collaboration, and regular evaluations, companies can improve operational efficiency, reduce
costs, and strengthen their competitiveness in an increasingly competitive market.

Financial distress in the manufacturing sector is caused by a combination of internal and external factors, including
fluctuations in raw material prices, dependence on export markets, and low operational efficiency. To address

these issues, manufacturing companies can focus on market diversification, better management of raw material
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costs, and investment in technology to improve production efficiency. These steps can help companies survive
industry challenges and improve their competitiveness in the global market.

11.9 Case Study: Financial Distress in the Retail Sector Consequence Change Behavior Consumer

The change in consumer behavior that has shifted to online shopping has had a significant impact on major retail
companies in Indonesia. The decline in sales in physical stores is one of the main causes of financial distress,
forcing companies to take strategic steps for their financial recovery.

1 1.9.1 Causes of Financial Distress

Large retail companies in Indonesia face financial distress due to changes in consumer behavior that are shifting
to online shopping**. The following are the main factors that cause this condition:

Sales Decline

Declining sales is one of the main factors causing financial distress in large retail companies in Indonesia. In
the last two years, sales in physical stores have decreased significantly by 30%. This decline is mainly due to
the shift in consumer preferences who increasingly prefer to shop online. E- commerce platforms offer
convenience and more competitive prices, so consumers are more interested in shopping from home than
visiting physical stores.

The impact of this decline in sales is very pronounced on the company's income. With reduced income, the
company faces difficulties in meeting financial obligations such as debt payments, employee salaries, and other
operational costs. If this trend of declining sales continues, the company is at risk of experiencing greater
losses, which can ultimately threaten the sustainability of the business in the long term. In addition, declining
sales can also affect the company's reputation in the eyes of consumers and investors, further worsening the
company's financial condition and market position.

In conclusion, the significant decline in sales, especially due to the shift in consumer behavior to online
shopping, is a major challenge for retail companies*?’. The impact of this decline not only reduces revenue,
but also increases the risk of financial difficulties that can threaten business continuity. Therefore, companies
need to immediately take strategic steps to adapt to market changes and increase their competitiveness in order
to survive and thrive amidst changing market dynamics.

High Operational Expenses

High operational costs are one of the main challenges for retail companies experiencing financial distress.
Fixed costs such as store rent and high employee salaries become a heavy burden, especially when sales are
down. These costs must still be paid even though revenues are reduced, adding pressure to the company's cash
flow. The company still has obligations to meet these payments, so it must find ways to reduce other costs or
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increase revenues to cover these fixed costs.

The impact of high operating expenses is very significant on the profitability of the company*?. When fixed
costs cannot be compensated with sufficient revenue, profit margins will narrow, even causing significant
financial losses. With increasing operating expenses and decreasing revenue, the risk of loss becomes higher.
If companies are unable to manage operating costs well, they will face difficulties in meeting financial
obligations and maintaining business continuity.

In conclusion, high operational costs, especially rent and employee salaries, are a major challenge for retail
companies experiencing declining sales. The impact of this burden not only reduces profitability but also
increases the risk of losses that can threaten business sustainability. Therefore, companies need to implement
effective cost management strategies to reduce operational costs and increase competitiveness in the market.

Competition with E- commerce Platforms

Competition with e- commerce platforms is one of the biggest challenges for physical stores in the retail sector.
E- commerce platforms have several key advantages that make them very competitive*?’. First, e-commerce
platforms can offer lower prices because their operational costs are significantly lower than those of physical
stores. For instance, they do not incur expenses related to renting costly, strategic retail locations. Additionally,
e-commerce platforms provide consumers with highly convenient shopping experiences, including direct
home delivery and a wide range of flexible payment options, such as bank transfers, credit cards, digital wallets,
and pay-as-you-go plans.

The impact of this advantage is very much felt in physical stores that have experienced a significant loss of
market share. The shift in consumer preferences that is increasingly moving towards online shopping makes
it difficult for physical stores to compete directly. Consumers now prefer digital experiences that are considered
more flexible and efficient. With the price, convenience, and technological innovation advantages offered by
e- commerce platforms, physical stores have to face great difficulties in retaining customers and sales volume.

To remain relevant and competitive, brick-and-mortar stores must undertake significant adaptations. Digital
transformation plays a crucial role, enabling these stores to either develop their own e-commerce platforms or
partner with existing marketplaces to expand their online reach. Additionally, brick-and-mortar stores can
provide a unique shopping experience that e-commerce cannot replicate, such as hands-on opportunities to
try products and hosting special in-store events like exclusive promotions or product demonstrations that
attract customers.

An omnichannel strategy is highly recommended, which involves integrating online and offline shopping
experiences to provide a seamless and consistent customer journey*¥. This approach allows consumers to
order products online and pick them up at a physical store, or vice versa, offering greater flexibility and
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convenience. By integrating both online and offline channels, physical stores can leverage the strengths of each
to enhance customer loyalty.

In conclusion, competition from e-commerce platforms presents significant challenges for physical stores in
maintaining their market share. As consumer behavior becomes increasingly digital, physical stores must adapt
by embracing digital transformation, creating unique shopping experiences, and implementing omnichannel
strategies. These measures are crucial for physical stores to stay relevant and competitive in an increasingly
digital and dynamic marketplace.

The main causes of financial distress in this retail company ate a combination of declining sales, high operating
costs, and the inability to compete with e-commerce platforms*!. To overcome these challenges, companies
must adapt to market changes by adopting digitalization strategies, reducing operational costs, and enhancing
competitiveness through product and service innovation. These measures can help companies not only survive
but also thrive in the digital era.

11.9.2 Recovery Steps

Debt Restructuring:

Debt restructuring is one of the most important recovery steps for retail companies facing financial
difficulties. This process involves negotiating with creditors to reach a new agreement that is more
favorable and can ease the company's financial burden. One of the main aspects of this process is
extending the debt repayment period. By extending the repayment period, the company gets additional
opportunities to increase revenue and improve cash flow, so it can better meet its financial obligations.

In addition to extending the term, companies can also make adjustments to other payment terms, such
as reducing interest rates or reducing principal debt. These adjustments aim to reduce the financial
pressure faced by companies, providing more breathing space so that companies can focus on operational
recovery and business development. With lighter debt terms, companies are able to allocate funds for
other operational needs that are very important in maintaining business continuity*2,

The main benefit of debt restructuring is a significant financial relief. This allows companies to better
manage cash flow and run day-to-day operations more smoothly. Stable cash flow is crucial to maintaining
business continuity, paying employee salaries, and meeting production and distribution needs. In addition,
debt restructuring also helps companies achieve long-term financial stability by overcoming liquidity
issues that have been a major obstacle. With this stability, companies can plan more mature and
sustainable business strategies going forward.

However, the debt restructuring process is not without challenges. One of the main challenges is

resistance from creditors who may feel disadvantaged by changes in debt terms*3. Therefore, effective
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negotiation and good communication are essential to reach a mutually beneficial agreement between the
company and creditors. In addition, the company must also be able to maintain the continuity of business
operations during the negotiation process. The diversion of focus to debt matters should not interfere
with daily business activities, as this can worsen the company's financial condition and reputation.

In conclusion, debt restructuring is a very important strategic step for retail companies expetiencing
tinancial difficulties. distress**. By negotiating to extend payment terms and adjust debt terms, companies
can case financial burdens, improve cash flow, and achieve long-term financial stability. Despite the
challenges in the process, successful debt restructuring opens up opportunities for companies to return
to growth and maintain business sustainability in the future.

In addition to debt restructuring, retail companies experiencing financial distressed companies also need
to develop a comprehensive and sustainable recovery strategy. Debt restructuring provides financial
breathing room, but long-term success depends largely on the company's ability to improve operational
performance and adapt its business model to changing market conditions.

One important aspect is improving operational efficiency. Companies must conduct a thorough
evaluation of their cost structure and business processes to identify areas that can be optimized*®.
Reducing non-essential costs, increasing productivity, and utilizing digital technology can help reduce
operational costs and increase profit margins. This efficiency will strengthen the company's financial
position and support sustainable cash flow recovery.

In addition, companies need to focus on product and service innovation to re-attract customers and
expand market share. Changes in consumer behavior and intense competition require retailers to adapt
quickly, for example by developing online sales channels, improving customer expetience, and offering
products that are relevant to current market needs. This innovation not only increases revenue, but also
strengthens customer loyalty and brand reputation.

Strategic partnerships are also a key element in the recovery process. Working with e- commerce
platforms, technology providers, or other business partners can accelerate digital transformation and
expand market reach**. These collaborations allow companies to leverage external expertise and
resources, allowing them to focus more on developing core products and services.

Finally, good risk management and financial management must be a top priority. Companies need to
build an effective monitoring system to monitor financial performance, manage liquidity, and anticipate
potential risks that could disrupt business continuity. Transparency and good communication with
stakeholders, including creditors and investors, are also essential to build trust and support the recovery
process.

By combining debt restructuring with a comprehensive recovery strategy, retail companies can increase
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their chances of emerging from financial distress. distress and return to sustainable growth. This
integrated approach not only helps to overcome short-term financial pressures, but also strengthens the
business foundation to face future challenges and opportunities.

Digital Transformation:

One of the very strategic recovery steps for retail companies facing financial distress is to undertake a
digital transformation®’. By launching its own e- commerce platform, the company can take advantage
of the huge opportunities in the digital market and reach consumers who are increasingly turning to
online shopping. This step is very important to expand the customer base and increase revenue, especially
amid the decline in sales that occurred in physical stores.

commerce platforms provide consumers with high convenience and accessibility, allowing them to shop
anytime and anywhere without having to visit a physical store. By providing a variety of flexible payment
methods and various shipping options, companies can significantly improve the customer shopping
experience. This not only attracts new customers but also strengthens the loyalty of existing customers.

Having your own e- commerce platform also allows companies to compete more effectively with other
established e- commerce platforms in the market. Companies can customize the products and services
they offer to better suit the needs and preferences of their target consumers. In addition, through digital
platforms, companies can conduct more targeted and efficient promotions and marketing. The use of
data analysis to understand consumer behavior allows for the design of more effective and impactful
marketing campaigns*s.

This digital transformation also has a positive impact on increasing the company's revenue. Online sales
generated from e- commerce platforms have become a significant new source of revenue, helping to
improve the company's financial condition. In addition, digital transformation allows for diversification
of revenue sources, for example by offering additional services such as fast delivery, customer loyalty
programs, or attractive product bundling.

However, digital transformation is not without its challenges. Companies must be prepared to make a
significant initial investment in technology and infrastructure development, including platform
development costs, digital marketing, and employee training to be able to operate the new system
effectively®. In addition, changing the company culture is very important. Employees need to be
involved in the change process and given adequate training to be able to adapt to new technologies and
support the overall transformation.

In conclusion, digital transformation through the launch of an e- commerce platform is a crucial step for
retail companies experiencing financial distress. By taking advantage of digital market opportunities,

437 Shino, Utami, and Sukmaningsih, "Economic Preneur's Innovative Strategy in Facing the Economic Crisis."
438 Adeniran et al., “Transforming Marketing Strategies with Data Analytics: A Study on Customer Behavior and
Personalization.”
439 Chang, Wang, and Li, “Digital Marketing Strategies Leveraging Data Fusion and Communication Technology for
Effective Human Resource Management and Organizational Configuration.”

107



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

companies can reach consumers who are switching to online shopping, increase revenue, and strengthen
competitiveness in the increasingly digital era. Although there are challenges in the process, the success
of digital transformation will provide a significant positive boost for companies to continue to grow and
innovate in the future.

Unprofitable Store Closures:

One of the strategic steps often taken by retail companies to overcome financial distress is to close
unprofitable outlets*0. This step aims to reduce operating costs that burden the company and allocate
resources to more profitable business areas that have the potential to provide better growth. This process
begins with a thorough evaluation of the performance of each outlet, where the company identifies outlets
that are less productive, do not meet sales targets, or have high operating costs so that they are prime
candidates for closure.

By closing these stores, the company can significantly reduce its operating expenses, including the cost
of renting the premises, employee salaries, and related utilities. This cost reduction helps the company
streamline expenses and increase overall efficiency, which is critical to improving its financial condition
and maintaining business continuity. In addition, closing unprofitable stores allows the company to divert
resources and investment capital to more strategic areas, such as e- commerce platform development and
business digitization. In doing so, the company can capitalize on the growing digital market opportunities
and reach consumers who are increasingly turning to online shopping.

Capital optimization is one of the important benefits of this step. By reducing the number of physical
stores, the company can reallocate capital previously tied up in physical store operations to more
profitable initiatives, such as digital marketing, product innovation, and improving customer service*1.
This not only increases overall profit margins but also strengthens the company's competitiveness in an
increasingly dynamic and competitive market.

Closing unprofitable stores also reflects a company’s ability to adapt to changes in consumer behavior
and market dynamics. This step shows the company’s readiness to face challenges and innovate in its
business strategy, so that it can survive and grow amidst increasingly fierce competition. However, this
process is not without challenges. The direct impact on employees working in closed stores must be
managed well, for example through transfers to other stores or training so that they can adapt to the new
situation. In addition, companies need to maintain the loyalty of customers who may feel lost with the
closure of certain stores, by improving the shopping experience at stores that are still operating and on
digital platforms.

In conclusion, closing unprofitable outlets is a very important strategic step for retail companies in
overcoming financial distress*?2. By focusing on reducing operating costs, developing digital platforms, and

440 GALIB, “The Walgreens Dilemma: A Deep Dive into Financial Setbacks and Market Challenges.”
441 Gupta, “Strategies for Long Term Business Survival and Growth (What You Do Today to Stay in Business
Tomorrow).”
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optimizing capital, companies can increase profit margins and adapt to market changes. Although there are
challenges to be faced, this step provides an opportunity for companies to strengthen their business position
and achieve sustainable growth in the future.

Recovery Results

Increase in Digital Revenue: The digital transformation strategy has proven effective, with an increase in
revenue from e- commerce platforms by 40% in one year. This shows that digitalization steps have
succeeded in attracting consumers and increasing sales.

The digital transformation strategy implemented by the retail company has proven to be very effective,
marked by an increase in revenue from the e- commerce platform by 40% in the past year*3. The launch
of the e- commerce platform allows the company to reach consumers who are switching to online
shopping, providing a more convenient shopping experience and better accessibility. This has succeeded
in attracting new customers who were previously difficult to reach through physical stores, thus
expanding the company's customer base significantly.

This 40% increase in revenue reflects the positive response of consumers to the digital initiatives taken
by the company. This success not only increased sales volume but also improved the company's overall
financial condition. With higher revenue, the company has a better ability to meet financial obligations
and reduce the risk of losses previously faced. In addition, this additional revenue can be allocated to
further investment in innovation and product development, creating a positive cycle that allows the
company to continue to adapt and thrive in a highly competitive market.

The long-term impact of this increase in digital revenue is significant. Integrating digital technology into
business models not only provides short-term solutions, but also strengthens the sustainability of
businesses in the long term*4. Companies are better prepared to face rapid and dynamic market changes,
and are able to maintain their competitive position. By leveraging e- commerce platforms, companies can
compete more effectively with other established players in the digital industry, while strengthening their
position in the overall retail market.

In conclusion, a 40% increase in digital revenue in one year shows the success of the digital
transformation strategy implemented by the retail company. This step has not only succeeded in attracting
new consumers and increasing sales, but also has a broad positive impact on financial conditions and
business sustainability. By continuing to invest in innovation and technology, companies can strengthen
their competitiveness and adapt to rapid market changes, opening up opportunities for sustainable growth
in the future.

Reducing Operating Expenses: Reducing operating expenses by closing unprofitable outlets is an
important step taken by retail companies to address financial distress. By closing stores that are not

contributing positively to profitability, the company can eliminate associated fixed costs, such as rent,
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utilities, and employee salaries. This significantly reduces the company's financial burden and allows for
greater focus on stores that are performing well, thereby increasing the efficiency of resource use.

The positive impact of reducing operational costs is seen in improving the company's cash flow. By
reducing fixed costs, companies can more easily meet financial obligations and maintain liquidity which
is very important for business continuity. In addition, reducing operational costs also reduces the risk of
losses that may arise due to costs that are not balanced with income, thus creating space for companies
to operate more efficiently.

Furthermore, reducing operating expenses opens up opportunities for companies to reallocate resources
previously used to cover unprofitable store costs to more profitable business areas. For example,
companies can invest these funds in developing digital platforms or product marketing, which can
increase competitiveness and adaptability to market changes and consumer needs*>.

Opverall, reducing operating expenses through the closure of unprofitable stores not only provides a short-
term solution to improve financial conditions, but also creates a stronger foundation for future business
growth and sustainability. This strategic step helps retail companies improve financial stability, improve
operational efficiency, and strengthen their competitive position in an increasingly dynamic and
competitive market.

Drive for Digital Innovation: The success of the digitalization strategy provides the impetus for
companies to continue investing in digital innovation*6. With a focus on sustainable growth, companies
are now on a better path to compete in an increasingly digital market. The drive for digital innovation
that arises from the success of the digitalization strategy implemented by retail companies provides
important momentum to continue investing in technology development and innovation. Success in
increasing digital revenues encourages companies to commit to continuous investment, which includes
developing new features on e- commerce platforms, improving user experience, and adopting the latest
technologies that can improve operational efficiency. With a focus on innovation, companies are also
able to create new products and services that are in line with the changing needs and preferences of
consumers, thereby remaining relevant and competitive in a dynamic market.

Continuous investment in digital innovation allows companies to adapt more quickly to changing trends
and market needs, providing a competitive advantage over competitors who have not yet adopted digital
technologies. In addition, continuous innovation strengthens the company's position in the market by
offering better and more efficient solutions, which in turn attracts more customers and increases their
loyalty*+.

The push for digital innovation also drives the development of a culture of innovation within the

company. Investment in new technologies opens up opportunities for employee development through
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training and upskilling, which is critical to supporting the success of digital transformation. In addition, a
company culture that supports creativity and experimentation is created, where employees are encouraged
to think outside the box and contribute new ideas that can improve the business as a whole.

Overall, the push for digital innovation resulting from successful digitalization strategies provides a great
opportunity for retail companies to continue to grow and adapt to market changes*s. By focusing on
sustainable growth and strengthening the culture of innovation, companies are better positioned to
compete in an increasingly digitalized market and ensure long-term sustainability and growth in the retail
industry.

This case illustrates how a large retail company in Indonesia managed to overcome financial distress with strategic
steps, such as debt restructuring, digital transformation, and operational cost reduction. The 40% increase in
digital revenue in one year is proof that digitalization can be an effective solution to address changes in consumer
behavior and competition in the digital era. By continuing to develop digital innovation and focus on the online
market, companies can strengthen their competitiveness and achieve sustainable growth.

11.10 Alternatives Solution: Diversification Business and Adaptation with Consumer Trends

To overcome financial distress in various sectors, companies need to adopt business diversification strategies and

adapt to consumer trends. Here are some steps that can be taken:
Product and Service Diversification

Companies can develop new products or services that fit the needs of the market. For example, a retail
company can offer fast delivery or exclusive products that are only available online.

Product and service diversification is an important strategy that can be taken by retail companies to increase
competitiveness and meet the needs of the ever-evolving market. By developing new products or services,
companies are able to attract more consumers while expanding their market share. One of the first steps
in this diversification is to adapt products and services to changing consumer needs and preferences. For
example, retailers can offer fast delivery services that are now in great demand by consumers who prioritize
convenience and efficiency in shopping. In addition, companies can also launch exclusive products that are
only available on their e-commerce platform, creating a sense of urgency and exclusivity that can
significantly increase sales*4.

The benefits of diversification are numerous. By offering a vatiety of products and services, companies can
reach a wider market segment, thus not only attracting new customers but also retaining existing customers.
This directly increases the overall market share. In addition, diversification also serves as a risk reduction
strategy, especially the risk of dependence on a particular product or market. If demand for one product
decreases, the company still has other products that can support revenue and maintain business stability.

The diversification process also encourages companies to continue to innovate and create new, better
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solutions according to customer needs. This innovation not only increases the appeal of the product, but
also helps companies stay relevant and competitive in a dynamic market. Thus, product and service
diversification becomes a key driver of sustainable growth. Successful new products can become a
significant source of additional revenue, allowing companies to continue to grow despite market challenges.

Opverall, product and service diversification is a crucial strategy for retail companies to increase
competitiveness and meet changing market needs. By developing new products such as fast delivery
services and online exclusive products, companies can expand market share and reduce the risk of
dependence on a single product. This step also encourages innovation and continuous growth, which is
essential to ensure the sustainability and success of the company in the future.

Digital Transformation

Adopting digital technologies, such as e- commerce, big data, and artificial intelligence, can help companies
improve operational efficiency and better understand consumer needs.

Digital transformation is a very important strategic step for companies to adapt to market changes and
increase competitiveness**. By adopting various digital technologies such as e- commerce, big data, and
artificial intelligence (AI), companies can improve operational efficiency while understanding consumer

needs more deeply.

commerce technology allows companies to launch and develop platforms that reach a wider range of
consumers, especially those who are turning to online shopping. E- commerce provides flexibility in terms
of shopping time, payment methods, and delivery, thereby increasing consumer convenience. In addition,
big data technology allows companies to collect and analyze large amounts of consumer data. With big
data, companies can identify consumer behavior patterns, predict market trends, and create more effective
and personalized marketing strategies. Meanwhile, artificial intelligence (Al) helps in various aspects, such
as personalizing consumer experiences by providing relevant product recommendations, improving
customer service through 24/7 chatbots, and optimizing supply chains by analyzing data to increase
efficiency and reduce waste.

The benefits of digital transformation are extensive. First, operational efficiency increases as manual
processes can be automated, costs can be reduced, and reliance on physical stores can be reduced. Second,
companies gain a better understanding of consumer needs and preferences, thereby creating more targeted
strategies and increasing customer satisfaction. Third, companies that adopt digital transformation have a
significant competitive advantage over competitors that have not adopted the technology, thus remaining
relevant in an ever-changing market.

However, digital transformation also presents challenges. Large initial investments are needed to develop

new technologies and train employees to use them effectively*!. In addition, changes in work culture are
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crucial, where employees need to be involved and supported to adapt to the new technology.

Overall, digital transformation is an important step that can take companies to a higher level in facing the
digital era. By adopting technologies such as e- commerce, big data, and Al, companies not only improve
work processes and create more personalized customer experiences, but also significantly increase
competitiveness. Although there are challenges related to investment and adaptation, the long-term benefits
of digital transformation are enormous and strategic for business sustainability in the future.

Operational Efficiency

Companies should focus on reducing operational costs through process automation, better inventory
management, and waste reduction.

Operational efficiency is a crucial focus for companies looking to increase profitability and competitiveness
in a competitive marketplace. By reducing operational costs, companies can allocate resources more
effectively and improve overall performance. One important step in achieving this efficiency is business
process automation. By implementing automation in processes such as order processing, data management,
and customer service, companies can reduce their reliance on time-consuming and labor-intensive manual
processes. The use of automated software and technology speeds up workflows while reducing the risk of
human error. In addition, automation allows employees to focus on strategic, value-added tasks, thereby

significantly increasing company productivity.

Better inventory management is also an important aspect of operational efficiency. Stock optimization
through a cloud- based inventory management system allows companies to monitor stock in real- time and
make more informed purchasing decisions*2. By analyzing demand data, companies can predict market
trends and adjust inventory levels accordingly, thereby minimizing waste and ensuring product availability
for consumers. In addition, reducing waste through identifying and eliminating inefficient areas, whether
in the use of time, raw materials, or labor, can be done by applying lean principles. management. Sustainable
practices such as efficient use of raw materials and waste reduction not only reduce costs, but also improve
the company's image in the eyes of consumers who are increasingly concerned about environmental issues.

The benefits of operational efficiency are extensive. Significant cost reductions have a positive impact on
a company’s profit margins. In addition, efficiencies in inventory management and customer setvice ensure
that consumers get the products they want quickly and on time, thereby increasing customer satisfaction.
Efficient companies ate also able to offer more competitive prices and better service, creating a strong

competitive advantage in the marketplace.

Overall, improving operational efficiency is an important step to reduce costs and improve company
performance. By focusing on process automation, optimal inventory management, and waste reduction,
companies not only achieve short-term goals but also build a strong foundation for long-term growth in

an increasingly competitive market.
gly p
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Collaboration with Strategic Partners

Companies can form partnerships with technology platforms or other companies to expand market reach
and increase competitiveness.

Collaborating with strategic partners is a very effective step for companies to expand their market reach
while increasing their competitiveness. By working with other companies or technology platforms,
companies can leverage each party's strengths and expertise to achieve common goals more optimally. One
of the main benefits of strategic collaboration is the ability to reach new market segments that were
previously difficult to access. For example, collaborating with technology platforms allows companies to
leverage their existing user base, thereby significantly increasing brand visibility.

Additionally, strategic partners, especially technology-based ones, can provide access to innovative tools
and solutions that a company may not have on its own. This includes advanced software, in-depth data
analytics, and the latest technologies that can improve operational efficiency and service quality.
Collaboration also allows companies to share the risks associated with new product development or market
expansion. By sharing resources and investments, financial and operational pressures can be reduced,
allowing companies to focus more on growing their business.

There are different types of partnerships that can be implemented in strategic collaboration*33, First,
partnerships with technology platforms that can help companies develop digital solutions such as mobile
applications or inventory management systems, ultimately improving efficiency and service. Second,
collaborations with other companies, both in the same industry and different, can create mutually beneficial
synergies. For example, a retail company can work with a logistics service provider to speed up and improve
product delivery. Third, alliances with influencers or other brands in marketing campaigns can increase
exposure and attract new consumers, while also opening up cross-promotion opportunities that benefit
both parties.

However, collaboration also presents challenges that need to be anticipated. One of them is the adjustment
of company culture, because each entity has different values and ways of working. Uniting two different
company cultures requites efforts to find common ground and build harmonious relationships so that
collaboration runs smoothly. In addition, coordination and project management are important aspects of
collaboration. Managing joint projects and ensuring that all parties are involved in decision-making
effectively are the keys to successful collaboration*4.

Overall, collaborating with strategic partners is an important step that can provide a significant boost to
business growth and sustainability in a competitive market. By partnering with other technology platforms
or companies, companies can leverage each other’s expertise and resources to achieve common goals more
efficiently and effectively. While there are challenges in the collaboration process, the benefits gained from
this synergy are invaluable in strengthening a company’s position in the market and supporting long-term
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growth.
Consumer Trend Monitoring

Companies must regularly monitor changes in consumer behavior and adjust their business strategies
according to market trends.

Monitoring consumer trends is a very important aspect for companies to stay competitive in the ever-
changing market, especially in today's digital era*>. By regulatly observing changes in consumer behavior,
companies can adjust their business strategies to stay relevant and able to meet the needs of a dynamic
market.

One of the key things to consider is identifying changes in consumer behavior. For example, with the rapid
growth of e- commerce, consumers now prefer the convenience of shopping online. Therefore, companies
must understand this shift and adapt their offerings to meet the needs of consumers who increasingly
prioritize accessibility and speed in shopping. In addition, changing payment preferences are also an
important factor. Consumers today expect a variety of flexible payment options, including digital payments
and installments. Understanding these preferences allows companies to offer appropriate payment options,
thereby improving the overall shopping experience.

Monitoring consumer trends also helps companies in adjusting business strategies. By understanding
market trends, companies can develop new products and services that suit consumer needs*¢. For example,
offering eco-friendly products or fast delivery services can appeal to consumers who are increasingly
concerned about sustainability and efficiency. Additionally, monitoring trends allows companies to design
more effective marketing strategies. By knowing what consumers want, companies can create more relevant
and engaging marketing campaigns, increasing the appeal of their products and services.

Additionally, monitoring consumer trends contributes to increased customer satisfaction. Today’s
consumers expect a personalized shopping experience. By leveraging consumer behavior data and analytics,
companies can provide more relevant product recommendations, which in turn increases customer
satisfaction and loyalty. Responsiveness to consumer feedback is also critical. By actively monitoring and
responding to complaints or suggestions, companies can improve their products and services, while
building better relationships with customers*7.

However, monitoring consumer trends also presents its own challenges. One of them is the need for
efficient data analysis. Collecting and analyzing consumer data requires the right tools and technology, so
companies must invest in data analysis systems that can provide accurate and relevant insights. In addition,
consumer trends can change very quickly, especially in the digital era. Therefore, companies need to have
a flexible and responsive system so that they can quickly adjust their business strategies according to
changes in the market.
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Overall, consumer trend monitoring is a key element in modern business strategy. By understanding
changes in consumer behavior and adjusting business strategies accordingly, companies can improve
customer satisfaction, develop relevant products, and design effective marketing campaigns. While there
are challenges in the monitoring process, the benefits gained from a better understanding of consumers
will provide a significant competitive advantage in an increasingly dynamic and competitive market.

By implementing business diversification strategies and adapting to consumer trends, companies can significantly
increase their competitiveness while reducing financial risks. distress in the future. Business diversification allows
companies to not rely on a single source of income, so that when one segment is under pressure, other segments
can support the company's performance®®. Meanwhile, adapting to consumer trends helps companies stay
relevant and able to meet changing market needs. This approach not only helps companies survive difficult
conditions, but also opens up opportunities for sustainable growth in the long term.
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CHAPTER 12: INTERNATIONAL COMPARISONS IN DEALING WITH

FINANCIAL DISTRESS

12.1 Practice Best from Various Countries
Each country has a different approach to dealing with financial distress, depending on their legal systems,

economic policies, and financial market structures*®. Here are some best practices from different countries:

1.

United States: Chapter 11 Bankruptcy

The United States is known for its Chapter 11 Bankruptcy system, which provides protection to
companies experiencing financial distress. distress to restructure without pressure from creditors. This
system allows companies to continue operating while developing a financial recovery plan. This approach
provides flexibility and time for companies to address their financial problems.

Chapter 11 Bankruptcy is one of the legal mechanisms regulated in the United States Bankruptcy Law4o0.
This mechanism is designed to provide protection to companies experiencing financial difficulties. With
this system, companies can restructure their debts without having to face direct pressure from creditors.
This allows companies to continue operating while developing a comprehensive financial recovery plan.

The primary purpose of Chapter 11 is to give a financially troubled company a chance to improve its
financial condition and avoid liquidation. In this process, the company filing Chapter 11, called the
debtot, retains control of its business operations as a "debtor in possession” and is under the supervision
of the court.

After filing the petition, the debtor must prepare a reorganization plan that includes steps to reduce debt,
restructure operations, and possibly sell assets. 41. This plan must then be approved by the court and the
debt holders.

One of the main advantages of Chapter 11 is the ability of the company to continue operating during the
restructuring process. This gives the company time to plan the steps necessary to get back on track
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tinancially. In addition, the protection of an automatic stay protects the debtor from collection actions
by creditors during this process, allowing the company to focus on recovery*2,

However, the Chapter 11 process also presents its fair share of challenges. It is often complicated and
expensive, takes a long time to complete, and there is no guarantee that the reorganization plan will be
approved. If the plan fails, the company may be forced to move into Chapter 7, which means liquidating
the company's assets.

For example, some large companies like General Motors and Hertz have used Chapter 11 to address their
financial difficulties. In Hertz’s case, the company filed for Chapter 11 in response to the financial impact
of the COVID-19 pandemic, allowing them to restructure their debt and continue operating.

In conclusion, Chapter 11 Bankruptcy is an important tool in the United States bankruptcy legal system*63.
This mechanism provides companies in financial distress with the opportunity to improve and restructure
their debt. While this process has its challenges, the benefits it offers in terms of protection and a chance

of survival make it a very valuable option for many companies.

2. Germany: Insolvency Law (Insolvenzordnung)

German insolvency law focuses on corporate restructuring rather than liquidation. This approach aims
to give companies in financial distress the opportunity to restore their financial stability, while still
protecting the interests of all stakeholders, including creditors, employees and shareholders*4.

One of the main principles of German insolvency law is strict supervision by the court and the
involvement of an independent administrator. This administrator is tasked with ensuring that the
restructuring process is fair and transparent, and protects the rights of all parties involved.

The process begins with a company facing financial difficulties filing a bankruptcy petition. The court
will then appoint an independent administrator to oversee the process. The company can then draw up
a restructuring plan that includes steps such as debt reduction, restructuring of operations, or even the
sale of some assets. This plan must be approved by a majority of creditors as well as the court.

In 2021, Germany introduced StaRUG (Stabilisierungs- und Restructuring of the results for
Unternehmen), a new legal framework that allows companies to undertake preventive restructuring
before reaching the stage of full insolvency. StaRUG gives companies the flexibility to draw up a
restructuring plan involving majority creditors, without having to go through a formal bankruptcy
processos,

Some of the key features of StaRUG include limited court involvement, whereby companies can
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independently develop restructuring plans and only involve the courts when necessary, for example to
protect against legal action by minority creditors. In addition, the framework provides access for
companies in early stages of financial distress, which are not yet fully insolvent, to take advantage of this
mechanism. The court can also grant a moratorium in the form of a temporary stay order on creditor
legal action during the restructuring process.

The German approach to bankruptcy law has several advantages, including a focus on business continuity
so that companies can continue to operate and maintain jobs*S. In addition, protection for all
stakeholders is guaranteed through the role of an independent administrator who ensures that the rights
of creditors, employees and shareholders are protected throughout the process.

However, challenges remain, such as legal complexities that often involve complicated procedures and
require special expertise, as well as high costs, especially for small companies with limited resources.

As an implementation example, StaRUG has been used by various companies in Germany to avoid
formal bankruptcy. For example, companies affected by the COVID-19 pandemic have used this
framework to restructure their debts and continue operations without having to go through the
liquidation process*’.

In conclusion, German insolvency law with its focus on restructuring through Insolvenzordnung and the
preventive framework StaRUG reflects a progressive approach to dealing with corporate financial
difficulties. By providing flexibility and protection to companies, this law not only helps companies
survive, but also protects the interests of creditors and employees. This approach is a relevant model for
other countries seeking to develop more inclusive and recovery-oriented bankruptcy systems.

3. Japan: Civil Rehabilitation Law

Japan has Civil Rehabilitation Law, which is designed to help small and medium-sized companies emerge
from financial distress*¢8. This process allows companies to restructure their debt while retaining control
over their business operations.

Civil Rehabilitation Law, known as Shiho Kaikaku, is a legal framework specifically designed to assist
small and medium-sized enterprises experiencing financial difficulties. The main objective of this law is
to provide an opportunity for these companies to restructure their debts and restore their financial health

without losing control over business operations.

The process regulated in Civil Rehabilitation Law begins when a company applies to the court to obtain
legal protection*®. After the application, the court will assess the company's eligibility to undetrgo the
rehabilitation process. If approved, the company remains a debtor in possession, meaning they can
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continue to manage their day-to-day business while working to improve their financial condition.

Companies that follow Civil Rehabilitation Law must prepare a debt restructuring plan that includes steps
to reduce the debt burden, renegotiate with creditors, and adjust business operations. This plan must be
approved by a majority of creditors and then by the court.

One of the main advantages of Civil Rehabilitation Law is the ability of a company to maintain control
over its operations*™, This is especially important for small and medium business owners who are usually
directly involved in the day-to-day management of their business. In addition, this process offers several
important features, such as the flexibility to design a restructuring plan according to the specific needs of
the company without having to follow a very strict procedure. The company also gets temporary
protection from legal action by creditors after filing, so it has time to restructure without external
pressure. The main focus of this process is to get the company back on track and avoid liquidation, which
is often the end for many small businesses facing difficulties.

Despite having many benefits, Civil Rehabilitation Law also faces several challenges. The complexity of
the legal process remains an obstacle, because although it is more flexible than other bankruptcy
procedures, this process requires a deep understanding of the applicable laws and regulations*!. In
addition, resource constraints are a problem for small and medium-sized companies that may not have
sufficient funds and time to undergo the rehabilitation process. Another challenge is to develop an
adequate plan to obtain the approval of the majority of creditors, especially if there are many creditors
with different interests.

For example, during the period of economic crisis, many small companies in Japan utilized Civil
Rehabilitation Law to restructure debt and survive in the market. For example, a number of retail
companies affected by changes in consumer behavior and economic shifts have successfully used this
framework to avoid liquidation and return to growth.

In conclusion, Civil Rehabilitation Law in Japan provides an effective alternative for small and medium-
sized companies facing financial difficulties*’2. By emphasizing debt restructuring and providing legal
protections that allow companies to continue operating, the law has contributed to the survival of many
businesses. This approach reflects Japan's commitment to supporting economic stability and business
recovery, as well as protecting existing jobs and intellectual property.

4. Singapore: Scheme of Arrangement

Scheme of Arrangement is a legal mechanism used in Singapore to allow companies to restructure their
debts with the consent of the majority of creditors. This process is regulated by Insolvency, Restructuring
and Dissolution Act IRDA) which came into force in 2020, and is designed to provide a quick and
efficient solution for companies facing financial difficulties.
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Scheme Process of Arrangement begins when the company applies to the court to hold a creditors'
meeting. In the application, the company must provide relevant information to help the court
determine whether a creditors' meeting can be held. If approved, the company will hold a meeting where
creditors vote to approve or reject the proposed restructuring plan.

The plan must be approved by a majority of creditors, meaning more than half of the creditors and three-
quarters of the value of the debt present and voting. If the plan is approved, the court will give final
approval that is binding on all creditors, including those who disagree with the plan.

One of the main advantages of Scheme of Arrangement is the ability to restructure debt without having
to go through a more complicated bankruptcy process*’+. Some of the key features of this mechanism
include court oversight that ensures all steps are taken fairly and transparently and protects the rights of
creditors. In addition, companies can request a moratorium that provides additional time to plan and
implement a restructuring plan without pressure from creditors. Creditors can also be classified based on
their debt type, allowing companies to design a plan that better suits the needs of each creditor group.

Although Scheme of Arrangements offer many benefits, but there are some challenges that companies
must face. The complexity of the process, especially in terms of creditor classification and obtaining
majority approval, is one of the obstacles. In addition, companies must consider the interests of vatrious
creditor groups who may have different views and expectations regarding the restructuring plan. There
is also the risk of rejection; if the plan does not get enough support, the company may have to look for
other alternatives, including the possibility of liquidation.

For example, several companies in Singapore have successfully used the Scheme of Arrangements to
restructure their debt. For example, companies affected by difficult economic conditions can submit
plans that allow for gradual debt repayment while maintaining business operations*’>. This process not
only helps companies survive, but also protects jobs and the interests of other stakeholders.

In conclusion, Scheme of Arrangements in Singapore are an effective tool for companies facing financial
difficulties, providing an opportunity to restructure debt in a structured and supervised manner#6. With
a focus on efficiency and protection of creditors’ rights, this mechanism reflects Singapore’s commitment
to being an international hub for debt restructuring. This approach not only helps companies survive,
but also contributes to overall economic stability.

12.2 Differences Culture and Economy

Approach to financial distress is also influenced by cultural differences and economic conditions in different
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countries. Some factors that influence these differences include:

1. Business Culture

In Western countries, such as the United States, bankruptcy is often considered a normal part of business
risk*’7. In contrast, in many Asian countries, bankruptcy is often seen as a humiliating failure, which can
affect the reputation of the company and its owners.

Business Culture: Differences in Western and Asian Perspectives on Bankruptcy

Business culture in different parts of the world is heavily influenced by social values, norms, and societal
perceptions of risk and failure. One striking difference is how bankruptcy is viewed in Western countries,
such as the United States, compared to Asian countries.

Western Perspective: Bankruptcy as Part of Business Risk

In Western countries, such as the United States, bankruptcy is often seen as part of the normal risks of
business. In these cultures, business failure is not always seen as the end of one's cateer or reputation,
but rather as an opportunity to learn and bounce back#78. This is supported by a legal system that provides
protection to entrepreneurs through mechanisms such as Chapter 11 Bankruptcy, which allows
companies to restructure their debts without having to stop business operations.

Western cultures tend to value effort and innovation, even if the outcome is not always successful. In
this context, failure is seen as a valuable experience that can strengthen one's ability to face future
challenges. In addition, Western societies focus more on the end result and recent achievements, so past
failures are often not a major obstacle in rebuilding a reputation or business*”.

Asian Perspective: Bankruptcy as a Humiliating Failure

In contrast, in many Asian countries, bankruptcy is often seen as a humiliating failure, which can have a
negative impact on the reputation of the company and its owners. Asian cultures tend to place a high
value on honor, social relationships, and stability, so business failure can be seen as a sign of weakness or
incompetence, both personally and professionally.

In Asian culture, social relationships and trust play an important role in the business world. Therefore,
bankruptcy not only affects the company financially, but can also damage trust and relationships. with
business partners, creditors and the wider community. This makes many entrepreneurs in Asia more
cautious about taking big risks, fearing the social and reputational repercussions that could arise if they
fail.
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Cultural Factors That Influence These Differences

a.  Values of Individualism vs. Collectivism: Western cultures tend to be more individualistic, whete
success or failure is seen as a personal responsibility*®. In contrast, more collectivist Asian cultures
see failure as something that can affect the wider group or community, including family and business
pattners.

b. The Importance of Reputation and Honor: In Asia, reputation and honor are held in high regard.
Business failure can be seen as a loss of face, which is difficult to recover*s!. This is in contrast to
the West, where failure is often seen as part of the journey to success.

c. Approach to Risk: Western cultures are more open to risk and innovation, while Asian cultures tend
to be more conservative and avoid major risks that could threaten stability*s2.

The cultural differences between the West and Asia in how bankruptcy is viewed reflect the different
core values in their societies. In the West, bankruptcy is seen as part of the learning and innovation
process, while in Asia, bankruptcy is often viewed as a humiliating failure with far-reaching reputational
consequences. Understanding these differences is essential for international business people to navigate
cross-cultural challenges and build effective relationships in the global marketplace.

2. Legal System

Countries with strong legal systems, such as Germany and Singapore, tend to have more organized and
transparent restructuring processes®3. Conversely, in some developing countries, the lack of legal
infrastructure can slow down the process of resolving financial distress.

Legal Systems: Differences in Handling Financial Distress

A country's legal system plays an important role in determining how the financial restructuring and
resolution process will be carried out. distress is done*. Countries with strong legal systems, such as
Germany and Singapore, tend to have more organized, transparent and efficient processes, while
developing countries often face challenges in terms of adequate legal infrastructure.

Strong Legal Systems: Examples of Germany and Singapore

Countries like Germany and Singapore have well-established legal systems, which allow the restructuring
process to proceed smoothly. Some of the key characteristics of a strong legal system include:
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481 Klaunig, Karim Khan, and Reichelt, “'My Life Is Not to Be Called a Failure': How Family Reputation in the Origin
Affects Return Considerations among South Asian Migrants in the Gulf”
482 Wang and Zheng, “The Impact of Military Culture on Innovation Risk-Taking: A Moderated Mediation Model.”
483 Yamazaki, “Transformation Toward Shareholder Value-Oriented Management and Corporate Governance in Japan
and Germany after the 1990s: Resurgence of the Americanization of Business Management.”
484 Fahdil et al., "Corporate Bankruptcy and Financial Restructuring."

123



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS

FOR RECOVERY

Transparency and Accountability: The restructuring process in these countries is closely monitored
by independent courts and administrators, who ensure that the rights of all stakeholders, including
creditors and employees, are protected*>. For example, in Germany, the bankruptcy law
Insolvenzordnung emphasizes corporate restructuring with strict supervision to protect the interests
of all parties.

Process Efficiency: In Singapore, Scheme of Arrangement is designed to provide a fast and efficient
solution. With court supervision and moratorium mechanisms, companies can restructure their
debts without pressure from creditors, allowing them to focus on business recovery*.

egal Certainty: A strong legal system provides certainty to companies and creditors regarding the
Legal Certainty: A strong legal syst des certainty t d credit ding th
procedures to be followed, thereby reducing the risk of conflict or uncertainty during the
restructuring process*’.

Challenges in Developing Countries: Lack of Legal Infrastructure

In contrast, in many developing countries, legal systems often face a variety of challenges that can slow
down or hinder the financial settlement process. distress. Some of the major challenges include:

Lack of Access to Justice: In some developing countries, access to the legal system is often limited,
especially for small and medium-sized enterprises*8. High costs, complicated procedures, and lack
of legal resources are major obstacles.

Corruption and Impartiality: Corruption in the justice system can undermine the integrity of the
legal process. For example, in Indonesia, cases of bribery and nepotism often hinder fair and
objective law enforcement*”.

Slow Judicial Process: Slow legal processes, as is often the case in developing countries, can extend
the time it takes to resolve financial cases. distress*. This not only harms the company, but also
worsens their financial situation.

Lack of Legal Certainty: Complex and overlapping legal systems often create legal uncertainty, which
can hamper the restructuring process and reduce creditor confidence in the system*!.

The Impact of the Legal System on Financial Distress
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a. Countries with Strong Legal Systems: Efficient and transparent restructuring processes provide
confidence to creditors and investors, thereby creating a conducive business environment*?2. This
also allows companies to recover more quickly from financial distress.

b. Countries with Weak Legal Systems: Lack of legal infrastructure can worsen the financial situation.
distress, because companies do not have an effective mechanism to restructure their debts*3. In
addition, legal uncertainty can reduce the interest of foreign and domestic investors to invest in the
country.

Strong legal systems, such as those in Germany and Singapore, play an important role in ensuring that
financial restructuring processes distress proceeds smoothly, transparently and efficiently. In contrast,
developing countries often face challenges in terms of legal infrastructure, which can slow down the
resolution process and worsen the financial situation of companies. Therefore, comprehensive legal
reform is needed in developing countries to improve the efficiency, transparency and accessibility of their
legal systems.

3. Access to Finance

In developed countries, companies that experience financial distressed companies often have better
access to additional financing, such as restructuring loans or equity investments**. In developing
countries, this access is often limited, making it more difficult for companies to recover from financial
distress.

Access to Finance: Differences Between Developed and Developing Countries

Access to financing is a key factor in determining a company's ability to recover from financial distress.
Developed and developing countries show significant differences in this regard, which are influenced by
financial infrastructure, regulation, and the level of capital market development*>.

Access to Finance in Developed Countries

In developed countries, such as the United States, Germany, and Singapore, companies that experience
financial distressed often have better access to additional financing®S. Some factors that support this
include:

a. Developed Capital Markets: Developed countries have well-developed capital markets, including
bond and equity markets, which allow companies to access funds through issuing new shares or

492 Fahdil et al., "Corporate Bankruptcy and Financial Restructuring."
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restructuring bonds*7. This market provides flexibility for companies to raise additional capital to
support their restructuring.

b. Availability of Restructuring Loans: Banks and financial institutions in developed countries tend to
be more willing to provide restructuring loans to companies facing financial difficulties*’s. This is
supported by a transparent credit system and reliable credit data, which allows banks to assess risks
more accurately.

c. Investor Confidence: Strong legal systems and economic stability in developed countries increase
investor confidence, so that companies experiencing financial distressed companies find it easier to
attract equity investment or loans from institutional and individual investors#”.

d. Financial Innovation: Developed countries often have access to innovative financial solutions, such
as private equity, venture capital, or hedge funds, which can help companies in restructuring their
debts500,

Access to Finance in Developing Countries

In contrast, in many developing countries, access to additional financing is often limited, making it more
difficult for firms to recover from financial distress. distress. Some of the major challenges include:

a. Lack of Financial Infrastructure: Many developing countries do not have well-developed capital
markets, so companies cannot access funds through issuing shares or bonds*!. In addition, banks
are often reluctant to lend to companies that are considered high risk.

b. Credit Data Limitations: In developing countries, the lack of reliable credit systems and third-party
data makes risk assessment difficult®2. This discourages banks and financial institutions from
lending to companies experiencing financial difficulties.

c. Reliance on Traditional Sources of Financing: Companies in developing countries often rely on
traditional sources of financing, such as bank loans, which may not be available in financially
challenging situations. distress®. This lack of diversification of financing sources worsens the
situation.

d. Lack of Investor Confidence: Legal uncertainty, political risk, and economic volatility in developing
countries often reduce investor interest in providing additional financing to companies facing
difficulties.
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Impact of Differences in Access to Financing

a. Developed Countries: Better access to additional financing allows companies to restructure their
debt more quickly and efficiently>%4. This helps companies to stay operational, protect jobs, and
restore their financial stability.

b. Developing Countries: Limited access to financing makes companies in developing countries more
vulnerable to bankruptcy®®. Without additional financial support, companies are often forced to
cease operations, negatively impacting local and national economies.

The differences in access to finance between developed and developing countries reflect gaps in financial
infrastructure, regulation, and investor confidence. Developed countries have developed capital markets,
reliable credit systems, and financial innovations that support corporate restructuring. In contrast,
developing countries face challenges in providing access to additional financing, which slows down the
process of corporate recovery from financial distress. distress. To address this gap, developing countries
need to invest in developing financial markets, increasing transparency, and strengthening their legal
systems.

4. Macroeconomic Conditions

Countries with stable economies tend to have more resources to support companies expetiencing
financial distress. distress, such as government stimulus programs or accommodative monetary policy. In
contrast, countries with unstable economies often face additional challenges in dealing with financial
distress>,

Macroeconomic Conditions: The Influence of Economic Stability on Handling Financial Distress

The macroeconomic conditions of a country have a significant impact on a company's ability to handle
financial distress. Countries with stable economies tend to have more resources and policies to support
corporate recovery, while countries with unstable economies often face additional challenges that worsen
the situation.

Countries with Stable Economies: Stronger Support

Countries with stable economies, such as Germany, Singapore, and the United States, have an advantage
in handling financial distress because they can take advantage of various resources and macroeconomic
policies that support™’. Some of the key factors that support this include:

a. Government Stimulus Programs: Governments in countries with stable economies often have
sufficient fiscal capacity to launch stimulus programs to support struggling companies®s. For
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example, during the COVID-19 pandemic, many developed countries provided direct assistance to
companies through subsidies, low-interest loans, or tax incentives to prevent mass bankruptcies.

Accommodative Monetary Policy: Central banks in these countries can implement supportive
monetary policies, such as lowering interest rates or increasing liquidity in financial markets?. This
policy helps companies gain access to additional financing at lower costs, making it easier to
restructure their debt.

Price Stability and Inflation: A stable economy tends to have a controlled inflation rate, which
provides certainty to companies in planning their business strategies. Price stability also helps
maintain consumer purchasing power, which ultimately supports corporate revenues.

Investor Confidence: Economic stability increases investor confidence, so that companies that
experience financial distressed people find it easier to attract equity investment or loans from the
capital markets. This provides an opportunity for companies to obtain additional capital to support
their restructuring.

Countries with Unstable Economies: Additional Challenges

In contrast, countries with unstable economies often face challenges that worsen companies' ability to

recover from financial distress. Some of the major challenges include:

Fiscal Capacity Constraints: Governments in countries with unstable economies often have limited
budgets, making it difficult to launch adequate stimulus programs>!0. This leaves companies in
financial distress having to rely on their own resources or seek financing from markets that may not
be available.

Exchange Rate Fluctuations and High Inflation: An unstable economy is often characterized by
sharp exchange rate fluctuations and high inflation5!!. This condition increases the company's
operating costs, reduces consumer purchasing power, and creates uncertainty that hampers business
planning.

Lack of Investor Confidence: Economic instability reduces investor interest in investing in
companies facing financial distress>!2. This makes it more difficult for companies to obtain additional
capital to support their restructuring,

Dependence on International Aid: In some cases, countries with unstable economies must rely on
international aid, such as loans from global financial institutions. However, this assistance is often
accompanied by strict conditions, which can limit the government's flexibility in supporting
domestic companies.
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The Impact of Economic Stability on Financial Distress

a. Countries with Stable Economies: Companies in these countries have a greater chance of recovering
from financial distress because they are supported by strong fiscal and monetary policies>!3, access
to capital markets, and economic stability that provide certainty in business planning.

b. Countries with Unstable Economies: Companies in these countries face a higher risk of bankruptcy
due to limited access to additional financing, economic uncertainty, and lack of government
supportdi4,

Macroeconomic conditions play an important role in determining a company's ability to handle financial
distress. Countries with stable economies have more resources and supportive policies, such as
government stimulus programs and accommodative monetary policies. In contrast, countries with
unstable economies face additional challenges, such as high inflation, exchange rate fluctuations, and
limited fiscal capacity, which worsen the situation of companies experiencing financial distress. Therefore,

macroeconomic stability is a key factor in creating a conducive environment for corporate recovery.

12.3 Case Study: Financial Distress Approaches in Developing vs Developed Countries

Financial Distress in Developing Countries: The Case of Indonesia

In Indonesia, financial Distress is often a major challenge for companies, especially due to their reliance on short-
term debt and currency fluctuations. These factors, coupled with an inefficient legal infrastructure, make the debt

restructuring process more complex and time-consuming.

12.3.1 Main Causes of Financial Distress in Indonesia

a. Dependence on Short-Term Debt
Many companies in Indonesia rely on short-term debt to fund their operations. This dependence makes
companies vulnerable to changes in market conditions, such as rising interest rates or falling revenues.
When companies are unable to meet their short-term debt obligations, they often face significant liquidity
pressures’!,

b. Currency Exchange Rate Fluctuations
As a developing country, Indonesia often faces currency exchange rate volatility. Companies that have
debt in foreign currencies, such as the US dollar, are greatly affected by the depreciation of the rupiah.
This increases their debt burden in local cutrency, which ultimately worsens the company's financial
condition’?®,

12.3.2 Challenges in Debt Restructuring Process
a. Lack of Efficient Legal Infrastructure

Debt restructuring processes in Indonesia often take a long time due to the lack of efficiency in the legal

system. Many companies must go through the commercial courts to resolve their debt problems, which
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often involves complicated procedures and slow bureaucracy®!”. This not only prolongs the resolution
time but also increases the costs that companies have to beat.

b. Reliance on Informal Negotiations

In many cases, companies in Indonesia prefer to conduct informal negotiations with creditors rather than
going through formal legal processes. Although this approach is faster and more cost-effective, its success
depends largely on the company's ability to reach a mutually beneficial agreement with creditors>8.

c. Lack of Investor Confidence

Legal and economic uncertainty in Indonesia often reduces investor interest in providing additional
financing to companies experiencing financial difficulties. distress. This makes it more difficult for
companies to obtain additional capital to support their restructuring’'°.

12.3.3 Case Example: Long Process in Court Commerce

Many companies in Indonesia have to go through lengthy processes in the commercial courts to resolve their
debt problems. For example, textile companies experiencing financial difficulties often have to go through intense
negotiations with creditors and face complex legal challenges before reaching a restructuring agreement. This

process is not only time-consuming, but also drains the company's resources>?.
Solutions and Recommendations

a. Legal System Reform

financial cases. distress. These reforms could include simplifying procedures in commercial
courts and increasing the capacity of judges and administrators handling debt restructuring.

b. Diversification of Financing Sources

Companies in Indonesia need to reduce their dependence on short-term debt by diversifying
their financing sources. For example, companies can use the capital market to issue bonds or
seek equity investment.

c. Exchange Rate Stabilization

The government and Bank Indonesia need to continue to maintain the stability of the rupiah
exchange rate to reduce the impact of currency fluctuations on companies that have debt in
foreign currencies.

d. Increasing Investor Confidence
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By creating a more transpatent and stable business environment, Indonesia can attract more
investors to support companies experiencing financial difficulties. distress. This can be done
through consistent economic policies and improved corporate governance.

In Indonesia, financial distress is often exacerbated by reliance on short-term debt, exchange rate fluctuations,
and inefficient legal infrastructure. The lengthy debt restructuring process is a major challenge for companies
seeking to recover from financial distress. To address these issues, legal reform, diversification of financing
sources, and macroeconomic stabilization are needed>?!. With these steps, Indonesia can create a more conducive
environment for companies to overcome financial distress and support sustainable economic growth.

12.4 Developed Countries: The United States and Chapter 11 Bankruptcy

In the United States, companies experiencing financial distressed companies have access to an efficient legal
mechanism through Chapter 11 Bankruptcy. This process is designed to allow companies to restructure their
debts while continuing to operate their businesses. With a strong and organized legal system, Chapter 11 provides
an opportunity for companies to recover from financial difficulties without having to face immediate
liquidation>22.

Chapter 11 Bankruptcy Process

a. Protection Application

Companies facing financial distress can file for protection under Chapter 11 with the bankruptcy court.
After filing, the company will receive " automatic stay ", which is legal protection that temporarily stops
all legal actions by creditors, including debt collection and asset seizure.

Business culture in different parts of the world is heavily influenced by social values, norms, and societal
petceptions of risk and failure. One striking difference is seen in the way bankruptcy is viewed in Western
countries, such as the United States, compared to Asian counttries.

In Western countries, bankruptcy is often seen as a natural part of business risk. In these cultures, failure
is not necessarily seen as the end of one's career or reputation, but rather as an opportunity to learn and
bounce back. Legal systems in Western countries, such as the Chapter 11 Bankruptcy mechanism in the
United States, provide protection for entreprenecurs by allowing companies to restructure their debts
without having to stop business operations. Western cultures tend to value effort and innovation, even
if the results are not always successful. Failure is seen as a valuable expetience that strengthens one's
ability to face future challenges. In addition, Western societies focus more on the end result and recent
achievements, so past failures are rarely a major obstacle to rebuilding a reputation or business®?3.

In contrast, in many Asian countries, bankruptcy is often seen as a humiliating failure and can negatively
impact the reputation of the company and its owners. Asian cultures place a high value on honor, social
relationships, and stability, so business failure is often seen as a sign of weakness or incompetence, both

personally and professionally. In this context, social relationships and trust are very important in the
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business world. Therefore, bankruptcy not only affects the company's financial standing, but can also
damage trust and relationships with business partners, creditors, and the wider community. This makes
many entrepreneurs in Asia more cautious about taking big risks because they are worried about the social
and reputational impacts that may arise if they fail.

Some of the key cultural factors that influence these differences include values of individualism versus
collectivism, the importance of reputation and honor, and the approach to risk>?*. More individualistic
Western cultures view success or failure as a personal responsibility, while more collectivist Asian cultures
view failure as something that can affect the wider group or community, including family and business
partners. Reputation and honor are highly valued in Asia, so business failure is often seen as a loss of face
that is difficult to recover from. On the other hand, Western cultures are more open to risk and
innovation, while Asian cultures tend to be more conservative and avoid major risks that could threaten
stability.

In conclusion, the cultural differences between the West and Asia in viewing bankruptcy reflect the
different core values in their societies. In the West, bankruptcy is seen as part of the learning and
innovation process, whereas in Asia, bankruptcy is often viewed as an embarrassing failure with far-
reaching reputational implications. Understanding these differences is critical for international business
people to navigate cross-cultural challenges and build effective relationships in the global marketplace.

b. Debtor in Possession

During the Chapter 11 Bankruptcy process, the company filing for protection retains control over its
business operations as a debtor in possession. This status provides the company with the opportunity to
continue carrying out its daily activities while developing a debt restructuring plan.

The advantages of debtor-in-possession status are significant. First, the company retains full control over
business operations without outside intervention. This allows business continuity to be maintained,
customer relationships to be maintained, and employees to continue working without disruption. In
addition, the company has the flexibility to make strategic decisions necessary for recovery, such as
reducing costs, selling non-core assets, or renegotiating contracts with suppliers and creditors.

This status also provides sufficient time for the company to prepare a comprehensive debt restructuring
plan. With the legal protection in the form of " automatic stay " which temporarily stops legal action from
creditors, the company can focus on planning recovery steps without the pressure of lawsuits®?.

As a debtor in ownership, the company also has legal protection that prevents creditor actions that could
hinder the restructuring process. This safe legal environment is essential to support the success of the
company's recovety.

After obtaining this status, the company must immediately begin drafting a restructuring plan that

includes steps to reduce debt, improve operational efficiency, and restore financial health. The plan must
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then be approved by a majority of creditors and approved by the court in order to be binding on all
parties.

A real-life example of successful use of debtor-in-possession status is General Motors. The company
successfully restructured its debt through Chapter 11 while still managing business operations, allowing
it to make the necessary adjustments to return to profitability.

In conclusion, the debtor-in-possession status under Chapter 11 Bankruptcy provides a financially
distressed company with the opportunity to continue managing its operations while planning for debt
restructuring. With the flexibility and legal protections afforded, the company can focus on recovery and
getting back on track, demonstrating how the legal system can support companies facing financial
challenges.

c. Restructuring Plan

The company must develop a restructuring plan that includes steps to reduce debt, improve operational
efficiency, and restore financial stability. This plan must be approved by a majority of creditors and the
court before it can be implemented.

In the Chapter 11 Bankruptcy process, companies facing financial difficulties are required to prepare a
restructuring plan. This document is very important because it contains strategic steps aimed at reducing
debt burdens, increasing operational efficiency, and restoring the company's financial stability. In order
to be implemented, this plan must be approved by the majority of creditors and the court.

The restructuring plan includes several main components. First, debt reduction, where the company can
propose various ways such as extending the payment period, lowering interest rates, or even writing off
some of the debt. In some cases, debt can also be converted into company shares, so that creditors
become shareholders®2.

Second, improving operational efficiency which usually involves cost reduction, selling non-essential
assets, or reorganizing the company's structure. These steps aim to improve cash flow and ensure the
continuity of the company's operations.

Third, financial recovery strategies that include efforts to increase revenue, expand markets, or introduce
new products. This strategy is designed so that the company is able to meet its financial obligations in
the future.

In addition, communication with creditors is an important part of this plan. Negotiations are conducted
to reach a mutually beneficial agreement, where creditors are convinced that the plan is realistic and
provides the best chance for the company's recovery.

Once the plan is drawn up, approval from creditors is the next step. Typically, this requires support from
more than half of the creditors and three-quarters of the value of the debt represented by the voting
creditors. The plan is then submitted to the court for final approval. The court will assess whether the
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plan is fair, reasonable, and provides the best chance for the company to recover.

As an example of success, General Motors (GM) in 2009 successfully implemented a restructuring plan
that included debt reduction, closing inefficient plants, and focusing on more profitable product lines>?’.
This plan was approved by creditors and the courts, allowing GM to emerge from financial difficulties
and return to being one of the world's largest automakers.

In conclusion, the restructuring plan is the core of the Chapter 11 Bankruptcy process that allows
companies to design strategic steps to overcome financial difficulties. With the approval of creditors and
the court, this plan provides an opportunity for companies to recover, continue operations, and achieve
long-term financial stability. This process shows how an organized legal system can support companies
in facing financial challenges.

d. Court Approval

Once the restructuring plan is approved by the majority of creditors, the next step is to obtain final
approval from the court. This stage is very crucial in the Chapter 11 Bankruptcy process because the
court will evaluate and approve the plan that has been prepared.

In the evaluation process, the court assesses whether the restructuring plan is fair, reasonable, and
provides the best opportunity for the company's recovery. Various factors will be considered, including
the impact of the plan on creditors, employees, and other stakeholders.

If the court finds that the plan meets all legal requirements and provides reasonable benefits to all parties,
then final approval will be given. With this approval, the plan becomes binding on all parties, including
creditors who previously disagreed.

Once court approval is obtained, the company can begin implementing the restructuring plan. Steps taken
include debt reduction, increased operational efficiency, and restoration of financial stability.

Court approval has important implications. First, the restructuring plan becomes binding on all creditors,
including those who previously rejected it, so that all parties must comply with the terms and conditions
set forth. Second, this approval provides legal protection for the company during the implementation
process, preventing legal action from creditors that could disrupt the restructuring. Third, court approval
can increase investor and other stakeholder confidence in the company, as it demonstrates the company's
commitment to improving its financial condition and returning to a profitable path.

For example, when General Motors filed a restructuring plan in Chapter 11 proceedings, the plan had to
be approved by the court after being supported by a majority of creditors. This approval allowed GM to
continue operations and take important steps in restoring its financial health.

In conclusion, court approval is a critical step in Chapter 11 Bankruptcy that ensures the restructuring
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plan can be implemented effectively®?. By providing legal protection and binding all parties, this approval
allows the company to focus on recovery and returning to profitability. This process illustrates how the
legal system can support companies in facing financial challenges and restructuring their debt.

Chapter 11 Benefits

1.

Flexibility and Protection

One of the main advantages of Chapter 11 Bankruptcy is that it gives companies the flexibility to
restructure their debts to suit their specific needs. The process is designed to help financially distressed
companies get back on track to profitability without having to shut down their business operations.

In terms of debt restructuring flexibility, companies have the freedom to create a plan that is tailored to
the conditions and challenges they are experiencing. This includes debt reduction, renegotiation of loan
terms, and necessary operational adjustments to increase efficiency. In addition, companies can also
manage their assets by selling or transferring assets that are no longer strategic, so they can focus on more
profitable and relevant parts of the business. The legal protection provided during this process allows
companies to take sufficient time to plan restructuring steps without pressure from creditors, so they can
conduct in-depth analysis and formulate a more mature strategy.

One important form of protection in Chapter 11 is " automatic stay ", which is a temporary suspension
of all legal actions by creditors, including debt collection and asset seizure. This protection creates a safe
environment for companies to restructure their debts without interference from legal actions that could
hinder the recovery process. With this guarantee, companies can be more relaxed in planning and
implementing recovery steps, while preventing unplanned bankruptcy or liquidation that is detrimental
to all parties involved, including employees and other stakeholders.

In conclusion, the flexibility and protection provided by Chapter 11 Bankruptcy allows companies to
restructure their debt in a planned and strategic manner5?. With the ability to adjust the plan as needed
and protection from creditor legal action, companies can focus on recovery and return to profitability.
This process demonstrates how the legal system can support companies in facing financial challenges and
restructuring their debt in an effective and structured manner.

Operational Continuity

One of the main advantages of Chapter 11 Bankruptcy is the ability of the company to continue its
business operations during the restructuring process>. This gives the company the opportunity to retain
their employees, which not only maintains social stability but also ensures the availability of the workforce
needed for business continuity after the restructuring is complete.
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In addition, continued operations allow companies to continue to meet customer needs and maintain
good relationships with suppliers, which are essential to maintaining their reputation and business
continuity. By continuing to operate, companies can also protect the value of their assets from the decline
that often occurs when operations are stopped, while maintaining investor and creditor confidence in the
company's recovery prospects.

This operational continuity also provides the cash flow needed to support the restructuring process,
allowing the company to meet its short-term obligations while planning for its long-term recovery. For
example, during Chapter 11 in 2009, General Motors managed to maintain its business operations,
allowing it to maintain relationships with customers and suppliers and protect the value of the company.
After the restructuring was complete, GM emerged from its financial difficulties and returned to being
one of the world’s largest automakers.

Thus, the ability to continue operating during the restructuring process is an important feature of Chapter
11 Bankruptcy that helps companies protect value, maintain stakeholder relationships, and build a strong
foundation for long-term recovery, while also demonstrating how the legal system can support companies
in facing financial challenges without having to stop their business activities.

3. Process Efficiency

The legal system in the United States is designed to support a fast and efficient restructuring process, so
that companies can quickly get back on track. One of the advantages of the legal system in the United
States is its ability to support a fast and efficient restructuring process through the Chapter 11 Bankruptcy
mechanism. This system is specifically designed to help companies experiencing financial difficulties to
quickly get back on track without having to face excessive bureaucratic obstacles.

Some of the key factors that support the efficiency of this process include a well-organized legal system
structure, where bankruptcy courts specifically handle cases such as Chapter 11. The existence of these
specialized courts allows the restructuring process to proceed more quickly because judges and court staff
have specific expertise in handling corporate financial matters. In addition, Chapter 11 procedures have
been clearly standardized, from filing for protection to approval of the restructuring plan, reducing
uncertainty and speeding up the resolution of cases.

The role of the court is also very active in supervising and facilitating the restructuring process. With
strict supervision, the court ensures that all parties involved comply with the rules and the process runs
according to the schedule that has been set. Support from creditors is also an important factor, where
the legal system encourages negotiations between companies and creditors to reach a mutually beneficial
agreement. Mechanisms such as " automatic stay " gives the company time to negotiate a solution without
pressure from creditors.

The impact of this process efficiency is significant. First, companies can recover more quickly because
debt restructuring can be completed immediately, allowing them to refocus on business operations. This
helps minimize the negative impact of financial distress on the company and its stakeholders. Second, a
fast and organized process also reduces legal and administrative costs that are often an additional burden
for companies in distress. Third, this efficiency increases investor confidence in the legal system and the
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company’s ability to recover, which in turn can help the company attract new investment during or after
the restructuring process.

In conclusion, the legal system in the United States is designed to support a fast and efficient restructuring
process through Chapter 11 Bankruptcy. With standardized procedures, organized courts, and support
from creditors, companies can quickly resolve their financial problems and get back on track. This
efficiency not only benefits the company, but also protects the interests of employees, creditors, and
other stakeholders as a whole.

1 2.5 Case Example: General Motors

One successful example of the use of Chapter 11 Bankruptcy is the case of General Motors (GM), which filed
for bankruptcy protection in 2009 amid the global financial crisis®3!. This process became one of the largest
restructurings in the history of the automotive industry and demonstrated how a strong legal system can help
large companies recover from financial difficulties.

In 2009, General Motors faced setious financial challenges due to several major factors. First, GM's vehicle sales
declined drastically in both domestic and global markets, affected by the global financial crisis and fierce
competition from other automakers such as Toyota. Second, GM had a huge debt burden, reaching around 172.8
billion US dollars, which was twice the company's total assets. Third, GM was considered slow to adapt to market
trends, such as the demand for fuel-efficient vehicles, resulting in a loss of market share. Fourth, the global
economic crisis worsened the situation by reducing consumer purchasing power and affecting the company's

liquidity.

In the process of restructuring under Chapter 11, GM filed for bankruptcy protection on June 1, 2009. This
became one of the largest bankruptcies in the history of the United States, after the cases of Lehman Brothers
and WorldCom. The United States government provided support in the form of a bailout fund of 50 billion US
dollars to help restructure GM. In return, the government received a 60% stake in the new company formed after

the restructuring was completed.

During the restructuring process, GM negotiated with creditors to restructure its debt and took strategic steps
such as selling or liquidating unprofitable brands, including Saturn and Hummer. The company also closed 11
plants that were considered inefficient in order to reduce operating costs. After the restructuring, GM formed a
new, leaner company that focused on core brands such as Cadillac, Chevrolet, Buick, and GMC, with the aim of

becoming more competitive in the global market.

The results of this process were very positive. GM managed to significantly reduce its debt burden, which
improved the company's financial stability. In addition, operational efficiency increased thanks to the closure of
inefficient plants and the focus on key brands, which improved the company's profitability. GM returned to being
one of the wotld's largest automakers, proving that restructuting through Chapter 11 can help large companies

recover from financial difficulties.

In conclusion, the General Motors case is a clear example of how Chapter 11 Bankruptcy can be used to save a

531 Sort, Taran, and Turcan, “Re-Internationalization.”
137



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

large company from bankruptcy. With government support, flexibility in restructuring, and the ability to continue
business operations, GM managed to recover and become a major player in the global automotive market. This
process underscores the importance of a strong and organized legal system in supporting companies facing
tinancial challenges.

Comparison

a.  Speed of Process: The process in developed countries tends to be faster due to strong legal infrastructure
and access to additional financing. One of the main advantages of Chapter 11 Bankruptcy in the United
States is the speed of the process, which allows companies to quickly restructure their debt. This process
tends to be faster than in developing countries, due to strong legal infrastructure and access to additional
financing.

Some of the factors that drive the speed of this process include a solid legal infrastructure, where
bankruptcy courts have clear and standardized procedures that allow for efficient resolution of cases. In
addition, lawyers and legal professionals who are expetienced in bankruptcy also help speed up the
process.

Companies that file for Chapter 11 also often have better access to additional financing sources, both
from investors and financial institutions. This allows them to obtain the capital needed to support
operations during the restructuring process, thereby speeding up recovery.

Support from creditors is also an important factor, as in many cases creditors are willing to negotiate and
supportt the company's proposed restructuring plan. This reduces the time requited to reach an agreement
and facilitates a faster process.

The impact of this speed of process is significant. With a faster process, companies can quickly complete
the restructuring and return to profitability, thereby minimizing the negative impact of financial distress
on the company and its stakeholders. In addition, an efficient process also helps reduce legal and
administrative costs that are usually an additional burden for companies in distress. The speed of
restructuring also increases investor and other stakeholder confidence in the company's ability to recover,
which in turn can help the company attract new investment during or after the restructuring process.

In conclusion, the speed of the Chapter 11 Bankruptcy process in the United States is one of the key
factors that allows companies to restructure their debts quickly and efficiently. With the support of a
strong legal infrastructure and access to additional financing, companies can quickly get back on track,
minimize the impact of financial distress, and protect the interests of all parties involved. This process
shows how an organized legal system can support companies in facing financial challenges.

b. Flexibility: Developed countries offer a much greater degree of flexibility in the debt restructuring process
compared to developing countries. This flexibility is especially important for companies facing financial
difficulties, as it allows them to tailor the terms of their debt to their specific circumstances and needs.

One of the main reasons for this flexibility is the availability of a vatiety of restructuring options.
Companies in developed countries can choose from a variety of options, such as extending payment
terms, reducing interest rates, or even converting debt to equity. These options give companies more
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room to negotiate favorable deals with creditors.

In addition, the negotiation process in developed countries tends to be open and transparent. Creditors
are usually more willing to negotiate and find mutually beneficial solutions, because they realize that
keeping the company running will provide long-term benefits for all parties.

Strong legal support is also an important factor. Robust legal infrastructure in developed countties
provides protection for companies during the restructuring process, creating a safe environment to
negotiate without fear of adverse legal action.

Equally important, companies in developed countries often have better access to additional sources of
financing, both from investors and financial institutions. This allows them to obtain the capital needed
to support operations during the restructuring process, thereby increasing the chances of a successful
recovery.

In contrast, in developing countries, debt restructuring options are often more limited. Many companies
may not have access to the same mechanisms, and the negotiation process can be more complicated due
to a lack of adequate legal support and infrastructure. This often forces companies to choose between
bankruptcy or less ideal solutions.

In conclusion, debt restructuring flexibility in developed countries provides companies with a better
opportunity to adjust their debt terms and negotiate favorable deals. With strong legal support and access
to additional financing, companies can significantly increase their chances of recovery. Meanwhile,
developing countries face greater challenges in terms of this flexibility, which can limit their ability to
address financial problems effectively.

c. Government Support: In developed countries, governments tend to provide a variety of support
programs specifically designed to help companies facing financial difficulties. This assistance is critical
because it provides the resources and opportunities needed for companies to survive and recover from
financial distress. distress. One common form of support provided is financial assistance, which includes
loans, grants, or bailout programs. This assistance allows companies to continue operating and meeting
their financial obligations during difficult times.

In addition, many developed countries have restructuring programs that help companies renegotiate their
debts. These programs usually involve negotiating with creditors and developing a restructuring plan that
is agreed upon by all parties involved. In addition, the government also provides training and consulting
to help companies improve financial management and operational efficiency. Through access to these
resources, companies can identify problems more accurately and formulate effective solutions.

Government support also often includes encouraging innovation and the adoption of new technologies.
By providing incentives for investment in technologies that can increase productivity and
competitiveness, governments help companies adapt to dynamic market changes. This approach not only
strengthens a company's position in the market but also drives overall economic growth.

The impact of these various forms of support is significant. First, the availability of financial assistance

and restructuring programs increases the chances of companies recovering from financial difficulties by
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providing sufficient time and resources to plan recovery measures. Second, such support helps maintain
employment by ensuring that companies remain operational, which is critical for social and economic
stability, especially in times of crisis. Third, the government’s commitment to supporting companies in
distress can increase the confidence of investors and other stakeholders, which in turn makes it easier for
companies to attract new investment and support future growth.

Overall, the role of government in developed countries is crucial in helping companies experiencing
financial difficulties. distress. By providing financial assistance, restructuring programs, training, and
support for innovation, governments are not only helping companies survive and recover, but also
contributing to broader economic stability and growth. This shows how the right government
intervention can be a game changer in addressing complex financial challenges.

12.6 Alternatives Solution: Adapt the appropriate model Local Economic Conditions

To increase effectiveness in handling financial distress, developing countries can adapt models from developed
countries by considering local economic conditions, some steps that can be taken include332:

1. Strengthening Legal Infrastructure

Developing countries must strengthen their legal systems to ensure that debt restructuring processes are
carried out quickly and transparently. This includes training judges and lawyers involved in financial
distress cases. distress.

To improve the effectiveness of the debt restructuring process, developing countries need to strengthen
their legal infrastructure comprehensively. A strong and transparent legal system is essential to enable
companies facing financial difficulties to restructure their debts quickly, fairly and efficiently.

One of the main steps is to provide special training to judges and lawyers. Judges who have special
expertise in handling bankruptcy and debt restructuring cases can make more precise and faster decisions,
thereby speeding up the restructuring process. In addition, training for lawyers is essential so that they
have a deep understanding of bankruptcy law, debt negotiation, and the restructuring process. Thus,
companies can obtain competent legal support during the process.

Increasing transparency in the legal process is also crucial. Developing countries need to establish
standardized legal procedures for handling debt restructuring cases, which will reduce uncertainty and
increase trust among all parties involved. In addition, an open documentation system should be
implemented, so that all major decisions and discussions are accessible to creditors, borrowers and other
stakeholders.

financial cases distress can have more specific and in-depth expertise.

In addition, strengthening regulations and policies is also very necessary. Developing countries should

introduce or update bankruptcy laws to be in line with international best practices. Clear and strong
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regulations will ensure that all parties involved in the restructuring are treated fairly and the process runs
smoothly.

Cooperation with international organizations such as the World Bank or the IMF can also be of great
benefit. Through technical assistance, training, and guidance, developing countries can build more
effective and efficient legal systems.

The impact of strengthening the legal infrastructure is significant. The debt restructuring process
becomes faster and more efficient, reducing the costs and time required. A transparent and fair legal
system also increases creditor and investor confidence in the country, which in turn can attract foreign
investment and drive economic growth. In addition, with a better restructuring process, companies have
a greater chance of recovering from financial difficulties, maintaining business continuity, maintaining
jobs, and supporting overall economic stability.

Opverall, strengthening legal infrastructure is an important step for developing countries to ensure that
debt restructuring processes can be carried out quickly, transparently and fairly. By training judges and
lawyers, increasing transparency, updating regulations and establishing international cooperation,
developing countries can create legal systems that better support companies in dealing with financial
distress. This step not only increases the confidence of creditors and investors, but also encourages
sustainable long-term economic growth.

2. Improving Access to Finance

Governments in developing countries play an important role in increasing access to financing for
companies experiencing financial difficulties. distress. By working with financial institutions,
governments can design programs that support companies in addressing their financial challenges.

One of the main strategies is the development of low-interest restructuring loan programs, specifically
designed to help struggling companies. These loans provide the capital needed for companies to continue
operating and plan for effective recovery measures. In addition, the government can also offer credit
guarantees for loans provided to companies in financial distress. distress. With this guarantee, financial
institutions become more confident in providing loans because the risk of default can be minimized.

The government can also facilitate companies’ access to venture capital by creating incentives for
investors to invest in companies with potential for recovery. In addition to loans, grants and subsidy
programs can also be provided to help ease the financial burden on companies, giving them additional
time to restructure their debts.

In addition to financial support, financial management education and training for business owners and
managers is essential. With a better understanding of financial management, they can improve their ability
to access financing and plan effective restructuring.

The impact of this increased access to financing is significant. First, companies have a greater chance of

recovering from financial difficulties because the additional capital can be used to pay down debt,

maintain operations, and make necessary investments for growth. Second, better access to financing helps

companies stay in business, thereby maintaining jobs and economic stability in surrounding communities.
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Third, when companies are able to recover and grow, this helps drive overall economic growth by creating
new jobs and increasing tax revenues for governments.

Overall, increasing access to finance is a crucial step for governments in developing countries to help
companies experiencing financial distress. distress. By creating restructuring loan programs, credit
guarantees, and other support, governments can provide the assistance needed for companies to recover
and contribute to sustainable economic growth. These measures not only support companies, but also
help maintain social and economic stability in society.

3. Financial Education and Literacy

Governments and regulators can improve financial literacy among business people to help them better
manage financial risks. This education can include training on debt management, risk analysis, and
financial planning.

education and literacy play an important role in helping business actors, especially those who are facing
financial difficulties. distress, to better manage financial risks. Governments and regulators have a big
responsibility in improving this understanding so that business actors can make more appropriate and
strategic decisions in managing their finances.

One of the key aspects of financial literacy is effective debt management. Through debt management
training, business owners can learn how to better manage their financial obligations, including strategies
to renegotiate debt terms and avoid unnecessary debt buildup. In addition, education on risk analysis is
essential so that business owners are able to identify and evaluate potential risks that may be faced in their
business. With a deeper understanding of risk, they can take appropriate steps to mitigate losses.

Financial planning is also a crucial part of financial literacy. Training in this area helps business people
plan budgets, manage cash flow, and design investments that suit their business needs and goals. This
ability is very important to ensure that the resources owned can be used optimally in running operations
and facing financial challenges.

To support the improvement of financial literacy, the government can organize vatious educational
programs such as workshops and seminars that present experts in the fields of financial management,
investment, and business strategy. In addition, the provision of online courses allows business actors,
especially those in remote areas, to learn with better time flexibility. Cooperation with financial
institutions can also expand business actors' access to training and resources regarding available financial
products. Special programs targeted at Micro, Small, and Medium Enterprises (MSMEs) are also very
important, considering that this group faces unique challenges in financial management.

The positive impacts of improving financial literacy are extensive. With better knowledge, business actors
can make more informed and strategic financial decisions, which ultimately improves their business
performance. In addition, adequate education helps reduce the risk of bankruptcy because business actors
are better able to manage risks and avoid detrimental situations. Furthermore, good financial literacy
encourages business actors to be more active in using formal financial products and services, thereby
increasing financial inclusion in society.
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Overall, financial education and literacy are the main keys in helping business actors manage financial
risks better, especially for those who experience financial distress. By providing appropriate training and
adequate support, governments and regulators not only strengthen businesses’ decision-making
capabilities, but also contribute to broader economic stability and growth.

4. International Collaboration

Developing countries can use international collaboration as a means to learn from best practices
implemented in developed countries in dealing with financial problems. distress. Through various training
programs, exchange of experiences, and cooperation with regulators and companies in developed
countries, developing countries have the opportunity to increase their local capacity to manage financial
challenges more effectively.

One form of collaboration that can be done is organizing training programs and workshops with
international institutions such as the OECD, IMF, or the World Bank. This program is intended for
regulators, judges, and lawyers who handle financial cases. distress, with materials covering debt
restructuring, risk management, and bankruptcy management. In addition, the exchange of experiences
is also an important method, where delegates from developing countries can learn directly from
developed countries that have more established legal and financial systems. Through this exchange, the
transfer of knowledge regarding best practices in debt restructuring and financial crisis management can
take place effectively.

Cooperation with international financial institutions also provides great benefits. These institutions can
help developing countries design policies and programs that support companies experiencing financial
distress. distress. An example is the trade finance program supported by international banks, which helps
small and medium-sized enterprises in developing countries stay connected to global markets. In addition,
the adoption of modern technologies and systems used in developed countries can improve the efficiency
of legal and financial processes in developing countries. The use of digital platforms, for example,
facilitates better communication between creditors, debtors, and courts.

The benefits of this international collaboration are significant. Through training and exchange of
experiences, local capacity in handling financial cases distress can increase substantially, so that the
handling process becomes more effective and efficient. In addition, this collaboration allows the transfer
of the latest knowledge and technology that can be applied in the legal and financial systems of developing
countries. By adopting best practices from developed countries, investor confidence in the stability of
the economy and legal systems in developing countries also increases. Furthermore, this collaboration
strengthens international relations between developing and developed countries, opening up
opportunities for broader cooperation in the fields of economics and trade.

Overall, international collaboration is a very important strategic step for developing countries in
increasing their capacity to handle financial distress. By learning from the experiences and best practices
of developed countries through training, exchange of experiences, and cooperation with international
institutions, developing countries can strengthen their legal and financial systems. This step will not only
help local companies recover from financial crises, but also support sustainable economic growth and
social stability more broadly.
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By adapting models to suit local conditions, developing countries can improve their ability to handle financial
distress more effectively. An approach tailored to local economic, cultural and regulatory characteristics allows
for more targeted and sustainable solutions. This not only helps reduce the risk of corporate and financial sector
failure, but also supports stable and inclusive economic growth in the long term.
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CHAPTER 13: ETHICS AND SOCIAL RESPONSIBILITY IN FINANCIAL

DISTRESS

13.1 Company Responsibilities

When a company faces financial distress, its responsibility is not only limited to shareholders but also to other

stakeholders, including employees, customers, creditors, and the community>33. These responsibilities include:

1.

Responsibility to Employees

Regarding the company's responsibility towards employees during the financial crisis distress, it is
important for companies to make employee welfare a top priority. In difficult situations like this,
companies must take various steps to protect the rights and welfare of their employees.

Before deciding to terminate employment (PHK), companies should consider various alternatives that
can reduce costs without having to sacrifice employees®. Some options to consider include reducing
working hours, temporarily adjusting salaries, or implementing a leave program without pay. These steps
can help companies survive without having to immediately lay off employees.

However, if layoffs are unavoidable, the company is obliged to ensure that affected employees receive
fair compensation in accordance with applicable regulations>¥. This compensation is not only in the form
of severance pay, but also adequate financial support so that employees can go through the transition
period better. In addition, companies also need to provide support in the form of job placement programs
or skills training so that employees who are laid off can more easily find new jobs and adapt to a different
work environment.

Attention to employee mental health is also critical during these difficult times. Companies should
provide resources that can help employees cope with stress and anxiety, such as counseling services or

533 SHEM and MUPA, “The Role of Stakeholder Engagement in Business Rescue: A Legal and Strategic Perspective.”
534 Sunarno et al., "Resolution of Employment Termination Disputes in the Industrial Relations Court Considering
Works Rights specifically in Relations."

535 Nugraha, Karsona, and Putri, "Company Liability Towards Workers Who Are Dismissed During the Covid-19
Pandemic as A Force Majeure Circumstance."
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wellness programs336. This will help keep employees' mental state stable despite the pressures caused by
the company's financial situation.

Company responsibilities towards employees during financial Distress not only has a positive impact on
the employees themselves, but also on the company. By showing concern for the well-being of employees,
companies can increase their loyalty and commitment. Employees who feel appreciated tend to be more
productive and make positive contributions to the company. In addition, companies that handle difficult
situations in a responsible manner are better able to maintain a positive reputation in the eyes of the
public and stakeholders. This also supports the creation of organizational stability, which is very
important in the process of recovering from financial distress.

Overall, the company's responsibility towards employees during the financial crisis distress is crucial. By
prioritizing employee well-being, considering options before laying off employees, providing fair
compensation, and supporting the transition to new jobs, companies not only protect their employees
but also strengthen the stability and sustainability of the organization>”. These actions reflect the
company's commitment to social responsibility and can bring long-term benefits to all parties involved.

2. Responsibility to Creditors

In dealing with financial distress, companies have an important responsibility to communicate
transparently with creditors regarding their financial condition and ongoing restructuring plans.>3. Clear
and open communication is essential to avoid causing uncertainty among creditors, because hiding
information or providing misleading data can actually worsen the situation. With effective
communication, companies can conduct better negotiations, explain the challenges they face, and seek
mutually beneficial agreements. This transparency also helps build trust between the company and
creditors, which is essential to gain support in the restructuring process, such as payment deferrals or
interest rate reductions.

On the contrary, companies should avoid actions that could damage relations with creditors, such as
hiding important information or delaying debt payments without notice5¥. Such actions can not only
damage the company's reputation, but also have the potential to cause legal consequences and tension in
business relationships. Creditors who feel aggrieved may take legal action or demand immediate payment,
which will certainly worsen the company's condition.

By carrying out these responsibilities propetly, companies have a greater chance of reaching a profitable
restructuring agreement>?. Maintaining relationships with creditors also supports the long-term stability
of the company, because creditors who trust the company's management are more likely to provide
support in the future, either in the form of additional financing or other facilities. In addition, companies

536 Chang, “The Impact of Employees' Health and Well-Being on Job Performance.”
537 Challoumis, “HOW ARE BUSINESSES LEVERAGING Al TO ENHANCE CASH FLOW.”
538 Fahdil et al., "Corporate Bankruptcy and Financial Restructuring."
539 Biresaw, Rahim, and Adams, “Corporate Creditors Protection Rights Worldwide: Towards a Convergence of
Strategies.”
540 Sunaryo et al., "Fundamental Principles of Risk Management in Restructuring, Reorganization, and Liquidation of
Non-Profit and Profit-Oriented Companies."
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that are transparent and responsible in communicating will build a positive reputation in the market,
which can attract new investors and increase trust from various stakeholders.

Overall, the company's responsibility towards creditors during the financial period distress is crucial. By
maintaining open and honest communication about financial conditions and restructuring plans,
companies not only maintain trust and increase negotiation opportunities, but also build a strong
foundation for future sustainability and stability>*!.

3. Responsibility to Society

Companies that have a significant impact on local communities or the environment have a major
responsibility to manage any negative impacts that may arise from financial difficulties>?, such as plant
closures or service interruptions. In dealing with such situations, companies must communicate openly
and clearly with the surrounding community about their financial condition and the steps they will take.
Information about potential closures or service reductions and the reasons behind such decisions must
be conveyed transparently so that the community can understand the ongoing situation.

Before making a major decision such as a plant closure or service interruption, companies should consider
alternatives that allow operations to continue, such as reducing working hours, adjusting production, or
working with third parties to maintain service continuity. If a closure is unavoidable, companies should
provide support to employees and their families, either through training programs to help them find new
jobs or temporary financial assistance during the transition. In addition, companies can give back to the
community by supporting social or environmental programs that aim to mitigate the negative impacts of
the closure, such as investing in skills training or local economic development343.

Well-executed social responsibility will improve the company's teputation in the eyes of the public, build
better relationships with the community, and increase customer loyalty>*. In addition, this responsible
action also helps maintain social stability in the surrounding community, as the support provided to
employees and their families can reduce social tensions that may arise from job losses. Corporate
investments in programs that support the community not only benefit the community, but also encourage
local economic growth, creating a more conducive environment for future business development.

Overall, corporate responsibility to society during times of financial hardship is critical. By responsibly
managing negative impacts, communicating clearly, and providing support to employees and
communities, companies can minimize the negative consequences of difficult situations>¥. This action
not only reflects the company's commitment to social responsibility, but also brings long-term benefits
to all parties involved.
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4. Business Continuity

Business continuity is a crucial aspect that must be a company's primary concern when facing financial
distress>#¢. Companies need to not only focus on short-term solutions to overcome current financial
problems, but also ensure that the steps taken support long-term business continuity. One important
strategy is to design a sustainable restructuring plan, which not only solves current financial problems but
also strengthens the business foundation for the future. For example, debt restructuring should be
accompanied by efforts to improve operational efficiency and reduce long-term costs to make the
company more competitive.

In addition, investment in innovation and technology is key to increasing productivity and
competitiveness of companies. By adopting innovation in business processes and products, companies
can find new opportunities in the market and create additional sources of income that help strengthen
their financial position>*’. Proactive risk management is also very important, where companies must
identify and manage various risks that can threaten business sustainability, including financial, operational
risks, as well as external factors such as regulatory changes and market conditions.

The involvement of stakeholders, such as employees, creditors and local communities, in the decision-
making process is also part of an inclusive sustainability approach>8. Transparent communication with
all stakeholders is essential to build trust and gain the support needed to navigate difficult times. In
addition, diversifying revenue sources is an effective strategy to reduce dependence on a single business
line or market, making the company more resilient to future market fluctuations.

This sustainability approach brings significant positive impacts, such as more stable and sustainable
company recovery, increased trust from investors and creditors, and long-term value creation for
shareholders, employees, and the wider community. With a strong foundation and the right strategy,
companies can also reduce the risk of bankruptcy and be better prepared to face future challenges>*.

Opverall, business continuity during financial distress is an important element that must be prioritized. By
focusing on sustainable restructuring, investing in innovation, effective risk management, and stakeholder
engagement, companies can ensure that the steps taken not only solve short-term problems, but also
support long-term growth and stability>0. This approach not only protects the company, but also
provides broad benefits to all stakeholders involved.

13.2 Ethics in Financial Decisions

Financial decisions during the financial period Distress often brings ethical dilemmas, because management must
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balance the interests of several different parties®!. The ethical principles that must be applied include:

1. Transparency

Transparency in financial communication is an important responsibility that must be carried out by
companies, especially when facing financial times. distress>2. Companies must be open and honest in
conveying financial conditions to all stakeholders, such as employees, creditors, investors, and the public.
The clarity of this information is crucial because it can influence decisions taken by various related parties.

The importance of transparency is seen in several key aspects. First, open communication helps build
trust between companies and stakeholders>>3. This trust is an important foundation for maintaining good
relationships, especially when the company is facing financial challenges. Second, clear and accurate
information prevents misinterpretation that can arise from ambiguity. If the company hides or
manipulates data, this can lead to negative speculation and damage the company's reputation. Third,
transparency supportts informed decision-making by stakeholders, because they need accurate data to
objectively evaluate risks and potential benefits.

On the other hand, there are some actions that should be avoided in order to maintain transparency.
Hiding important information, such as increasing debt or decreasing revenue, is not only unethical but
can also damage reputation and have legal consequences’>*. In addition, manipulating financial data to
show better performance than reality is a dangerous practice that violates ethical principles and can result
in legal sanctions from regulators.

The positive impact of implementing transparency is very significant. Open companies tend to get greater
support from stakeholders, including investors and creditors, who are more willing to provide additional
assistance or investment>. In addition, transparency helps create long-term stability because stakeholders
who trust the company's management will remain committed even in difficult situations. Transparency
also encourages companies to be more disciplined in financial management, because the open publication
of information motivates companies to maintain the accuracy and integrity of financial reports.

Overall, transparency in financial communication is a crucial aspect that companies must uphold,
especially during financial times. distress%. By being open and honest, companies not only build trust
with stakeholders but also create an environment that supports better decision-making. Hiding or

551 Kinni and Tiilikainen, “Complex Needs and Ethical Dilemmas—Care Managers Processing Older Clients to
Gerontological Social Work.”
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manipulating information is considered unethical and can damage a company's reputation and
sustainability. Therefore, companies must commit to maintaining transparency as part of good business
practices.

2. Justice

The company has a responsibility to ensure that every financial decision taken during the financial petiod
distress is carried out by considering the principle of justice for all stakeholders7. This justice is very
important to maintain harmonious relationships and ensure that all parties are treated fairly and equally.

The importance of fairness in financial decision-making can be seen from several aspects. First, fairness
helps avoid discrimination, for example by not giving priority to debt payments to certain creditors
without clear reasons. Such practices can cause dissatisfaction and damage relationships with other
creditors who feel neglected. Second, fairness plays a role in building trust among stakeholders. When all
parties feel treated fairly, they are more likely to provide support to the company, especially in difficult
times538. Third, fair decisions support long-term business sustainability by creating a stable and conducive
environment for growth.

On the other hand, there are some actions that should be avoided in order to maintain the principle of
justice. Giving priority without clear reasons to certain creditors can cause dissatisfaction and damage the
company's reputation®®. In addition, ignoring the interests of other stakeholders, such as employees or
local communities, in financial decision-making can have wider negative impacts. Therefore, companies
must consider all aspects and impacts of every decision taken.

The positive impact of implementing justice is very significant. When companies demonstrate a
commitment to justice, creditors and investors are more likely to provide support, either in the form of
additional financing or other facilities’0. Fairness also helps create organizational stability, because
employees who feel they are treated fairly will be more loyal and productive, which ultimately supports
the company's recovery. In addition, a company that is known as a fair and transparent entity will have a
good reputation in the market, which can attract more customers and business partners and increase
competitiveness.

Overall, fairness in financial decisions is an important aspect that companies must pay attention to,
especially during financial times. distress®!. By ensuring that all stakeholders are treated fairly and
decisions are made based on clear and transparent criteria, companies can build trust, support business

sustainability, and create a stable environment. Unfair actions can damage relationships and a company's
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reputation, so it is important to always prioritize the principle of fairness in every decision taken.

3. Accountability

Company management plays an important role in financial decision making, especially during financial
times. distress>2. They have full responsibility to be accountable for every decision made, always
considering the best interests of the company and all stakeholders, including employees, creditors, and
the surrounding community.

Management accountability is important for several key reasons. First, there is a moral and ethical
responsibility that must be upheld. Decisions made during difficult times not only impact the company’s
tinancial condition, but can also affect the lives of many people in the long term. Therefore, management
must always consider the consequences of every decision they make. Second, accountability demands
transparency in the decision-making process. Management must explain the reasons behind the decisions
they make, especially if the decisions relate to cost reductions, layoffs, or debt restructuring>®. This
transparency is very important to build and maintain trust among stakeholders. Third, accountable
management will conduct comprehensive risk management before making decisions. By understanding
the risks involved, they can make more informed decisions and minimize negative impacts in the future.

On the other hand, there are some actions that should be avoided in order to maintain the principle of
accountability. Avoiding responsibility for decisions taken can cause dissatisfaction and suspicion among
stakeholders, which ultimately damages the company's reputation and reduces the trust of investors and
creditors®4, In addition, making decisions without being supported by adequate data analysis or based on
inaccurate information can be fatal to the sustainability of the company. Therefore, management must
ensure that every decision is based on valid and relevant data.

The implementation of accountability has a significant positive impact. When management demonstrates
a responsible attitude, stakeholders tend to trust and support the decisions taken more365. This is very
important especially in times of financial distress, because support from creditors and investors can be
the key to a company's recovery. In addition, accountability helps create stability in an organization.
Employees who see that management is responsible and transparent will be more loyal and committed
to helping the company through difficult times. Furthermore, by adopting the principle of accountability,
companies can improve their long-term performance. Decisions that are made with careful consideration
and full responsibility are more likely to produce positive results for the company and all stakeholders.

Overall, management accountability is a crucial aspect in financial decision making during financial times.
distress. By taking responsibility for every decision and ensuring that the decision is made in the best
interests of the company and all stakeholders, management can build trust, improve organizational

stability, and support business sustainability. Conversely, unaccountable actions can damage the
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company's reputation and reduce support from stakeholders. Therefore, it is very important for
management to always prioritize the principle of accountability in every decision taken for a better future
for the company>.

4. Legal Compliance

All financial decisions must comply with applicable laws and regulations. Actions such as tax evasion or
asset hiding are ethical violations that can damage a company's reputation. Companies have an important
responsibility to ensure that all financial decisions they make comply with applicable laws and
regulations>¢. This legal compliance is crucial to maintain the integrity of the company while protecting
its reputation in the eyes of stakeholders.

By complying with the law, companies can avoid violations that could potentially result in serious
sanctions, such as fines or criminal charges, which are not only financially damaging but can also damage
public trust. In addition, companies that comply with the law tend to have a better reputation in the
market, thus attracting investors, customers, and business partners, and creating a stable environment for
growth508

Legal compliance also ensures business continuity by ensuring company operations run within a safe and
secure framework>®. Conversely, actions such as tax avoidance or asset hiding, while they may seem
profitable in the short term, are illegal and unethical practices that can have serious legal consequences
and damage relationships with stakeholders. Therefore, companies must be fully committed to carrying
out ethical and legal business practices in order to build trust, maintain organizational stability, and protect
future business continuity.

1 3.3 Case Study: Ethical Conflict in Handling Financial Distress

Manufacturing Company Case

A large manufacturing company is facing financial distress due to declining market demand and rising production
costs 570. Management faces an ethical dilemma when considering the following steps:

1. Mass Layoffs: A company's decision to carry out mass layoffs of 30% of its workforce as an effort to
reduce operational costs is often a step taken in a financial situation. distress’”!. However, this action has
significant implications, not only for the employees who lose their jobs, but also for the psychological
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well-being of those who remain, the company's reputation, and the stability of the organization as a
whole.

The impact of mass layoffs is very much felt on the psychological well-being of employees. Job insecurity
that arises from layoffs can cause stress and anxiety, which in turn negatively impacts the mental health
and productivity of the remaining employees®’2. In addition, layoffs without adequate compensation can
damage a company’s reputation in the eyes of the public, employees, and potential future workers.
Companies that are perceived as not caring about the welfare of their employees will have difficulty
attracting new talent and maintaining stakeholder trust. The social and economic impacts of mass layoffs
cannot be ignored, especially if the company is a major employer in the local community. Large-scale job

closures can worsen local economic conditions and increase unemployment rates.

In facing this situation, companies have a great responsibility to act ethically and responsibly>7. First,
companies are required to provide adequate compensation to employees affected by layoffs, which is not
only a legal obligation but also reflects the company's moral responsibility. Second, companies should
provide transition support, such as reskilling programs and job placement assistance, to help employees
face the challenges of the new job market. Third, transparent and open communication about the reasons
and processes of layoffs is essential to reduce uncertainty and increase understanding among employees.
Finally, before making a decision to lay off employees, companies should consider other alternatives to
reduce operational costs, such as reducing working hours, temporary salary adjustments, or unpaid leave
programs, so that the negative impact on employees can be minimized.

Opverall, although mass layoffs are often a difficult step, they are necessary in financial conditions. distress,
companies must ensure that decisions are made with full consideration of employee well-being and the
impact on the community. By providing adequate compensation, providing transition support, and
implementing transparent communication, companies can better manage the negative impacts of
layoffs3. This responsible attitude not only helps maintain the company's reputation, but also creates a

healthier and more sustainable environment for future recovery.

Postponement of Creditor Payments: Management decisions to postpone payments to small creditors in
order to fulfill obligations to large creditors are often taken in financial situations. distress 575 However,
this step can be considered unfair, especially by small creditors who rely heavily on timely payments to
keep their businesses going. Such payment delays not only create tensions among creditors, but can also
damage the company's reputation. Small creditors who experience payment delays are at risk of facing
serious financial difficulties, even bankruptcy, due to their limited resources. In addition, this unfair
treatment creates a perception of discrimination that is contrary to the principle of fairness in managing
corporate debt. Another negative impact is the potential for legal action from small creditors who feel
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disadvantaged, who can file objections or request court intervention in the bankruptcy process or
Suspension of Debt Payment Obligations (PKPU). Therefore, companies have a responsibility to ensure
that debt payment decisions are made fairly and transparently, with clear reasons such as legal regulations
or business urgency. Management must also communicate openly with all creditors regarding the reasons
behind payment delays to reduce tensions and increase understanding. In addition, companies should
seek alternative solutions, such as renegotiating with large creditors so that payment deadlines can be
extended, so that small creditors continue to receive timely payments. If the company is undergoing
PKPU or bankruptcy proceedings, all payment decisions must comply with applicable legal regulations,
with supetvision from the court and curator to protect creditors' rights. By implementing the principles
of fairness, transparency, and legal compliance, companies can reduce the negative impact of payment
delays to small creditors, maintain good relations with all creditors, and support future business
sustainability.

3. Financial Report Manipulation: Management's decision to manipulate financial reports in order to attract
new investors is not only unethical, but also illegal>’s. This practice involves presenting financial
information that is not in accordance with the actual conditions, such as overstating revenues or hiding
losses. Manipulating financial statements can misrepresent investors, damage trust, and potentially result
in serious legal consequences.

The motivation behind financial statement manipulation is usually rooted in a few key things57". First,
companies want to attract new investors by creating the impression that their performance is better than
reality. This aims to increase investment interest and obtain fresh capital. Second, management often
faces pressure to meet certain performance targets, especially if their compensation is dependent on
achieving these targets. This pressure can drive them to “cook the books” in order to meet expectations.
Third, manipulation is also carried out to avoid negative impacts such as falling stock prices or loss of
market confidence. However, this action only provides a temporary solution and can actually worsen the
situation in the future.

The impact of financial report manipulation is very detrimental to various parties. Investors who make
decisions based on manipulated reports risk significant financial losses, because they may buy stocks at
too high a price or invest in companies that are actually financially unhealthy. In addition, when
manipulation is revealed, the company's reputation will be severely damaged, which can result in a loss
of trust from investors, customers, and business partners. A famous example is the Enron scandal that
led to the total collapse of the company. Legally, financial statement manipulation is a form of accounting
fraud that can result in severe sanctions, including large fines and criminal charges against the
management involved. The long-term impact is also very serious, because companies involved in such
scandals often lose access to capital markets and face difficulties in rebuilding stakeholder trust.

To prevent manipulation practices, companies have a big responsibility in implementing transparency
and accountability. Financial reports must be prepared honestly and accurately, providing a true picture
of the company's financial condition. The implementation of strong internal controls is essential,
including independent internal audits and the application of strict accounting standards, to prevent
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manipulation®. In addition, companies need to provide education and training to employees and
management on the importance of ethics in financial reporting, so that a culture of integrity can grow
throughout the organization. Compliance with applicable regulations and accounting standards, such as
Sarbanes-Oxley Act in the United States, must also be strictly enforced to prevent accounting fraud.

Opverall, financial statement manipulation is an act that not only violates ethics, but also carries legal
consequences and damages the company's reputation. Although it may provide short-term benefits, the
long-term impact is much more detrimental. Therefore, companies must commit to transparency,
accountability, and regulatory compliance to protect the interests of all stakeholders and ensure business
sustainability in the future>™.

Impact and Lessons:

The decision to manipulate financial reports to attract new investors is an action that not only violates
ethics, but also has serious consequences for the company®. The impact of this unethical decision is
very broad and negatively affects various aspects of the company. One of the main impacts is the damage
to the company's reputation. When financial statement manipulation is revealed, the company will lose
the trust of employees, creditors, investors, and the wider community. This damaged reputation can lead
to decreased customer loyalty, difficulty in recruiting qualified workers, and increased borrowing costs
due to the higher risk perceived by lenders.

In addition, these unethical decisions also cause loss of trust from stakeholders, including investors and
creditors. When they find out that the company is not transparent and dishonest, they tend to withdraw
their support and investment. This certainly worsens the company's financial condition and hinders
efforts to get out of the financial crisis. distress. Equally important, financial statement manipulation is a
form of accounting fraud that can lead to serious legal consequences, such as large fines and criminal
charges against the management involved. The company is also at risk of facing lawsuits from investors
who feel disadvantaged by misleading information. The long-term impact of this unethical decision is
also very detrimental to the overall value of the company. Reputational crises and loss of trust can reduce
sales, increase the cost of managing the crisis, and slow down efforts to restore reputation, so that the
company's financial health is disrupted in the long term38!.

From this case, there are several important lessons that can be learned. First, transparency in financial
reporting is the main key to building and maintaining trust with all stakeholders. Companies must ensure
that financial reports reflect the actual conditions and comply with applicable accounting standards. 582.
Second, fairness in decision making must be a priority, especially during times of financial crisis. distress.
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Prioritizing fairness helps maintain good relations with all stakeholders and supports business
sustainability. Third, management must be responsible for every decision taken, ensuring that the decision
is made in the best interests of the company and all stakeholders. This accountability reflects the
company's integrity and commitment to business ethics.

In addition, the application of the Good Corporate Governance principle Corporate Governance (GCG)
such as transparency, accountability, and fairness must be carried out consistently to prevent violations
of business ethics. GCG helps create good corporate governance and supports business sustainability.
Finally, it is important for companies to provide education and training on business ethics to employees
and management. This education can help build a culture of integrity throughout the organization and
prevent future ethical violations.

In conclusion, unethical decisions such as financial report manipulation can have very detrimental
impacts on a company, ranging from reputation damage, loss of stakeholder trust, to serious legal
consequences3. This case underscores the importance of transparency, fairness, and accountability in
decision-making, especially during times of financial distress. By applying the principles of Good
Corporate Governance and commitment to business ethics, companies can build trust, protect
reputation, and support future business sustainability.

13.4 Alternatives Solution: Ethical Approach in Corporate Restructuring

An ethical approach to corporate restructuring can help restore stakeholder trust and support business

sustainability4. Some steps that can be taken include:

Transparent Communication

Companies facing financial challenges and deciding to restructure must prioritize transparent
communication to all stakeholders®>. Open communication regarding financial conditions and
restructuring plans is essential as it is key to building trust and minimizing potential conflicts that may
arise during the process.

Transparent communication helps build trust among employees, creditors, investors and other
stakeholders. When a company honestly communicates the conditions and steps it will take, it creates a
sense of security and confidence that the company is committed to addressing issues in a responsible
manner. This trust is very important to maintain harmonious relationships and get the necessary support
during difficult times.

Additionally, clear and open communication can reduce the uncertainty that often accompanies the
restructuring process38¢. Uncertainty can create anxiety and instability among stakeholders. By providing
complete and timely information, companies help all parties understand the reasons behind decisions

583 Bindel, “Impact of Unethical Behavior on Corporate Reputation and Shareholder Value of Listed Companies.”
584 Malapur, “Corporate Social Responsibility Integration In Corporate Restructuring: A Pathway To Sustainable

Growth.”

585 Stoiber et al., “Open Strategy as Turnaround: The Impact of Openness in Restructuring Under Financial Distress.”
58 Stoiber et al., “Open Strategy as Turnaround: The Impact of Openness in Restructuring Under Financial Distress.”
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taken and the steps to be taken, so they are better prepared to accept change and adapt to new situations.

Effective communication also plays a role in preventing conflict. Without adequate information, rumors
and speculation can develop, potentially causing tension and disputes among stakeholders>®”. By
providing accurate and timely information, companies can avoid unnecessary dissatisfaction and maintain
a conducive atmosphere during the restructuring process.

Furthermore, transparent communication is essential to gain support from stakeholders. When
employees and creditors feel involved and understand the goals of the restructuring, they are more likely
to provide the support needed for the plan to succeed.’®. This support is invaluable in ensuring the
smooth running of the process and the long-term success of the company.

To achieve effective communication, companies need to develop a clear communication plan. This plan
should include who will be responsible for delivering the information, what the message will be, and
when and through what channels the information will be delivered. Various communication channels
such as face-to-face meetings, emails, and official announcements should be utilized so that the message
is delivered properly.

Stakeholder engagement is also an important strategy in communication. By holding Q&A sessions or
discussion forums, companies provide opportunities for stakeholders to ask questions and provide
input®. This not only increases the sense of ownership, but also helps the company understand their
concerns and needs.

Transparency in the information provided must be strictly maintained. Companies must be willing to
discuss the challenges they face and the steps they will take to address them, including the risks that may
arise5%. This open attitude shows the company's commitment to honesty and responsibility.

After the communication is done, the company must also be ready to receive feedback from stakeholders.
This feedback is very valuable to assess how the restructuring plan is received and whether there are
aspects that need to be adjusted to make the process more effective®!.

In conclusion, transparent communication is a crucial element in the corporate restructuring process. By
communicating financial conditions and restructuring plans openly to all stakeholders, companies can
build trust, reduce uncertainty, and prevent conflict. An effective communication strategy will help
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58 |shola, Odunaiya, and Soyombo, “Stakeholder Communication Framework for Successful Implementation of
Community-Based Renewable Energy Projects.”
5% Kshetri et al., “CryptoRAN: A Review on Cryptojacking and Ransomware Attacks Wrt Banking Industry-Threats,
Challenges, & Problems.”
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companies gain the support they need to navigate difficult times and achieve long-term goals successfully.

2. Involving Stakeholders in Decisions

Company management has an important responsibility to involve various stakeholders, such as
employees, creditors, and other affected parties, in the decision-making process, especially during times
of financial distress. distress 2. This approach not only helps to create more inclusive and effective
solutions, but also plays a role in building trust and reducing the potential for conflict that may arise.

Engaging stakeholders has many benefits. First, it improves the quality of decisions because companies
can gain broader perspectives and creative ideas for addressing problems. For example, employees can
provide input on alternative solutions to layoffs, such as reduced hours or temporary benefit cuts>*.
Thus, the decisions taken become more mature and consider various aspects that might be missed if only
taken unilaterally.

In addition, stakeholder involvement also helps build trust and support. When stakeholders feel involved
in the decision-making process, they are more likely to accept and support the decision, even if it is a
difficult one®*. This creates a sense of shared ownership of the solutions taken, so that decision
implementation becomes smoother and with minimal resistance.

Involving stakeholders is also effective in reducing conflict. Open discussions allow for transparent
communication and active participation, which can prevent misunderstandings and negative speculations
that are often sources of tension. Thus, the potential for conflict arising from controversial decisions can
be minimized.

In addition to internal aspects, companies also have a social responsibility to consider the impact of their
decisions on all parties involved. Through stakeholder engagement, companies demonstrate their
commitment to the principles of fairness and accountability, which are essential to maintaining a good
reputation and relationship with the community and the market>%.

To carry out this engagement effectively, companies can implement several strategies>. First, hold open
discussions and consultations with employees, creditors, and other affected parties. For example, invite
employees to discuss options such as reducing working hours or taking unpaid leave as an alternative to
layoffs. Second, management must provide clear and accurate information about the company's financial
condition and the reasons behind the decisions taken, so that stakeholders can understand the situation
as a whole and provide relevant input.
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Next, the company can form a representative team consisting of various stakeholders to participate in
the decision-making process. This team serves as a communication bridge that conveys the views and
interests of each party. This collaborative approach allows all parties to work together to find mutually
beneficial solutions, creating a sense of togetherness, and strengthening the relationship between the
company and stakeholders.

In conclusion, involving stakeholders in the decision-making process is a crucial step to create inclusive
and equitable solutions during financial crisis. distress. By listening to input from employees, creditors,
and other affected patties, companies not only improve the quality of decisions and build trust, but also
reduce the potential for conflict®’. This approach not only helps companies overcome current challenges,
but also strengthens long-term relationships with all stakeholders, which is critical to future business
sustainability.

3. Fair Compensation

Companies that have to take difficult steps such as layoffs have a big responsibility to provide fair
compensation to affected employeess. This compensation is not only in the form of severance pay, but
also includes additional support such as retraining and career transition assistance. This approach shows
the company's commitment to employee well-being and helps them adapt to changing situations.

Providing fair compensation is a form of appreciation for employees' contributions while they work at
the company®?. This creates a sense of respect and recognition for their dedication, even if the
employment relationship must end. In addition, fair compensation also plays an important role in
preventing dissatisfaction and potential conflict. When employees feel they are being treated fairly, they
are more likely to accept the decision to terminate employment and avoid potential legal disputes or
damage to the company's reputation.

Support for career transitions is also an important part of fair compensation. Companies can provide
retraining or job placement assistance programs that help employees improve their skills and prepare for
a new job®, This step facilitates the process of adapting employees to the next phase of their career and
shows the company's concern for their future.

By law, in many countries including Indonesia, companies are required to provide certain compensation
to employees who are laid off®!. These obligations include severance pay calculated based on length of
service, length of service awards, and compensation for rights that have not been taken such as leave or
return costs to the place of origin. Complying with these obligations is not only legally important, but
also reflects the ethics and social responsibility of the company.
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Fair compensation consists of several main components. First, severance pay, the amount of which is
usually adjusted according to the employee's length of service. For example, employees who have worked
for less than one year are entitled to one month's salary, while those who have worked for more than
eight yeats can receive up to nine times their monthly salary. Second, long-service bonus money given as
a form of appreciation for employee loyalty while working for the company. Third, compensation money
that covers employee rights that have not been used, such as annual leave or travel expenses home.
Finally, training and transition supportt that helps employees prepare for the next career challenge.

In conclusion, fair compensation is a crucial aspect of the layoff process that companies must pay
attention to. By providing appropriate severance pay, long-service awards, and support for career
transitions, companies not only fulfill their legal obligations but also demonstrate social and ethical
responsibility%02. This approach helps maintain the company's reputation and creates a better working

environment, even in difficult situations.

Developing a Sustainability Plan

Developing a sustainability plan in the corporate restructuring process is an important step that not only
aims to address short-term financial challenges, but also ensures long-term business continuity®’?. This
plan must consider social, environmental and economic impacts so that the company can survive and
thrive in the future. One key strategy is to invest in green technologies that can improve operational

efficiency while meeting sustainability demands.

The importance of sustainability planning in restructuring is very diverse. First, companies that integrate
sustainability aspects have a greater chance of attracting investors and business partners, especially since
many investors currently value Environmental, Social, and Governance (ESG) in investment decision
making. Thus, commitment to sustainability provides a competitive advantage in the market. In addition,
companies must also comply with increasingly stringent regulations related to sustainability, such as the
EU Green Deal and Sustainable Finance Disclosure Regulation (SFDR)%4. Complying with these
regulations not only maintains legal compliance, but also enhances the company's reputation in the eyes
of stakeholders.

On the operational side, investments in green technologies and sustainable business practices help reduce
costs, such as energy consumption, and avoid risks related to climate change and resource scarcity. In
addition to environmental aspects, sustainability plans should also include social impacts, such as the
well-being of employees and local communities®>. For example, companies can provide retraining for
employees affected by restructuring so they can adapt to the changes.

To develop an effective sustainability plan, companies need to integrate sustainability into their overall

business strategy. This includes investing in green technologies, increasing energy efficiency, and better
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waste management. In addition, involving stakeholders such as employees, creditors, and local
communities is essential so that the plan reflects the needs and expectations of all parties involvedo®.
Companies can also use green funding instruments, such as Green Bonds or Green Loans, to support
sustainable projects. This funding not only helps achieve sustainability goals but also attracts investors

who focus on ESG aspects.

Setting realistic and measurable sustainability goals is essential. These goals must be specific, achievable,
relevant, and have a clear time limit, for example a target of reducing carbon emissions by 30% in the
next five years. Furthermore, companies must regularly monitor and report on progress towards
achieving these goals. Transparency in reporting helps build trust with stakeholders while ensuring
accountability®’.

In practice, companies can implement sustainability plans through several concrete steps. For example,
adopting energy-efficient technology or switching to renewable energy sources to reduce carbon
footprints. In addition, restructuring the business portfolio by selling unsustainable units and shifting
focus to more environmentally friendly products or services is also an effective strategy®®s. Employee
retraining to supportt the transition to a more sustainable business model is also an important part of this

implementation.

Overall, developing a sustainability plan in corporate restructuring is a very important strategic step to
ensure long-term business continuity and growth. By considering social, environmental and economic
impacts, companies not only increase their competitiveness and comply with regulations, but also attract
investors who care about sustainability. Through investment in green technology, green financing and
stakeholder engagement, companies can achieve sustainability goals while creating added value for all
parties involved®®,

5. Consultation with a Business Ethics Expert

When facing financial challenges, companies can take proactive steps by consulting business ethics
experts. 610. This step aims to ensure that every decision taken during the financial period distress
remains in accordance with applicable ethical principles. Such consultations not only help companies
make better and more responsible decisions, but also strengthen their commitment to social responsibility
and business sustainability.

The importance of consulting with a business ethics expert is enormous. First, these experts can provide

guidance on the application of ethical principles such as integrity, fairness, transparency, and social
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responsibilitys!!. All of these aspects are essential to maintaining a company's reputation while building
trust with stakeholders. In addition, by gaining perspective from ethics experts, companies can identify
potential risks of ethical violations before decisions are made, thus preventing scandals or detrimental
legal issues.

Furthermore, business ethicists can help management evaluate the vatious options and consequences of
each decision taken. By considering social and environmental impacts, companies can make more
sustainable and responsible choices®'2. This consultation also plays an important role in building a strong
ethical culture within the organization, for example through training employees on the importance of
ethics in business and how to apply it in everyday work.

To maximize the benefits of this consultation, companies can implement several strategies. One is to
hold regular consultation sessions with a business ethicist to discuss challenges faced and get input on
decisions to be made. In addition, training and workshops led by ethicists can improve employee
understanding of ethical principles and their application. Ethicists can also assist in the development or
updating of a company ethics policy, which includes clear guidelines on expected behavior in the face of
conflicts of interest or other ethical challenges. Once decisions are implemented, evaluation and feedback
from ethicists can provide valuable insights for future improvements®!3.

In conclusion, consulting with a business ethics expert is a crucial step for companies facing financial
difficulties®'*. Through the involvement of ethics experts, companies can ensure that decisions taken
remain based on strong ethical principles, prevent violations, improve the quality of business decisions,
and build a strong ethical culture. Thus, companies can operate more responsibly and sustainably,
maintain stakeholder trust, and support long-term sustainability.

By implementing an ethical approach, companies can minimize the negative financial impacts. distress to various
stakeholders, such as employees, customers, suppliers, and the surrounding communityS!>. This approach includes
transparency in communication, fairness in decision-making, and consistent social responsibility. In addition to
helping the company's recovery and growth process in the future, the ethical approach also maintains and
strengthens the company's reputation as a socially and ethically responsible organization, which ultimately
increases trust from stakeholders.
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CHAPTER 14: CONCLUSIONS AND RECOMMENDATIONS

14.1 Main Summary

In addressing financial distress, companies across various sectors must recognize that this challenge affects not
only their financial performance but also their reputation and relationships with stakeholders. Through
comprehensive analysis, we have identified several key factors contributing to financial distress, including shifts
in consumer behavior, failure to adapt to technological advancements, and ineffective debt management. A range
of solutions has been explored, encompassing government policies, international best practices, and corporate
social responsibility initiatives, all aimed at mitigating these issues.

Moreover, the importance of ethics in decision-making during times of financial distress is strongly emphasized.
Companies must carefully consider the impact of their decisions on all stakeholders. By adopting an ethical and
responsible approach, organizations can rebuild trust and establish a solid foundation for recovery.

14.2 Recommendations for Lecturers, Researchers, and Practitioners Finance

1. Lecturers: Incorporate real case studies into the cuttriculum to enhance students' understanding of the
challenges and solutions related to financial distress. Additionally, discussions on ethics and social
responsibility within a financial context should be integrated into the learning process.

2. Researchers: Pursue further research on the role of emerging technologies, such as artificial intelligence
and big data, in detecting and preventing financial distress. Such research can contribute to the
development of more accurate and contextually relevant predictive models aligned with current market
conditions.

3. Financial Practitioners: Uphold ethical principles in financial decision-making and maintain transparent
communication with all stakeholders. Furthermore, it is essential to formulate sustainability plans that
address the social and environmental consequences of business decisions.

14.3 Case Study: Reflection on Previous Case Studies

A case study of a retail company facing financial distress due to shifts in consumer behavior offers valuable
insights into the critical role of adaptation and innovation. Companies that successfully navigate such crises are
those that effectively restructure their debt, invest in digital technologies, and maintain transparent
communication with both employees and creditors. This analysis highlights that overcoming financial distress
largely depends on a company’s capacity to adapt to change and uphold ethical decision-making.

14.4 Alternatives Solution: Practical Steps for Prevent Financial Distress in the Future
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1. Developing a Risk Management Plan: Companies must establish a comprehensive risk management plan
to proactively identify and mitigate potential financial risks before they escalate into major issues.

2. Diversifying Revenue Sources: Expanding product or service offerings and exploring new markets can
reduce a company’s reliance on a single revenue stream, thereby enhancing financial stability.

3. Investing in Technology: Embracing new technologies to boost operational efficiency and gain deeper
insights into consumer behavior enables companies to remain competitive in dynamic market
environments.

4.  Employee Training and Development: Equipping employees with training in financial management and
adaptability to market changes strengthens a company’s capacity to navigate challenging situations.

5. Collaboration with Stakeholders: Cultivating strong relationships with creditors, suppliers, and local
communities is essential for securing support during periods of financial difficulty.

By consistently and strategically implementing these measures, companies can enhance their resilience against
financial risks. These steps not only facilitate effective risk management and capital structure optimization but
also improve operational efficiency. Moreover, adopting the right strategies ensures long-term business
sustainability, enabling companies to stay competitive and responsive to evolving market conditions.
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[y References and Further Reading

To deepen the understanding of financial distress and financial management, we recommend several further
readings that cover theoretical foundations, practical applications, and case studies across various sectors. These
resources can serve as valuable tools for lecturers, researchers, and financial practitioners seeking to develop better
insights and strategies to address financial challenges effectively.

@© Closing Remarks and Hopes

We hope that this work will make a positive contribution to the advancement of knowledge and practice in the
field of finance. Moreover, we aspire that it will assist companies in managing financial risks more effectively,
thereby supporting their sustainability and growth in an increasingly complex economic environment.
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GLOSSARY

Assets: Anything a company owns that has economic value, including property, equipment, and cash.
Liquid Assets: Assets that can be easily converted into cash without losing value.

Financial Ratio Analysis: A method of evaluating a company's financial performance through the relationship
of numbers in financial statements.

Cash Flow: The movement of money in and out of a company.

Operating Cash Flow: Cash generated from the company's primary activities in generating revenue.
Intangible Assets: Non-physical assets such as copyrights, trademarks, and goodwill.

Fixed Assets: Long-term assets used in a company's operations, such as buildings and machinery.
Current Assets: Assets that can be used or converted into cash within one year.

SWOT Analysis: A strategic tool used to identify a company's strengths, weaknesses, opportunities, and
threats.

Accrual: An accounting concept that records revenue and expenses when they occur, not when the money is
received or paid.

Operating Expenses: Expenses associated with the day-to-day running of the business.

Bankruptcy: The legal status when a company is unable to pay its financial obligations.

Break -Even Point: The point at which revenue equals costs, so there is no profit or loss.

Depreciation Expense: Reduction in the value of a fixed asset over time due to wear and tear or obsolescence.
Fixed Costs: Costs that do not change with production volume, such as rent or fixed salaries.

Variable Costs: Costs that change with changes in the level of production or sales.
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Debt Interest: The burden that must be paid on loans owned by the company.
Budget: A financial plan that details expenses and income for a specific period.

Balance Sheet (Balance Sheet): A financial report that shows a company's assets, liabilities, and equity at a
specific point in time.

Business Continuity Plan: A strategic plan designed to maintain business continuity during or after a crisis.
Cash Flow (Cash Flow): The movement of money in and out of the company.
Crisis Management: The process of handling a crisis situation to minimize its impact on the company.

Cost of Goods Sold (COGS): Direct costs associated with the production of goods or services that a company
sells.

Collateral: An asset used to secure a loan.

Contingency Plan: An emergency plan prepared to deal with unexpected situations.

Corporate Governance: A company management system to ensure transparency and accountability.
Capital Expenditure (CapEx): Expenditure for purchasing fixed assets or long-term investments.
Credit Risk: The risk that the borrower will not repay the debt.

Cost Benefit Analysis: Evaluate whether the benefits of a decision outweigh the costs.

Cash Burn Rate: The speed at which a company burns through cash over a given period of time.

Debt - to -Equity Ratio (Debt to Equity Ratio): A ratio that measures the proportion of debt to a company's
equity.

Due Diligence: The process of thoroughly investigating a company before an investment or acquisition.
Default: Inability to meet debt payment obligations.

Diversification: A strategy to reduce risk by spreading investments across various assets or sectors.
Dividend Payout Ratio: The percentage of net income distributed to shareholders as dividends.
Discount Rate: The interest rate used to calculate the present value of future cash flows.

Depreciation: The process of allocating the cost of a fixed asset over its useful life.

Debt Restructuring: The process of renegotiating the terms and conditions of a debt to ease the financial
burden.

Share Dilution: A decrease in the percentage of share ownership due to the issuance of new shares.
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Downsizing: The process of reducing the size of an organization, including reducing the number of
employees.

Earnings Before Interest and Taxes (EBIT): The company's earnings before interest and taxes.
Earnings Per Share (EPS): Net profit generated per share.

Economic Downturn: A significant decline in economic activity over a period of time.

Equity Financing: Funding obtained by selling company shares.

Expense Ratio: The percentage of operating expenses to total revenue.

Economic Value Added (EVA): A measure of financial performance that calculates profits after accounting
for the cost of capital.

Efficient Market Hypothesis: The theory that market prices reflect all available information.

Exit Strategy: A plan to exit an investment or business in a profitable manner.

Earnings Management: Efforts to manipulate financial reports to achieve certain targets.

Enterprise Value (EV): Total market value of the company, including debt and equity.

Financial Analyst: A professional who analyzes financial data to provide investment recommendations.

Financial Statement: A document that desctibes a company's financial performance, including balance sheets,
income statements, and cash flow statements.

Financial Modeling: The process of creating a mathematical representation of a financial situation for analysis
and planning.

Fixed Costs: Costs that do not change regardless of production volume.

Forecasting: The process of predicting future performance based on historical data and trend analysis.
Funding Gap: Shortage of funds needed to finance a particular operation or project.

Fiduciary Duty: A legal obligation to act in the best interests of another party, such as a shareholder.
Financial Crisis: A situation in which a country's or global financial system experiences significant failure.
Futures Contract: An agreement to buy or sell an asset at a predetermined price in the future.

Franchise: A business system in which one party (the franchisor) grants the right to another party (the
franchisee) to sell products or services.

Gross Profit: Total revenue minus cost of goods sold.
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Goodwill: The added value of reputation, brand, or customer relationships that cannot be physically
measured.

Gearing Ratio: A ratio that measures the proportion of debt to equity of a company.
Growth Rate: The percentage increase in revenue or profit from one period to the next.
Grants: Funds provided by the government or other institutions that do not need to be repaid.

Hedge Fund: A collection of investment funds that are professionally managed and usually have a complex

investment strategy.

Holding Company: A company that owns shares in other companies to control policies and management.
Human Capital: The value generated by employees' knowledge, skills, and experience.

High Yield Bonds: Bonds that offer higher interest rates than regular bonds with higher risk.

Hedging: A strategy to protect investments from the risk of loss.

Income Statement (Profit and Loss Report): A document that shows a company's revenue, expenses, and
profits over a specific period.

Inflation: A general increase in the prices of goods and services in the market.

Insolvency: A condition in which a company is unable to meet its financial obligations.

Investment Risk: The risk of losing some or all of an investment.

Interest Rate: The percentage cost of borrowing money or return on investment.

Intangible Assets: Assets that do not have a physical form but have value, such as patents and trademarks.

Internal Rate of Return (IRR): The expected rate of return on an investment that makes the net present value

equal to zero.

Inventory: Stock of goods owned by a company for sale or use in production.

Initial Public Offering (IPO): The process by which a company first sells shares to the public to raise funds.
Stock Price Index: An index that reflects the performance of a group of stocks in the market.

Joint Venture: A company formed by two or more parties for a specific business purpose.

Just -in- Time (JIT): An inventory management method that reduces costs by producing products only when
they are needed.

Key Performance Indicators (KPI): Metrics used to evaluate an organization's success in achieving its goals.
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Short-Term Liabilities: Liabilities that must be paid within one year.

Long-Term Liabilities: Liabilities due in more than one year.

Monetary Policy: Actions taken by a central bank to control the money supply and interest rates.

Fiscal Policy: Government spending and tax decisions that affect the economy.

Leveraged Buyout (LBO): Acquisition of a company using large amounts of debt to finance the purchase.
Liquidity: The company's ability to meet its financial obligations as they fall due.

Long-Term Debt: Debt that must be paid off after a period of more than one year.

Cash Flow Statement: A document that shows the cash inflows and outflows of a company during a specific

period.
Net Profit: Total revenue minus all expenses, including taxes and interest.

Market Capitalization: The total value of all of a company's outstanding shares calculated by multiplying the
number of shares by the price per share.

Market Risk: Risk associated with market price fluctuations that may affect investments.

Mergers and Acquisitions (M&A): The process of merging two or more companies or the acquisition of one

company by another.

Margin: The difference between the revenue and costs generated from a transaction.

Mutual Fund: A collection of funds from many investors managed to purchase securities.

Net Asset Value (NAV): Total value of assets minus liabilities, often used in the context of investment funds.
Non- Performing Loan (NPL): A loan that does not generate interest or principal payments on schedule.
Balance Sheet: A financial statement that shows a company's financial position at a specific point in time.

Operation Income: Revenue generated from a company's primary operations before non-operational

expenses.

Operation Expenses: Costs associated with day-to-day operational activities.

Option: A contract that gives the right (but not the obligation) to buy or sell an asset at a certain price.
Depreciation: Allocation of the cost of a fixed asset over its useful life.

Profit Margin: A ratio that shows how much of each dollar of revenue is profit.

Private Equity: Capital invested in companies that are not listed on the stock exchange.
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Public Offering: Offering shares to the public through the capital market.

Return on Investment (ROI): A ratio that measures the return on an investment relative to the cost of the
investment.

Debt Settlement: The process of paying off existing debt, either in patt or in full.
Portfolio: A collection of investments owned by an individual or company.

Internal Control: Processes and procedures implemented to ensure the accuracy of financial reporting and
compliance with laws.

Stock Issuance: The process of selling new shares to raise capital.

Tax: An obligation imposed by the government on individuals or companies.

Liquidity Ratio: A measure of a company's ability to meet short-term obligations.

Profitability Ratio: A measure that shows how efficient a company is in generating profits.

Debt Ratio: A ratio that measures the proportion of debt to a company's total assets.

Return on Equity (ROE): A ratio that measures the profit generated from shareholders' capital.
Return on Assets (ROA): A ratio that shows how efficiently a company uses its assets to generate profits.
Risk Management: The process of recognizing, evaluating, and managing risks.

Royalties: Payments made to copyright or patent owners for use of their work.

Shareholder: An individual or entity that owns shares in a company.

Stock Market: The market where company shares are traded.

Solvency: The company's ability to meet its long-term obligations.

Strategic Planning: The process of formulating the company's long-term vision, mission and goals.
Human Resources (HR): Aspects related to employee management in an organization.

Surplus: A situation where income exceeds expenses.

Shares: Certificates of ownership in a company that entitle the holder to receive dividends and voting rights
at shareholder meetings.

Preferred Stock: A type of stock that entitles its holder to receive dividends before common stockholders
and often has other privileges.

Common Stock: A type of stock that gives its holder voting rights at shareholder meetings, but dividends

203



UNDERSTANDING FINANCIAL DISTRESS: KEY CAUSES, SIGNIFICANT IMPACTS, AND STRATEGIC SOLUTIONS
FOR RECOVERY

are paid after preferred stockholdets.

Interest Rate: The cost of borrowing money, expressed as a percentage of the loan amount.

Syndicate: A group of investors or institutions that come together to invest funds in a particular project.
Growth Strategy: A plan to increase a company's revenue and market share.

Stress Testing: A method for testing a company's resilience to extreme economic conditions.

Management Information System: A system that collects, stores, and analyzes data to assist management

in decision making.

Financial Resources: Funds available to a company for use in operations and investments.
Tangible Assets: Physical assets that have a tangible form, such as property and equipment.
Marketing Tactics: Specific strategies used to achieve marketing objectives.

Rate of Return: The percentage of profit earned from an investment.

Market Trend: The general movement seen in market data over a specified period.
Recovery Actions: Steps taken to recover a company from a financially distressed condition. distress.
Debt: Financial obligations that must be paid by a company to other parties.

Down Payment: Initial payment made before full settlement of the transaction.

Economic Unit: A measure used to analyze the financial performance of a business unit.
Feasibility Test: Analysis conducted to determine the feasibility of a project or investment.
Valuation: The process of determining the value of a company or asset.

Volatility: The degree of price fluctuation of an asset over a given time period.

Venture Capital: Capital invested in new companies or startups that are high risk with great growth
potential.

Yield: Income generated from an investment, expressed as a percentage of the investment value.
Yardstick: A tool or method used to measure company performance or comparison.

Foundation: A non-profit organization established for social, educational purposes.
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inspiration to his students and colleagues. He remains committed to continuous self-development and to
advancing the fields of science and management practices in Indonesia.
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Lecturer and Researcher at Open University

Prof. Dr. Etty Puji Lestari, M.Si,, is a distinguished academic and researcher
currently serving as a lecturer at Universitas Terbuka (UT). She holds a Master
of Science (M.Sc.) and a Doctorate (Dr.) in social sciences and management,
which have provided her with comprehensive expertise and deep knowledge in
her field.

As a professor, Prof. Etty is dedicated to delivering high-quality education and
fostering innovation in the learning process. She teaches a wide range of courses
at both undergraduate and postgraduate levels, focusing on management,
organizational development, and human behavior within business contexts. Her
interactive and research-driven teaching methods make her classes engaging,
relevant, and impactful for students.

Prof. Etty is also an active researcher with numerous publications in both
national and international journals. Her research interests span managerial innovation, organizational strategy, and
change management. Her scholarly work has significantly contributed to the advancement of knowledge,
particularly in the areas of distance education and digital-era learning.

Beyond her academic and research roles, Prof. Dr. Etty Puji Lestari is deeply involved in community setrvice
initiatives. She actively works to enhance community capacity through training programs and workshops,
facilitating the development of skills and knowledge that bridge theory and practice. Her commitment to these
activities reflects her dedication to creating a positive societal impact.

With her strong dedication to education and research, Prof. Dr. Etty Puji Lestari continues to contribute
meaningfully to the development of science and education in Indonesia, inspiring many students and colleagues
at Universitas Terbuka.
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Lecturer and Researcher at BPD University (STIE BPD Central Java)

Dr. Siti Puryandani is an academic and researcher at BPD University (STIE BPD
Central Java). She holds a Doctorate degree in economics, reflecting her strong
commitment to advancing science and higher education in Indonesia.

As alecturer, Dr. Siti Puryandani teaches a variety of courses at both undergraduate
and postgraduate levels, focusing on economics, management, and public policy.
Her innovative, research-based teaching methods enhance the effectiveness and
engagement of the learning process, encouraging active student participation.

Dr. Siti is an active researcher with numerous publications in national and
international journals. Her research covers a broad spectrum of topics, including

economic policy analysis, financial management, and human resource
development. Her work has made significant contributions to the field of economics and has provided valuable
insights for business practices and public policy in Indonesia.

In addition to her academic and research activities, Dr. Siti Puryandani is deeply involved in community service
programs. She is dedicated to improving community welfare through training sessions and seminars aimed at
enhancing knowledge and skills in economics and management.

With her high dedication and passion for education and research, Dr. Siti Puryandani continues to make positive
contributions to her students and society, serving as an inspiration to her colleagues at BPD University.
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Dr. Hersugondo is a seasoned academic and researcher at Diponegoro University
(UNDIP), one of Indonesia’s leading universities. He holds a Doctorate degree
in management, economics, and financial management, demonstrating his strong
commitment to advancing science and higher education.

As alecturer, Dr. Hersugondo teaches a variety of courses at both undergraduate
and postgraduate levels, specializing in management, economics, and financial
management. His teaching approach is known for being interactive and practical,
encouraging active student participation and engagement.

Dr. Hersugondo is also an active researcher with numerous publications in both
national and international journals. His research spans a wide range of topics

relevant to contemporary developments in management, economics, and financial management, contributing
valuable insights to both academic theory and practical applications on local and global scales.

Beyond his academic and research roles, Dr. Hersugondo is deeply involved in community service. He is dedicated
to applying his expertise to enhance community welfare through training programs, seminars, and other outreach
activities aimed at increasing public knowledge and capacity.

With his strong dedication to education, research, and community development, Dr. Hersugondo continues to
make significant contributions to his students, colleagues, and the broader community. He remains a source of
inspiration and innovation at Diponegoro University.
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