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AUTHORS’ NOTE

All stories and interviews in this book are true, to the best
of our knowledge. Some names and company names have
been changed to protect the identity of contributors who
wished to remain anonymous.



INTRODPUCTION

ROCK THE RECESSION

JONATHAN: | SURVIVED THE GREAT RECESSION BY BORROWING
A QUARTER OF A MILLION DOLLARS FROM MY MOTHER-IN-LAW

Yes, you read that right. I had no plan in place for the
recession. I owned a number of franchises of something
called Fitness Together. These personal training studios
did great at first—we grew very fast, opening several new
locations. Our studios achieved new franchise records
every year. It felt like we couldn’t miss! In 2008, we set
a world record for the most personal training sessions
ever in the history of the franchise, and later the most
locations ever. We just grew and grew and grew...

Until we ran into the Great Recession.
The only reason we survived at all was that I borrowed
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over $250,000 from my mother-in-law. Amazingly, 'm
still married, and I have paid back what I owed at this
point. But it was bad. I wasn’t prepared whatsoever: I
hadn’t been monitoring any of the gauges on the business.
Because I had no plan for what to do when the recession
hit, I spent the first couple months curled up in the fetal
position in the corner of my office.

I couldn’t pick my head up—everything collapsed so fast.
I'wasn’t thinking clearly; I was too emotional. Every week,
I had to call my mother-in-law for more money. The
$250,000 wasn’t one big loan. I asked her for $20,000,
and then $20,000 more, and then another $20,000. 1
just kept coming back, week by week, probably a dozen
times or more, until she had lent me over a quarter of
a million dollars total. I still remember those agonizing

phone calls...

Hey Anne (that’s my mother-in-law’s name)...the girls are
great...yep, really doing well...your daughter is also doing
great...

So I'was calling because I was hoping...

Iwas hoping you could send me another check, so I can make

payroll again...
Can you imagine? It was terrible all around. I felt like I
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was getting waterboarded by the recession. To com-
plicate matters further, mine was a family business. I had
three brothers-in-law, a sister, and a sister-in-law all in
the business. Once we reached a certain point during the
depths of the recession, we had to make some terrible
decisions about who was going to be let go. There was no
choice: we just couldn’t afford to pay everyone anymore.

Up to this point, our journey had been a happy one. We
had started with one location and grown rapidly to five.
But then the Great Recession happened—and the wheels
came off. The worst part was the emotional toll it took on
all of us. Personally, I went through a series of emotional
stages: first, feeling like a failure, then questioning why
this had happened to me and how I got there. I felt raw
and exposed, like all my insecurities had been put on dis-
play. My self-worth had been tied up in the business. It
all just made me feel like I had failed.

Studies have shown that during a downturn people gravi-
tate toward junk food and tend to overeat. In Alabama, a
state that was hit especially hard by the Great Recession,
an already alarming obesity problem became even more
severe, according to AL.com. I may not live in Alabama,
but I can relate. When you’re scared and numb, you need
something to grasp onto. It is a terrible feeling.
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My self-worth had been tied up in my business. | felt
like a failure.

Luckily, T had a wife and a mother-in-law who believed in
me. But trying to figure out what to do about all my brothers-
in-law was so difficult emotionally, especially knowing we
were all going to have to be together at Thanksgiving. I
was the keystone of the family business, the one who had
brought everyone together in the first place. I felt respon-
sible for what had happened—I needed to figure out a
solution to preserve our increasingly strained relationships.

Ours was a typical family business, and we had made
all the mistakes that family businesses make. Because
we had no plan, there was no path to save ourselves that
didn’t involve much pain and emotion. I just remember
us having so many arguments with everyone, including

me, trying to place the blame on someone else.

Looking back now, I see that  made a colossal business
mistake—I clung to our one and only service, our one skill
as a company, which was one-on-one personal fitness
training. To be fair, no matter what I did, I would have
still been swimming against the current. Personal train-
ing is probably the worst thing that you can try to sell in
a recession when customers are tightening their belts.
Nobody wants to pay for personal training in a recession
(I can say that now, with 20/20 hindsight).

16 - ROCK THE RECESSION



Nobody wants to pay for personal training in a recession.

But if I hadn’t been so busy fighting with my family and
battling my own demons, I could have pivoted and
expanded into other services, like group training. If
I had established a plan in advance, I would have been
able to lower my prices before it was too late and keep
more clients. Or at the very least, I could have limited
the borrowing—and wound up owing my mother-in-law
alot less than $250,000!

I also ponder what would have happened if  had been

able to read a book like ours back in 2007. I might have

been in a much better place. Obviously, that didn’t
happen. But what did happen was that my path crossed

with Paul’s. After initially coming together through

the Young Presidents’ Organization (YPO) and Entre-
preneurs’ Organization (EO) mentorship program, he

randomly became my mentor for a year. It was the start
of a friendship and partnership that has now lasted close

to a decade and is still going strong.

During the past eight years, Paul and I have worked with
many of the same clients. We have helped them build
value, gain traction, and grow profitably. At some point, I
also tried to find resources to help our clients prepare for
the next recession. But there was just nothing out there.
Nothing on Amazon, nothing on Google for “recession
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workbook.” Isaid to Paul: “Somebody should really write
a book about how to plan for the next recession.”

It dawned on us that maybe we were “somebody.” We
started putting together our own recession workbook for
clients—the Rock the Recession Owner’s Manual™—and
the feedback was overwhelmingly positive. We realized
there was a much larger audience for this message. For
reasons that will soon be made clear, Paul was proof
that our system worked. His plan—and the process he
created—became the foundation of this new Recession
Gearbox Model that we began sharing with clients and
speaking about publicly in our talks and workshops.

Now, with this book, we are sharing everything we have
learned along the way—everything you need to know
about how successful leaders prepare for, thrive
during, and create wealth after downturns.

Our process—the methodology we are putting forth here—
can be used at any time, whether there’s a recession or

not. Furthermore, when we talk about a “recession,” we

don’tjust mean a broad economic downturn. A recession

can refer to any big shock to a company’s system.

When you lose your biggest customer, you're in a
recession.
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When your best employees leave to open a competing
business across the street, you’re in a recession. When
your key vendor or key supplier cuts you off, you're in a
recession. When your partner embezzles from you, you—

my friend—are in a recession!

All of which is to say: if you're in business at some point
you’re going to experience a recession in one form or
another. It’s guaranteed. That is why, no matter how
healthy your business is, or you think it is, you should
consider creating a recession plan as part of your basic

business hygiene.

Paul’s business, Roth Bros., Inc. (Roth), had a plan. He

was looking forward to the recession. He had purchased

a company and done very specific things to grow it spec-
tacularly, using the Great Recession as fuel thatled to

his American Dream Exit.

Me? I was only in the personal training business in the
first place because my brother-in-law happened to be a
fitness guru and I wanted to retire from the investment-
banking world. I had no plan for when the recession hit,

and our business crashed—almost fatally.
Ours is a tale of two businesses merging onto the freeway
right before the Great Recession in 2008. One zoomed

ahead and the other—mine—crashed and burned. Learn
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from my mistakes. Don’t be like me. Be like Paul. Do
recession planning right, and you can achieve your own
Dream Outcome. But it all starts with you. Who do you
want to be when the next downturn comes?

Do you want to be the car in the fast lane, zooming past
everyone, or the car stuck on the side of the road with
its engine smoking?

PAUL: MY PLAN FOR THE GREAT RECESSION

I saw a lot of businesses get beaten down during the

Great Recession. They didn’t have a plan. My team did.
In fact, my business—Roth, a national specialty contract-
ing company—grew by double digits right through the

Great Recession. We bought the company with $1 million

of equity before the downturn. Then, we spent the next
sixty-three months growing the business—before finally
selling it, after the recession, for more than $70 million,
over a seventy times return on investment. This expo-
nential growth was all made possible because we had a

plan and we executed it. We performed so well during
the recession that we were able to achieve our American

Dream Exit—selling the business for enough money to

be able to do whatever we wanted to do when we wanted

todoit.
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We turned $1 million into over $70 million in just a little
over five years—all during a tough recession.

How did we do it? One of the key ideas we drew from was

Covey’s principle: “Begin with the end in mind.” When

I became one of the owners of the company at age forty-
four, I focused not only on my goals but the exit strategy.
About a year in, my team started to develop a five-year
plan to dramatically increase our performance—and spe-
cifically to raise the multiple paid by a buyer if and when

we decided to sell.

Having this exit plan from the beginning, not just at the
end, was crucial. It led to new insights—a greater under-
standing of what created value—and drove us to make
changes that would someday maximize the sale of our
business. Even if we never ended up selling the business,
we would still dramatically improve business perfor-
mance. (Some plans, like exit plans and recession plans,

are important to have on hand before you need them.)

Create value by beginning with the end in mind.

Meanwhile, many of our competitors in the contracting
business were mired in complacency. Everything was
going well for them. Why rock the boat? At least that’s
how they probably thought about the situation.
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I see the same complacency whenever times are good.
Very few companies proactively contemplate how they
might survive and thrive during a recession, unless
they’re actually in a downturn (reactionary). Because
they’re so busy right now, they can’t imagine we’re
headed for another downturn.

And then, of course, there are the companies that haven’t
been through a recession themselves at all. For them, it’s
a different situation. It’s like the story of the two young
fish who are swimming along when they meet an older
fish swimming the other way. “Morning, boys,” the older
fish says. “How’s the water?” The two young fish continue
swimming until one of them turns to the other and asks,
“What’s water?”

It’s the same with recessions. We could definitely have
one coming on, and the younger fish just don’t know it
because they haven’t experienced it yet!

David Rosenberg, Chief Economist and Strategist at
Gluskin Sheff (and frequent CNBC commentator), said it

143

best when he tweeted: “‘I can’t see a recession!—Where’s the
recession!’ I can’t tell you how much I hear this every single
day. It’s like saying ‘I can’t smell the carbon monoxide.” By

the time you ‘see the recession,’ your head’s sliced off.”
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JONATHAN: OUR BIG IDEA

We want to alert leaders, in all industries, to the impor-
tance of having a recession plan now. Together, we are

driven—Paul and I—by a passion to help others succeed

and achieve their own Dream Outcomes. This is what
gets us excited. It’s what gets me out of bed every morn-
ing. No one should have to borrow money from their
mother-in-law!

Of course, there are ways to become successful other
than to leverage the opportunities created by a recession.
But if what you’re looking for is a genuinely big result, a
10X result—a true Dream Outcome—then a recession
can do that for you like almost nothing else. (By Dream
Outcome, I mean the idea that you can start with little or
nothing and build a business that allows you to realize
your vision of success—however you define it!)

A recession is like driving on the Autobahn. As crazy as

that sounds, it’s the best metaphor I can think of. On the

Autobahn you are going so fast that, if you don’t have

a plan, it is easy to crash. And crashing at such a high

speed is, of course, devastating. It’s the same in a reces-
sion. There’s no time to think: if you don’t act quickly, you

lose everything. But if you have a plan, you put yourself
in position to pass the competition and zoom toward

your Dream Outcome.
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It’s all about having a plan—and then practicing that plan.
Have you ever driven a car with a manual transmission?
If so, do you remember what it felt like when you first
learned how to shift the gears? Getting comfortable
driving stick shift is a lot like recession planning. At first,
it feels clumsy and awkward. Your brain works in over-
drive trying to remember the sequence: step on the clutch
pedal, then shift gears, then let off the clutch, while giving

it some gas.

But with practice, you don’t even think about it anymore

because you create muscle memory. Shifting gears

becomes second nature. You're driving down the road,
eating a cheeseburger, talking on your cell phone—not
even paying attention to the stick shift. You do it all sub-
consciously. And it’s like that with recession planning: it
goes from feeling mechanical, artificial, something that
makes your brain hurt, to something that is just always

there, that you couldn’t turn off even if you wanted to.
You start to see opportunities to grow your business

in a recession without even thinking about it.

Recession planning is like learning to drive stick shift.
At first it feels awkward and artificial but with practice
it becomes second nature.
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THE FOUR GEARS OF RECESSION PLANNING

We all want to be the car that can punch it and slingshot
past the competition. But so many of us are driving
around aimlessly with no plan for surviving, let alone
thriving during the next downturn.

The goal of this book is to help you pounce—slingshot past
the competition—during a recession. And we realize that
everyone is coming to the book from a different start-
ing point. Say your company is in a position of financial
strength: you have no debt, you have access to a generous
line of credit, and you have healthy equity in the busi-
ness: you are in a great position to pounce during the

next recession.

What do we mean by “pounce” in this context? Pouncing
is taking advantage of all the businesses who don’t have
your financial strength: by acquiring them, by recruiting
the best people away from them, or by being able to buy
their assets cheap (When they foreclose on their loans for
expensive equipment they bought during flush times).

What if your business is not currently in a position of
strength? Depending on the economic circumstances,
you can still get to a position of strength before the next
recession if you have the right plan. Many people are in
this situation. Maybe they have heavy debt because they
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grew too fast. Maybe they got carried away and bought a
vacation home before they could afford it.

Everyone’s situation is different, and you can use this
book in different ways depending on the health of your
“vehicle” and where you are on the highway. If you are out
in front, then you need to be stomping on the accelerator.
Now is the time to grow, to maximize opportunity—to
really go for it. But if you’re stuck behind a pack of other
cars, your strategy has to be different. Or, if you're in the
race but your engine is starting to smoke, you’re going to
need to tap the brakes.

To help you understand how to use this book in the way
that best suits you—and Choose Your Own Adventure,
so to speak—we have put together the following model.
This is the way our recession “gearbox” works: the chain
represents the economy, and the economy is what drives
the gears. The economy, of course, follows a certain cycle,
as all economies do: it is always in a state of expansion,

recovery, contraction, or recession.
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There are four gears in the gearbox. They are: 1st. Assess,
2nd. Tune, 3rd. Race, and 4th. Accelerate. Always start in
1st Gear and then, depending on the state of the economy,
you're going to want to shift to 2nd, 3rd, or 4th Gear.

For example, if the economy is in expansion or recovery,
youll engage 1st Gear and then 2nd Gear. You're going to

want to start by assessing your situation and then tuning
up your engine. From there, you’ll shift to 3rd Gear and 4th

Gear. If the economy is in recovery or contraction, though,
you'll want to start in 1st Gear and then go straight to 3rd
Gear and then move on to 4th Gear. If the economy is in
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contraction or recession, you’ll want to start in 1st Gear
and then shift directly to 4th Gear. In a contraction, you’ll
need to use your judgment to select between 3rd and 4th
Gear based on how quickly the economy is shrinking.

You're always going to start in 1st Gear. In fact, 1st Gear
is external to the economy. No matter where you are in
the economic cycle, it is vital that you start by assessing
your situation. You can’t even get on the highway if you
don’t understand where you are, where you want to go,
and how far ahead or behind you are—and you do this by
benchmarking your recession readiness against others in
your industry. This assessment is how you identify oppor-

tunities for improvement.

And in 1st Gear, you need to assess not only your situa-
tion but also your self-awareness. Do you understand the
economy and what it means for your business? Do you
know what to look for? Do you know what it means when

the ten-year and two-year US treasury bond yields invert?

The four gears of the Recession Gearbox Model are:
Assess, Tune, Race, and Accelerate.

Now you know the four gears, but there is another import-
ant part of the model: the Emergency Brake. If you're
in 3rd Gear or 4th Gear and it’s just not working, you’re

not able to continue racing or accelerating, you may have
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to pull the Emergency Brake to save the business. But
again, you only yank this lever in specific circumstances:
namely, when your business is in a recession and racing

or accelerating isn’t working.

The most important thing to recognize now is this: one
of the cardinal rules of the road is to know your des-
tination and how you’re going to get there before you
begin. Which means that regardless of whether your bal-
ance sheet is strong or not so strong—and whether we’re
in a recession or recovery—you must have a written plan

in place. And you must understand where you are now.

How do you determine that? By doing our Recession

Readiness Assessment™. As far as we know, it’s the only
assessment of its kind in the world! And, so far, we’ve

collected tons of responses from a wide swath of busi-
ness leaders. This data allows us to understand and share

with you, the reader, how prepared you are for a recession

versus everyone else that has taken the assessment.

HOMEWORK: YOUR ASSESSMENT

The following is a twenty-question exercise designed to
assess where you are in your recession readiness. (Note
that you and your team can also take this assessment
for free at www.recession.com/ready if you prefer.) The
higher the score, the better positioned you are to pounce!
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@@ Recession Readiness Assessment

Complete online at www.Recession.com/ready

Name Date

Company Position

Our goal is to ensure you are in the best position to capture the opportunities a
recession brings. One of the first steps in our journey together is for you to benchmark

your company’s “recession readiness.”

Readiness is defined as the state of being fully prepared. Our Recession Readiness
Assessment will give you a quantified answer for just how prepared you are for the next
downturn. This assessment is a systematic analysis of your company’s ability to perform,
removing guesswork and emotion, which will allow you to identify strengths and potential

challenges for your company in the next downturn.

Once you have this information, you will be ready to hit the road armed with the knowledge

of where you want to go and guidance from us on how to get there.

INSTRUCTIONS:
Please take approximately 10 minutes of uninterrupted time to complete the assessment.

Answer the 20 items using the following scale:

\ WHITE: Wave this flag if you don’t
| GREEN: YES/ALWAYS \ understand the question or if you

honestly have no idea how to answer.

YELLOW: MAYBE/SOMETIMES We encourage you to use this option if it
applies, as waving the white flag will result

in the best possible recommendations for
RED: NO/NEVER

you and your company.

Once complete, you will receive an email with your results and score.
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@{i@é Recession Readiness Assessment

Complete online at www.Recession.com/ready

ist GEAR

. Does your company have a written action plan for the
next recession or major shock to your company’s
system (i.e., losing your biggest customer)?

YES/
ALWAYS

MAYBE/ NoO/ IDON'T

SOME

NEVER KNOW

. Does your company’s leadership team understand and
track basic economic indicators (for example, the yield
curve and the unemployment rate)?

. Are your company’s vision, mission, and values
documented in writing and exemplified daily through
behaviors at all levels of the company?

. Does your company have a written, long-term, focused
strategic plan and do you spend at least one day each
quarter updating it?

2nd GEAR

. Does your company’s leadership team understand the
financial health of its major customers and vendors?

. Is your company’s EBITDA (Earnings Before Interest,
Taxes, Depreciation, and Amortization) margin “best in
class” for your industry?

. Does your company have five to ten percent of its next
twelve months of estimated revenue as equity on your
balance sheet?

. Does your company’s leadership team regularly meet
with its bank representatives to discuss the company’s
line of credit to ensure the limit is right for current and
future business needs?

. Does your company’s leadership team know all
restrictions in place on any company debt and do they

review these “covenants” monthly to ensure compliance?

10. Do your company’s owners regularly review any personal

guarantees on company debt and are they actively
working to reduce them to zero?
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GE

1.

Does your company have cash or debt available to
fund growth?

YES/
ALWAYS

Recession Readiness Assessment

Complete online at www.Recession.com/ready

MAYBE/ No/ IDON'T

SOME

NEVER  KNOW

12.

13.

Does your company have a board of advisors that
meets at least quarterly with the leadership team to
help set plans for growth, ask challenging questions,
and hold the team accountable for its action plans?

3rd GEAR

Do you have an excellent company culture, hire only
awesome people, and immediately exit people who are
not awesome or who don't fit your culture?

14,

Does your company have a continuous improvement
process in place and do you regularly measure
progress against established goals?

15.

Does your company’s leadership team have an
accurate method of tracking its backlog, its
current work in progress, and its pipeline of
potential new work?

16.

Does your company have a method to track the
productivity of each employee?

17.

18.

Does your company’s leadership team compare actual
financial results achieved against intended results at
the completion of each project or quarter (whichever is
most appropriate for your business)?

4th GEAR

Is your company’s customer base diversified?

19.

Is your company’s revenue diversified? Do you serve
some market sectors that are counter-cyclical or
unaffected by recessions?

Q EMERGENCY BRAKE

20. Does your company’s leadership team have a way to

32

measure for early warning signs that your business is
headed in the wrong direction?
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@?@ Recession Readiness Assessment

Complete online at www.Recession.com/ready

RESULTS GENERATOR

Total up
O O <& the number
of each
response
x5 x2 =x0 xO0 P
Multiply
by the
number

Add all of the numbers to
determine your score

e ¥ -

85 - 100 = LOOKING FORWARD to the next Recession!

60 - 84 = Need to START PREPARING for the next Recession!

0 -59 = Highrisk of FAILURE in the next Recession!
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How did you score? If your tally was 85 or higher, con-
grats, you should be looking forward to the next recession!
If it was between 60 and 84, it’s definitely time for you
to start preparing for the recession. And if you scored 59
or lower, beware—you have a real risk of failure in the

next recession.

Were you surprised by your score? Most people are—and
that is exactly why the assessment is so critical. Human
beings are just not very reliable judges. Actually, we’re
really bad when it comes to knowing how we’re doing
relative to everybody else.

Have you ever been driving on the freeway and changed
lanes because you thought the lane next to you was
moving faster? Of course—we all have, right? But did you
know researchers have studied this habit of lane chang-
ing and found that the vast majority of drivers are not
good at predicting whether or not other lanes are moving
faster? In reality, the lanes are usually all moving at about
the same speed. The perception that one lane is moving

faster is nothing more than an illusion.

Just like with driving, we are very bad judges when it
comes to assessing ourselves and our businesses. So if
you expected to score high on the assessment and didn’t,
that’s completely normal. Happily, no matter where you
fallin the range of results, you can still become recession

34 - ROCK THE RECESSION



ready—but you have to have a written plan. If you don'’t,
then you’re not even in the race. You're standing on the
berm of the highway watching others go by. That may
be just fine for you. Your vision of success may not be to
10X your business. Not everyone has it in them to sling-
shot past their competition. But if your Dream Outcome
includes high net profit from your business, you need to
focus on getting your recession readiness responses to be
all green. You can use this book and the companion Rock
the Recession workbook to achieve your goal.

Stakes are high: having a plan can mean the difference
between bankruptcy and a Dream Outcome. Sure, you
may still survive without one. You may not go bankrupt,
but I wouldn’t count on it. Not everyone is lucky enough
to have a generous mother-in-law to bail them out. In fact,
I even wrote something to that effect in one of my letters
to her: “Most businesses don’t have the aid of a benefac-
tor to help them grow when times are good and tolend a
hand when times are tough.” Looking back, what I really
needed wasn’t a benefactor—what I needed was a plan.

One thing is for sure: if you’re not ready for the trip—if
you're just letting the business happen to you—you're

unlikely to achieve your own Dream Outcome.

What does “Dream Outcome” mean to you? Let your
imagination roam free here. What if the gears you are
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learning about in this book could help you afford the car
or house of your dreams? Better yet, what if they could
help you achieve financial independence many years
earlier than you thought possible? Or what if these gears
could (you fill in the blank)?

Have we gotten your attention yet? Assuming you want
to be on the highway to your Dream Outcome, now is
your time. We are calling on you to join us for the trip
of a lifetime. If you're like a lot of the people we talk to,
youwere hit hard in the last recession. Maybe it took you
a long time to recover, and now you don’t know how to
prevent it from happening again. We get it; that’s why we
wrote this book.

Often we ask audiences a series of questions: do you
believe the next recession will increase, decrease, or have
no effect on your profit (decrease); do you have a written
plan at your company for the next recession (no); finally,
we ask if they’re looking forward to the next recession (hell
no). We get a lot of raised eyebrows with that one. Who
on earth would look forward to a recession?

Us—that’s who! And so will you, by the end of this book.
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Source Recession.com

Source Recession.com

Do you believe the
next recession will
increase, decrease

or have no effect on
your profit?

YES-1%

Do you havea
written plan at your
company for the
next recession?

ROCK THE RECESSION -
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When everyone else is making drastic cuts, worried about
surviving, hoping to ride out the recession by retreating

into their shell like a turtle—turtling up—you’ll be ready
to pounce!

The first step is to take what you’ve learned from your
Recession Readiness Assessment and use it to start map-

ping out the basic contours of your recession plan.

Buckle up!

ROCK THE RECESSION



CHAPTER ONE
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o 1st Gear (Assess) Always start with 1st Gear
O Then engage 2nd Gear (Tune), 3rd Gear (Race), and/or 4th Gear (Accelerate) depending on

“The Economy”
If the Economy is in the Expansion or Recovery stages of the cycle, engage 2nd Gear,

then 3rd Gear, then 4th Gear
If the Economy is in Recovery or Contraction, engage 3rd Gear, then 4th Gear

If the Economy is in Contraction or Recession, engage 4th Gear immediately if possible

Use the Emergency Brake at any point if needed
And, above all else, use your judgment to determine which Gear to use given the circumstances

within your company and outside in The Economy

PAUL: HOW | COMMITTED TO WIN

In1999, when I took over the reins as president of Roth—a
national specialty contractor founded in 1923—it became
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clear to me that our vision needed to be recalibrated. I had
inherited a company that was overly reliant on heating,
ventilation, and air conditioning (HVAC) construction
and had many C-players in that segment of the business.

Because I came to Roth from an accounting (CPA) and
business background (MBA), I was able to assess the
situation in an analytical, unemotional way. I knew that
construction—which made up 80 percent of our busi-
ness at that point—was normally a very low-margin,
high-risk business. I also saw the value in our service
offerings: HVAC services, roofing services, and energy
management. The service side of our business was an
annuity business, which means that the service is nor-

mally renewed each year.

Finally, I looked at what we were doing with our energy
management and energy monitoring products, and how
we could rebrand those divisions with our other service
products around green energy and conservation. Allin all,
after surveying our entire business landscape, my team
and I came to the conclusion that a major restructuring

was in order.

If Thad been a “status quo guy”—the kind of person who
doesn’t like to rock the boat and is fine just chugging
along with a low-margin business—I might not have set
my sights on reshaping the company to the degree that I
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did. But Iwas used to change and making hard decisions,
having been a leader in my previous role as CFO for a
private equity portfolio company.

Shaking things up (restructuring) is just something you
have to do to a business every five to ten years.

But that didn’t mean the restructuring came easily. [ had
to select a new management team from the talent within
the company, a new leadership team, and set in motion
a process for us to thrive. I had to let go of a number of
long-term employees. Layoffs were something that never
happened at Roth, but I knew what had to be done. T had
to shut down offices in various cities (sites where they
were focused on our construction division). I did it all at
once. I knew I'had to rip off the Band-Aid so we could
all focus on the future.

Through this whole period, I took the layoffs very per-
sonally: I knew I was impacting people’s families and
livelihoods. There were days that just flat-out sucked.
But through it all, I trusted I was doing the right thing. I
had to set the company on a growth path and eliminate
any culture of mediocrity that might have been seeping
in—to instill in its place a culture of growth and customer-

service excellence.
Looking back now, I can safely say that the painful expe-
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rience was worth it. Again, if | were a status quo guy, I
would probably still be working in that business today
instead of playing Pickleball in Southwest Florida. And I
certainly wouldn’t have had my successful exit. No one
wants to buy an average business.

In order to achieve your Dream Outcome, you need to
commit to win. And to win, you need to prepare.

After His Dream Exit from Roth Bros., Paul Is Now Committed to Win at Pickleball/Paul Belair

COMMITTING TO PREPARATION

Committing to preparation means making a formal plan.
In this chapter, we show you exactly how to create a writ-
ten action plan to prepare your company for recession.

Why do you need a recession plan? After all, your busi-
ness may be doing great right now, with high revenue,
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record profit, and a strong backlog, and you can’t even
imagine a downturn. If that’s the case, congratulations
on your success so far. We hate to rain on your parade;
however, it’s important you understand a recession is
inevitable. It’s simple economics. Recessions happen
cyclically; every peak is followed by a valley. The only
questions are: when are we at the peak, and how long will
the good times last?

It’s like the seasons of the year. It’s not up for debate
that winter is coming. It’s just a question of how bad it’s
going to be and for how long. (Interesting factoid: as a
society we talk less about climate change during a reces-
sion, probably because everybody’s focused on turning
the economy around and because there’s little money
for new investment in green technology. According to
Boston College’s Xiaorui Huang, “recessions lower the
prominence of climate change in political and public

discourse.”)

The next recession isn’t a matter of “if.” It's always a
matter of “when.”

When recessions happen, the economy makes what we
call a “Pit Stop.” Trade and industrial activity decline,
income falls, the gross domestic product (GDP) stays low
for a period of time (technically, a recession is when GDP
falls for two successive quarters).
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You may think the economy still has enough gas for you to

run a few more laps around the track before the Pit Stop—
and maybe you’re right. But even if you disagree that a

broad economic downturn is coming, you and your com-
pany could still hit a recession at any time. Remember,
you can go into recession after something as common-
place as losing a major customer. Any Black-Swan event

in your business can throw you into a recession. (A Black
Swan, according to author Nassim Taleb in his book Black

Swan, 1s a highly improbable event that: 1. is unpredict-
able, 2. carries massive impact, and 3. after it’s over, we

invent an explanation for why it was more probable than

it really was.) It’s not just about waiting for the entire

economy to falter, because all companies go through

boom times and through recessionary times. So if you

think you don’t need arecession plan because you'’re

already “recession proof,” think again.

Take our friend Sebastian, for example. He owns a large
commercial landscaping company that has been around
for thirty years; and, for nearly twenty of those years his
company has used the H-2B guest worker visa program
to hire workers from Mexico. Due to policy/regulatory
changes, however, his application in 2018 was denied.
What happened? He experienced a recession. He didn’t
have a written plan for what he would do if his access to
the foreign-worker program was discontinued. When it
was, he was left scrambling.
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What could Sebastian have done differently? In his indus-
try, as it turns out, these changes didn’t create massive

winners and losers. Basically everybody in the landscap-
ing business was affected at the same time. But imagine

what would have been possible if Sebastian had already
established a recession plan before the H-2B program

was shut down. Instead of playing defense and run-
ning around in circles (scrambling to find almost eighty
new people to hire in only two months!), he could have

switched into execution mode. He could have been ready
to pounce—to nab great workers from his competitors,
gain new accounts, and expand his business. He could
have turned an industry-wide crisis into an opportunity,
a chance to buy out other landscapers and bring their

customers into his fold.

Because he didn’t think of these things in advance—and
formalize them in a written plan—he was too late to

pounce on those opportunities.

If you don't have a recession plan, you aren’t giving
yourself a chance to pounce.

JONATHAN: SOME LEADERS HAVE A PLAN

Another business owner I got to know, John, owner of a
giant billboard company, actually did have a recession
plan but just hadn’t documented it. I met John on a flight
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from Cleveland to Houston. I was working on recession
stuff and he looked over and asked me about it.

John s the Billboard King of Texas. He jokingly calls him-
self a “visual polluter,” and has been in the business for
forty years, with over five hundred billboards. Hearing
about my line of work, he began talking about how he

could predict when the next recession was going to come.
He described his company as being in the “mood busi-
ness.” He and his team knew what was going on with the

economy based on how many billboard renewals they
got (when the economy slows down, billboard renewals

slow down).

Over forty years, John has seen many ups and downs in
business. He learned his lessons the hard way through
three recessions (according to John, the one in the early
eighties was the worst). He is not invested in the stock
market because he doesn’t trust it. He trusts in his own
personal assets, his billboards and his real estate, and he
has put away enough cash that his retirement is secure.

What I like about John is that even though he doesn’t
have a formal, written plan in the exact way we suggest,
he does have a lot of experience with recessions and is
making wise decisions based on that experience. In his
own way, he actually does have a plan. “If you’ve never
experienced a downturn,” says John, “and you’re in a
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growth economy, then you assume it’s just going to keep
going. People get strung out and they don’t know when
to cut off the spigot.” John has a plan for when to shut off
the spigot!

HOW COMMON IS IT TO HAVE A RECESSION PLAN?

We’ll put it this way: over the past few years, as we’ve
been crisscrossing the country, talking to CEOs, business
leaders, and executives, we always make a point of asking
who in the audience has a written recession plan—and

very few people raise their hands!

We also ask whether they think the next recession will
increase, decrease, or keep profits the same for their
businesses. Almost two-thirds—66 percent—say that
a recession will decrease their profits. Let that sink in.
These leaders believe the recession is going to be bad for
them—and yet none of them have a plan to do anything
about it!

Unfortunately, they’re probably right about the next
recession decreasing their profits. According to a 2010
Harvard Business Review article, only about 9 percent of
the companies surveyed “flourished” after a slowdown.
Would that number be higher today? Probably not. In the
same article, the authors pointed to how little research
had been done on “strategies that can help companies
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survive a recession, get ahead during a slow-growth
recovery, and be ready to win when good times return.”

Is there more research available today? Not really. But
there is one exception to this dearth of material: our
research. We have done original research and surveyed
tons of companies about their plans for the next recession.
This book and its companion workbook, in fact, are drawn
from the results of that work.

To put it plainly: the next recession is indeed coming,
and more than likely, it will only be about 9 percent of
companies, once again, who flourish after the downturn—
we want you, with our help, to be part of that 9 percent.
Again, hardly any of the people we surveyed have a writ-
ten plan to survive a recession, much less capitalize on it!

That information alone puts you at a distinct advantage.
Now, what are you going to do about it?

WHAT IS A RECESSION PLAN?

A recession plan is a written document with planned
action items. What makes it so vital is that it’s created in
the cool, rational light of day, before it’s needed—not in the
heat of the night, when passion and emotion are highest.

Why does this matter? Think about landscaper Sebas-
tian again. When he got the bad news, it was almost too
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much to deal with—understandably so. There were no
good answers. He was losing the highly experienced H-2B
workers he had known for years. In total, he was losing
over one thousand years of experience overnight! He
became overwhelmed. What was he going to do? How
was he going to get through the season?

As time went on, it got even worse. His replacement hires

wouldn’t show up to work. He had over five hundred call-
offs and no-shows. He ended up having to work in the

field himself for the first time in twenty years—the only
upside was that he lost thirty pounds from all the stress

and physical labor.

Sebastian ended up surviving his recession and is now
rebuilding his company from the ground up to be nimble
and built for the long term. The reason Sebastian perse-
vered is because of his will to succeed and the people,
processes, and culture he developed.

When you’re in such a stressful situation, naturally it’s

hard to make good decisions. You're in a defensive pos-
ture, crouched in the fetal position. “It’s hard to read the

label when you’re inside the jar,” as author Dave Rendell

puts it. But when you have a recession plan in place, you

are on offense. You know what you have to do and you’re

ready to doit. This preparation gives you confidence and

peace of mind.
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“That’s why contingency planning is so important,” says
C]J Rhoads, author of The Entrepreneur’s Guide to Run-
ning a Business. “Strong leaders already have, in their back
pocket, a Plan B, and a Plan C,and a D, E, F, and G. When
a crisis hits, there is no time to lose. We can’t wait for the
problem to develop the relationships necessary to solve
it. Those relationships must already exist.”

According to x10 Consulting’s Herm J. Schneider, “Most
business leaders should be aware that some of their direct
competitors are actually, paradoxically, looking forward
to the next recession. Companies with this approach have
already learned that by preparing ahead, they can seize
the market, while others in the same business struggle
during the downturn due to their lack of planning. These
high performing organizations have already established
the core competencies necessary to identify and antici-
pate directional shifts in the business cycle.”

RECESSION READINESS ASSESSMENT
(RRA) QUESTION #1

Does your company have a written action plan for
the next recession or major shock to your company’s
system (e.g.,losing your biggest customer)?

Here and throughout the Recession Readiness Assess-
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ment (RRA) you're going to be scoring yourself green,
yellow, or red. For example, if you're green on question
#1, it means you're in great shape. Keep doing what you're
doing! But try to take it to the next level by looking at how
we describe the green response and using it as inspiration.
We’ll show you what we mean...

On RRA question #1, a great example of a green response
can be seen with Paul’s company, Roth. As we know, he
had a written action plan for the next recession and he
executed it. He took talent that was in his construction
division and reassigned those A-players to his recurring
revenue services in anticipation of changing wants and
needs in a recession. Paul and his team knew that in a
recession, HVAC service, energy management, and
maintenance would be much more in demand than
HVAC construction. In a downturn, customers want to
maintain existing equipment (service), not install expen-

sive new equipment (construction).

During the recession, they executed their plan and
rebranded the company—*“Roth: Powered by Green”—to
emphasize sustainability and demand-side energy man-
agement their services could provide to customers. They
started to price proposals in terms of return on invest-
ment (ROI) and focused on trying to understand the time
frame their customers wanted for their ROI to be realized
through energy and maintenance savings. Because of the
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shift Roth made, the company started getting paid for its
intellectual capital, which increased its margins.

Roth was fortunate the recession hit after the company
had made this conversion (from focusing on construction
to focusing on service). Many of their clients were scaling
back any new building, but they were maintaining existing
spaces—and looking to cut costs. Using its recession plan,
Roth flipped its relationships: the company went from
being “just a contractor” to being a “partner” with
its clients—working with them to reduce their energy
and maintenance expenditures and bringing them
value-added ideas.

Does Paul’s story resonate with you? If you have a written
action plan you feel confident you can leverage in the
way Roth did, score yourself GREEN on RRA question #1.

If you're like most companies, however, you're not quite
there yet. You have some kind of strategic plan, but it’s
not a dedicated, written action plan for the next recession.
You haven’t benchmarked yourself against your compe-
tition. You don’t yet fully understand the levers that will
increase the value of your company in a recession—and
you probably aren’t ready to reallocate talent to those
areas in support of a broader strategic plan to increase
the value of your business. If this sounds like you, score
yourself YELLOW on this question.
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What should you do, then, to get to where you want to be?
If you're yellow on your written action plan, you need to
start benchmarking yourself against your competitors,
identifying the gaps where those companies are doing
better than you. Look at what levers maximize the value
of your business and where you are with respect to those
levers. Only by identifying these gaps can you start imple-
menting strategies to close them.

Finally, if you have no written plan at all for the next reces-
sion—which was basically the situation Jonathan was in
with Fitness Together—you’re in the RED zone. Call 911!
The real danger here is that you lack awareness. Too many
companies don’t achieve awareness until they re actually
in a recession (whether it’s an economic recession or just
their company facing a sudden internal downturn), at
which point it’s too late.

You wouldn’t want to change a tire when you’re on
the highway going seventy miles per hour. That’s
exactly what it’s going to feel like if you try to create
your recession plan during a recession. Remember:
you need to have a plan that is created in the cool, ratio-
nal light of day, not the emotional heat of the night. And
youwant to discuss and practice the plan now, so you can
move swiftly to execution when it’s needed, not spend
time convincing your team—and yourself—that it’s time

to act.
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If you scored yourself red on this question, it’s up to you
to take action, quick! Get a copy of the Rock the Recession
Owner’s Manual and start completing the workbook exer-

cises with your leadership team.

Advance preparation and documentation are critical for
thriving during any downturn.

DON'T BURN DOWN THE HOUSE!

During a recession, you may find yourself wanting to
burn down your business. It’s an understandable impulse!
We’ve all heard stories about how people try to get insur-
ance money this way. Research shows people actually
don’t commit this crime any more frequently during a
recession than when the economy is strong. University
of Texas’s Zachary A. Powell conducted a twelve-year
study to see if these arson-for-profit incidents went up
during periods of economic decline and found no correla-
tion. Nonetheless, if you are considering burning down
your business, please holster your matches—there is a

better way!

As we’ll see later on, when we talk about creating your
recession plan’s “Emergency Brake,” part of the process
involves writing down “tiers” (tiered cuts) to be activated
when certain predetermined metrics are reached. If you
set your tiers right, you will stay calm and not be tempted
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to make any rash (not to mention dangerous and illegal)
moves like committing insurance fraud! A recession plan

works best if you build your tiers ahead of time.
It’s one way to save you from yourself’!

What do we mean by that? As humans, our brains are
hard-wired to react to a crisis by slamming on the brakes.
Strangely enough, we see something similar in human
sexuality. According to Emily Nagoski, author of Come
as You Are, the brain’s excitement system (which is
responsible for turning us on) is like the gas pedal on a
car, and its inhibition system (which turns us off) is like
the brakes. Counterintuitively, it’s the turnoffs that carry
the most power and have the biggest impact on us. (In
Kate Julian’s cover story in The Atlantic, appropriately
titled “The Sex Recession,” she draws on this research to
examine the phenomenon of young people withdrawing

from intimacy.)

It’s not just sex! We see the same patterns in ourselves
with other kinds of feelings as well: negative emotions are
generally stronger and more visceral than positive ones.

What do these biases have to do with recessions? They
can steer us off-track if we’re not mindful. Recessions are
an emotional warzone. The beauty of having a tiered plan,
in case of emergency, is that it eliminates the stressful,
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sometimes heart-wrenching decisions that leaders usu-
ally have to make during these times. Because everything
has been laid out in advance, there’s no uncertainty about
what needs to be done. All that remains is to execute if
and when the time ever comes (and recessions always

come around).

We see a great example of advance planning by another
friend of ours, Don Greenland, who was COO of a large,
highly successful general contracting firm. More than a
decade ago, they created their own version of a recession
plan, called the Nabholz Economic Downturn Strategy.
While the document differs in some ways from what we
are recommending here, the similarities are striking. He
and his company made a plan based on different tiers,
with specific cuts and reductions associated with each
one—and tailored to all the different business units and
office locations within the sprawling organization.

The plan also included best practices, meant to be done at
alltimes, as well as growth opportunities for the company
to consider in the event of a recession, such as new tech-
nologies and equipment and new sectors to expand into.

Don’s company saw the Great Recession coming
and started making changes in advance—keeping their
organizational chart flat and maintaining lean overhead,
which allowed them to remain competitive in order to
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get more work into their backlog. This savvy planning
allowed the company to keep its best people during the
recession and also attract new talent because they had
projects to keep people working and their competitors
didn’t. They ended up hiring many A-players this way.
Recessions are like that. But the real point of the story is
that they had a plan and they worked it.

Whereas landscaper Sebastian was caught off guard by
his (non-economic) recession, Don’s company thought
things through in advance, put together a plan, and imple-
mented it. In so doing, they were able to capitalize on
the opportunities to hire great people. Since then, they
have used their Nabholz Economic Downturn Strategy
to great advantage and, of course, they keep it updated
soit always represents the company’s present-day reality.

Without a plan, recessions are scary. With a plan, reces-
sions offer massive opportunities.

HOW DO YOU KNOW WHEN A RECESSION IS COMING?

No one knows for sure when the next recession is going to
hit, and this book is not meant to be a deep dive into fore-
casting. However, in order to make the best use of your
recession plan, it’s important to know which indicators to
monitor. Assessing your company’s recession readiness

requires you to first assess your own economic awareness.

58 - ROCK THE RECESSION



There are many different indicators you can look at to
gauge where the economy is going, from unemployment to
consumer confidence to household debt and more. There
was even an article in the Journal of Economic Psychology
that made a strong case for being able to predict recessions
based on “pessimistic ruminations in popular songs.”

The writer of this improbable piece, Harold M. Zullow,
argues that repetition of pessimistic words and phrases
in popular songs puts the country in a bad mood—and
when the national mood swings negative, it means we’re
about nine months out from a recession. Americans hear
these songs and start to tighten up. For example, the
recession of 1969-1970 came right off the heels of Cre-
dence Clearwater Revival’s hit “Bad Moon Rising,” the
lyrics of which are chock-full of pessimistic rumination:
“I'see a bad moon a-rising/I see trouble on the way/I see
earthquakes and lightning/1 see bad times today.”

Of course, there is a self-fulfilling prophecy element to all
of this and not only in regard to sad songs. When consum-
ers hear bad news about the economy and start to worry
about their personal finances, they stop spending. Stores,
in turn, stop stocking as much inventory. Manufacturers
are forced to slow down production. All of which can lead

to recession.
Again, there are no easy answers when it comes to pre-
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dicting the next recession or knowing whether to be
optimistic or pessimistic in the face of different kinds of
evidence. What’s important is that you understand it’s
going to happen. Again, it’s a matter of when, not if. To
hope that it’s coming later rather than sooner is not good
enough. As author and financial expert John Mauldin
likes to say: “hope is not a strategy.”

According to Mauldin, “Whenever it happens, the next
downturn will hit millions who still haven’t recovered
from the last recession, millions more who did recover
but forgot how bad it was, and millions more who reached
adulthood before the boom.”

So how are you going to know when it’s going to happen?
According to a 2006 article by John A. Pearce II and
Steven C. Michael, even professional economists have
a hard time identifying and predicting recessions. They
point out that a full six months after the commencement
of the USrecession that beganin 2001, a full 9o percent of
economists did not believe the United States was in one!

So yes, even the experts get it wrong. Nonetheless, we
are confident that, for the purpose of this book, there is
one very important indicator of an upcoming recession
you can look to reliably—and know with relative certainty
a downturn is imminent. We are talking here about the
yield curve.
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If you're only going to be looking at one metric to predict
a recession, this is the one. What is a yield curve? Think
of it like this: if you are holding a ten-year loan, clearly
you should get paid a higher interest rate than if it were
a two-year loan, right? Even if you knew nothing about
economics, you would agree with that. It’s no different
than if your friend said, “Hey, spot me $500, and I'll pay
you back in a year.” You would want to get your money
back with interest versus if they were going to pay you
back next week!

When that doesn’t happen, when you get paid more inter-
est for short-term loans than long-term loans, it’s a big
deal. You see it on the news. We call it an inversion, an
inverted yield curve. It indicates economic uncertainty
and often an expected slowdown in the economy.

How long after an inversion until a full-blown recession?
Historically, it happens between ten and twenty-two
months later. If you watch and pay attention for that
inverted yield curve on the news, you’ll have some
indication we’re getting closer to a recession—and can

plan accordingly.
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RECESSION READINESS
ASSESSMENT QUESTION #2

Does your company'’s leadership team understand
and track basic economic indicators (for example, the
yield curve and the unemployment rate)?

Here, once again, a great example of a company that
scores GREEN is Paul’s company, Roth. When he became
president, Paul was an unusual addition to the team,
having both a CPA and an MBA at a construction com-
pany. This is not the typical background for a leader of a
national specialty contractor. But it served the company
well. Paul’s strength is macroeconomics, finance, and
strategy. He was the right person at the right time to pro-
actively be reading the economic tea leaves.

And that’s what you’ll need as well. If you scored yourself
green here, it means you understand how the economy
affects your business. Which is great—keep it up! A word
of caution though: what we’ve found is many companies
think they have this covered, when in reality they don’t
have the necessary internal resources (aka someone like
Paul). Because of this, they don’t know what they don’t
know, which is the most dangerous position of all.

If you're only watching a few indicators without really
investing time thinking about how they impact your
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business, score yourself YELLOW. You need to go find
and use external advisors to fill this gap. Who in your
network has their finger on the pulse of the economy,
knows how it may impact your company, and can help
you avoid being blindsided? Go find that person, reach
out to them, and glean everything you can from their
experience and knowledge.

What you don’t want to do, once again, is be like Jona-
than. At Fitness Together, Jonathan was a definite red
on this question. He wasn’t staying up to speed with
economic indicators. Nobody on the management team
was going about the necessary research in any kind of
intentional way. At best, they were occasionally paying
attention to what was going on with unemployment. But
they lacked action.

If you're in a similar situation, if you’re RED on this ques-
tion, you're behind the curve. You're reactive instead of
proactive, and will likely have to cut overhead, reduce
headcount, and hunker down when the next recession
hits. Once indicators suggest we’re in a downturn, it’s
way too late to capitalize on the myriad of opportunities.
Follow the recommendations for yellow now or prepare to
make painful cuts in the next recession. Check out www.

recession.com for more resources.
Are you with us so far? Good.
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Now, how do you go about actually creating your plan?

YOUR RECESSION PLAN

In order to create a recession plan, first you need to get the
lay of the land within your organization. You have already
filled out your Recession Readiness Assessment. Now, to
complete this process of benchmarking your company’s
recession readiness versus your competitors, you need
to gather the necessary facts and figures to assess what
you’ll need in your plan.

First, collect your current financial statements, includ-
ing your income statement (down to expense line items),
balance sheet, cash flow statement, equipment/asset
inventory, backlog, and work in progress (WIP)*. Second,
look at your history from prior years: your old income
statements, your past backlog, and WIP reports. What
are the trends you see?

Do you know how much your company is currently worth?
Consult your financial advisors for a quick estimate.
You’d be surprised by how many owners don’t know this
number or range, which is why they never take the steps
necessary to dramatically increase their company’s value.
It’s all about understanding where you are now and what
will drive up the value of your company.

1 WIP applies usually to contractors or manufacturers.
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Next, gather your list of current employees and make sure

the list includes name, department, salary/total compen-
sation, and tenure. Gather all of your strategic planning

documents concerning mission, vision, values, and goals.
Finally, put together a list of your top twenty customers

(company, revenue, gross margin, and net profit) and

top twenty vendors (company and total annual spend

with each).

Now that you have all this information, what do you with
it? As we’ll see in the following chapters, there’s no one-
size-fits-all solution. But, according to the 2010 Harvard
Business Review article mentioned earlier in this chapter,
the companies that have the best performance in
sales and EBITDA (Earnings Before Interest, Taxes,
Depreciation, and Amortization) after arecession are
the ones that focus simultaneously on three things:
increasing operational efficiency, developing new
markets, and enlarging their asset base. That combi-
nation has proven to be ideal according to HBR—and in

our own research as well.

Clearly, it's time to toss out the conventional wisdom
that the best move in a recession is to simply fire people
and cut overhead.
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RECESSION READINESS
ASSESSMENT QUESTION #3

Are your company’s vision, mission, and values doc-
umented in writing and exemplified daily through
behaviors at all levels of the company?

Even though Fitness Together had no recession plan,
amazingly enough they did have a vision, mission, and
values. They used the book Traction by Gino Wickman
as their guiding methodology and held meetings each
quarter to talk about their Core Values, Core Focus™,
their 10-Year Target™, and strategies to get there. This
is what GREEN on question #3 looks like.

Paul also used a book, Blue Ocean Strategy, as a framework
for strategic planning and drew from it to conduct brain-
storming sessions with the company’s leadership team
as well as direct reports to the leadership team. The big
idea was to identify where their business was suffering
by competing on price for commodity work (the bloody
red ocean). They examined their assets and talent, and
then engaged the leadership team to create uncontested
market space (a blue ocean) using their intellectual prop-

erty to make their competition irrelevant.

This strategic planning proved invaluable. Roth changed

course using energy and maintenance savings and return
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oninvestment as their key differentiators. They leveraged
their in-house talent, along with their intellectual capital
to help their customers reduce their energy usage; they
became partners with their customers.

Even if you scored yourself green here, when it comes
to strategic planning we encourage you to stay open to
learning more. Consider hiring a consultant to guide one
of your strategic planning meetings. Great consultants
conduct a high volume of strategic planning sessions
each year and can bring your team fresh ideas like Blue
Ocean Planning to help your team move further faster!
And remember that you get what you pay for, so budget
accordingly. If you hire a consultant or coach, you are
entrusting them with your most important asset, your
business. Vet and select them accordingly.

You need to have a tight, intentional focus. If you don'’t,
score yourself YELLOW. There are many leaders out
there who fall into this category. They are aware of the
importance of having a vision, mission, and values, but
don’t think it applies to them. Either that, or they’re
overly optimistic and just believe everything is going to
work out. Or they think they are too busy to spend time
on planning. A costly (potentially fatal) mistake.

That’s not good enough. If you gave yourself a yellow on
this question, you’re going to have to pull together an
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external and internal advisor team and start working on

your benchmarking. This is also a great time to start using

the Entrepreneurial Operating System® (EOS® aka “Trac-
tion”) in your business and become really intentional

about what you want to be and where you want to drive

your company in the next three to five years. EOS®is one

of many business operating systems that is proven to help

stabilize and grow your business.

Keep it simple and powerful. Your vision, mission, and
values should only be one page long. It’s not about writing
a manifesto that just sits on your server somewhere and
no one ever reads. The point is to be clear and concise.
Your plan is poetry; every word matters. It’s your opportu-
nity to tell your unique story to the world—both internal

and external audiences.

Finally, if you currently have no vision in writing, you are
RED on this question. Don’t think you’re just going to get
lucky without putting in the work. As Thomas Jefferson
said, “I'm a great believer in luck, and I find the harder
I work the more I have of it.” A great economy may lift
all boats, but in a bad economy, according to Warren
Buffett, the tide goes out and you see who’s been swim-

ming naked.
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If you've been working without a strategic plan, you are
swimming naked.

You now have the self-awareness to make a change. Go
ahead and start implementing the recommendations
for yellow, but realize it’s going to be a long journey
(at least two years). Check out www.recession.com for

more resources.

JONATHAN: WHY IT’S SO IMPORTANT TO HAVE THE RIGHT
PEOPLE IN THE ROOM

I'had been hired by a large national electrical subcontrac-
tor to help them grow their business, and I remember one

eventful day of strategic planning where we started the

day with ten people on the management team and ended

with half that number. At 8:00 a.m., we began talking
about how, in order to grow the business, the company
needed to have a management team that was smaller—
so they could be more nimble. At 10:00 a.m., we took
a break and per the CEQ’s tough decision, five people

packed up their stuff and left the executive leadership

team then and there. These individuals stayed at the com-
pany, but it was a tectonic move.

It was a symbolic moment and it showed the importance
of rightsizing your leadership team so your company can

take things to the next level. Sometimes it takes a dra-
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matic event like cutting your leadership team in half to
see things clearly. In this case, it took having an offsite
strategic planning day to allow us to look at the big picture
and make some of these major adjustments.

Quarterly strategic planning meetings serve as a catalyst

for change in a growing company.

RECESSION READINESS
ASSESSMENT QUESTION #4

Does your company have a written, long-term,
focused, strategic plan and do you spend at least one
day each quarter updating it?

Does your leadership team spend at least one day each
quarter on strategic planning, including updating your
recession plan and doing a gap analysis of the talent,
products, services, and geographical presence you lack?
If so, score yourself GREEN.

We encourage you to conduct quarterly offsite meet-
ings to work on your strategic plan and to use an outside

consultant or facilitator to help plan and execute the

meetings—and hold you accountable.

Why is it so important to have a consultant or facilita-
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tor? Without an experienced hand there to help guide
the process, what inevitably happens is that the CEO or
COO ends up running the strategic planning meeting
themselves—and isn’t able to fully participate. That’s a
mistake. Why would you want one of the most important
voices in the room worrying about making sure everybody
else participates rather than being fully engaged in think-
ing through the matters at hand and actually contributing
to the work that’s being done?

Your entire leadership team needs to be there. Spend a
full day with them doing team building, culture work,
and messaging to keep reiterating your core values. Talk
about your strategic initiatives. Share high-level finan-
cials. Have select individuals and teams present what
they’re working on and highlight some of those key con-
tributors on a rotating basis, so when the meeting is over,
everybody understands the main goals for the quarter—
and their roles in achieving those goals.

As you begin this journey, you may be missing key ele-
ments of strategic planning, like a gap analysis of the
areas where you are lacking. If this sounds like you, score
yourself YELLOW. Take the opportunity at your offsite
meeting to analyze these areas and fill in the gaps.

If you’re an entrepreneur who started your business out
of your house and have never been coached or mentored,
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you may not have the business acumen to know what
you don’t know. If you’re not doing quarterly strategic
planning, score yourself RED. Even if you're very strong
technically, think seriously about hiring an expert to help
guide you through the process of strategic planning. It will
make all the difference in terms of growing your business.

TAKING ACTION

Gather the list of materials recommended in this book
and the Rock the Recession workbook and have your entire
team take the Recession Readiness Assessment at www.

recession.com/ready.
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CHAPTER TWO

2ND GEAR—TUNE



'o 1st Gear (Assess) Always start with 1st Gear
Q Then engage 2nd Gear (Tune), 3rd Gear (Race), and/or 4th Gear (Accelerate) depending on

“The Economy”
. If the E: y is in the Expansion or Recovery stages of the cycle, engage 2nd Gear,

then 3rd Gear, then 4th Gear
If the Economy is in Recovery or Contraction, engage 3rd Gear, then 4th Gear
If the Economy is in Contraction or Recession, engage 4th Gear immediately if possible

Use the Emergency Brake at any point if needed

And, above all else, use your judgment to determine which Gear to use given the circumstances

within your company and outside in The Economy

PAUL: HOW | GOT MY HOUSE IN ORDER BEFORE THE RECESSION

In the year leading up to the Great Recession, I made
sure—as part of our recession plan—to talk to my banker
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about increasing our line of credit. The point was to do
it sooner rather than later. I also negotiated to eliminate
our personal guarantees and improve our debt covenants.
These were just some of the ways I sought to get our house
in order before the downturn happened. I did this so that
we could be better equipped to survive a recession and
be in a position to expand during the recession.

Most people don’t think this way. They wait until they need
their banker, until they need their credit line increased—
and by then it’s too late. You simply can’t do these things
in arecession. It’s a sad truth that when you need money
the most, nobody wants to give you a loan. In a recession,
banks won’t normally extend your credit or reduce your
personal guarantees or collateral obligations.

The best time to ask your bank for a loan, or your inves-
tors, is when economic times are good.

Banks are hungry for business when the economy is doing
well. They’re fighting for clients. They’re offering better
deals. They want your business. Think of banking like
any other strategic purchase and conduct a request for
proposal (RFP) to get the best deal with a bank that can
grow with your company.

The pointis to doit all on a proactive basis. Build up your
flexibility now so when arecession happens, you can
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pounce. This is true whether it’s a larger economic reces-
sion or just one of your competitors going into recession.
Take advantage of the fact that most companies are not
acting. They’re stuck in Groundhog Day—doing the same
thing over and over—trying to just keep up with the daily
whirlwind and not thinking about obtaining additional
borrowing capacity or lowering their financial risk.

They’re coasting along with the top down (not prepared
for a freak thunderstorm), totally exposed.

But the smart leaders know the peak of a recovery is the
optimal time to tighten up their business and personal
affairs—not only as a way of limiting the damage in a
recession, but also to gear themselves up to take advan-
tage of opportunities.

Take, for example, Rob Strobel of Lithko Contracting,
a commercial, middle-market concrete contractor. He
didn’t wait for a recession to get his house in order. He
saw a downturn coming, so he did things like lowering
his pricing and aligning with key customers to take on
strategic backlog. This foresight allowed him to win new
work that carried him through the depths of the recession
and gave him the ability to continue to grow. Squirrels
have a biological imperative to gather nuts for winter;
leaders don’t. Unless you pay attention and take action,
your company will starve.
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Rob has it right when he says, “There are lots of folks
in this industry who don’t want to double down or take
economic risks, so they don’t lean into investments in
the downturn. Instead of looking at how they can invest
to gain market share, they look at how they can cut back.
It’s a mistake because when the market comes back, and
now you have additional market share, you can rise with
the market and see considerable growth.”

Rob’s numbers speak for themselves. Since coming out
of the recession in 2011, Lithko has seen more than 20
percent compound annual growth. No surprise that when
asked how he is feeling about the next recession, Rob
responded with this: “It can’t get here fast enough.”

What about you? Are you going to be like me and Rob, or
are you going to be like everyone else? The good news is
you are already well on your way to recession readiness
just by reading this book. In 1st Gear, you assessed. You
benchmarked your own readiness compared to others,
saw where you stood versus everybody else, and came
to the conclusion that you need a plan—to be prepared
for recessions both external and internal.

Now, in 2nd Gear, it’s time to put pen to paper.
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STRESS TESTING YOUR RECESSION READINESS

To make sure you have what it takes to weather a down-
turn, you need to stress test your company in a number of
different ways. Each one of these stress tests is important,
and they all work in conjunction with one another. Skip

a test at your own peril!

ZIPPER YOUR RELATIONSHIPS

As Mike Lancaster, from Frank L. Blum Construction,
puts it: “Are your customer and vendor relationships
‘zippered’ from top to bottom?” One big mistake people
make is they only have one contact at each company they
work with. The problem, of course, is that in a recession
your contact may get fired, and then you’ll be starting
from scratch! You always need to know your contact’s
boss, as well as the other people who work for that same
boss. The last thing you want is to suddenly have to call
the boss out of the blue after your primary contact gets

let go.

In order to know which relationships merit zippering, you
need to know who your top vendors and clients are and
how that list has evolved over time. Who are they this year
and who were they last year? What differences do you see

between this year’s and last year’s lists? What surprises?
Are any of your top clients at risk during a recession due
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to their particular industry? Do any of them represent 10

percent or more ofyour revenue?

Remember, losing one big client can put your com-
pany in a recession. That is why it’s so important to be

vigilant—even obsessive compulsive—about collecting
receivables from your largest customers and that you

really understand what their financial condition is at all

times. As we’ve learned, recessions tend to expose those

companies that have been “swimming naked.” Ask for
regular updates from your clients on their pipeline of
work and what they’re experiencing in the market and

assess the risk of project delays or late payment due to a

slowdown of their business. When you engage your cli-
ents in these discussions, you will be viewed as more of
a business partner than a vendor. So, don’t be afraid to

have these conversations.

If you want to pounce, you can't leave your underbelly
exposed! Make sure your top clients are secure and
you're on top of collecting money you're owed.

Make sure to ask yourself: what is the quality and depth
of my relationship with each client?

A 2013 article by Nickell, Rollins, and Hellman empha-
sizes the importance of relationships in surviving and

thriving in a recession: “Partnering with key customers
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to work together during down times appears to be the
most critical [factor] to success.”

But shouldn’t you treat all your customers equally? To put
it bluntly: no. In his book The Pumpkin Plan, Mike Mich-
alowicz encourages readers to always prioritize the stars.
“When the good ones call,” he writes, “they get serviced
first. The cringe-worthy clients get pushed to the back of
the line...The cringers will get the hint. Sure it’s a little bit
Mean Girls, but it gets the job done.”

RECESSION READINESS
ASSESSMENT QUESTION #5

Does your company’s leadership team understand the
financial health of its major customers and vendors?

This means taking your top twenty customers, putting
them into market segments, and analyzing those seg-
ments in terms of how a recession would impact them.
You may find, for example, that you have an overcon-
centration in the retail industry. But, upon further
segmenting retail, you understand that not all retail is
created equal. In fact, some retail customers—like
Walmart or Dollar General—actually tend to do better
inarecession. The high-end retailers, like Tiffany & Co.
and Saks, tend to stumble.
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Companies that score GREEN on this question will use
this analysis to go out and diversify their customer base
and grow recession-resistant market segments. They will
meet with their top twenty customers quarterly to assess
their financial health. If you do this, it will help keep you
close to your customer, close to reality—and allow you to
deal with facts on the ground regarding your customer
service, your products, and your competitiveness.

Talking to your customers about what their plans are for
a recession and how they view it gives you good knowl-
edge about whether theyre looking to expand and take
advantage of a recession or whether they’re planning to
just hunker down.

When you know a customer is going to hide in their shell
like a turtle and just try to survive, you need to come
up with cost-saving ideas to remain a relevant value-
added business partner. The point is that if you know in
advance that your customers are going to behave like tur-
tles, you can be proactive and come up with cost-saving
ideas for them—ideas that allow you to be part of their
plan instead of just part of their cuts!

Another example of green on question #5 comes from a
seventy-four-year-old sushi master from Kyubey restau-
rant in the Ginza district of Tokyo. Yosuke Imada is the

owner of the restaurant and on a recent visit, he came
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over to greet Jonathan’s family personally. In an interview

published in the Wall Street Journal in 2007, Imada said

that when the Japanese economy crashed in 1989, his

restaurant was okay because they hadn’t overextended

themselves before the recession. He continues that
“everyone’s money is the same” and advises that regular
customers won’t be around forever, so it is important to

treat all patrons equally. What impressed Jonathan most
is that Imada is still “walking the talk” of his own advice

over a decade later. If you're ever in Tokyo, make the pil-
grimage to Kyubey restaurant for some excellent sushi.
It’s expensive, but you get a “free” lesson in how to be

green on how to cultivate strong relationships with your

customers with every meal.

Conversely, if you know your customers are planning to
pounce during a recession and acquire other companies
or assets, having this knowledge in advance will allow
you to proactively plan to support their growth.

If you're already doing this stuff, great—you’re green.
Stay with it! But if you're like Jonathan was with Fitness
Together, you should score yourself YELLOW. At his per-
sonal training studios, Jonathan had clients start every
one-hour session with fifteen minutes on the treadmill,
which was a great way to find out how they were feeling.
Often, they would vent their misgivings about the econ-
omy and give some interesting insights. But that was the
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extent of it. Jonathan and his team didn’t do anything
with that information. They had a good finger on the
pulse of the economy just by talking to their customers
individually and hearing their stories. In particular, they
learned about different frustrations in different locations.
Once the recession hit, they understood that if they were
going to have to close locations, it made more sense to
close the ones in less affluent communities. In the more
affluent neighborhoods, they knew from talking to their
customers that the recession would only cost them money
on paper, but wouldn’t really affect their buying decision
when it came to their health and wellness.

So if you're like Jonathan was and you have a yellow
score, keep talking to your customers. And start to
create more of a discipline around these conversa-
tions, as well as a plan to act on the information you
are gathering.

Now, if you’re not currently talking to your customers
and vendors in any organized way at all, you get a RED
score here. It’s not just a matter of getting started; you
need to shift your whole way of thinking. As atop leader
of your organization, it’s up to you to lead from the
front. If you haven’t done that and it’s not in your culture,
that’s a heavy lift. You need to make a big change and
start having your leadership team go out and meet with
customers and vendors face-to-face. The kind of infor-
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mation we're after doesn’t come out in email surveys nor

in quick phone calls.

I can’t stress this enough: talking to customers is critical
in building long-term relationships, because it means
you’re having open and honest conversations with your
key customers, your top 20 percent (wWho often make up
50 to 80 percent of your revenue!). If you can zipper these
relationships, you’ll be in good shape.

Are your customer and vendor relationships “zippered”
from top to bottom?

STRESS TESTING YOUR VENDORS

In the same way recession-ready companies stay in touch
with their customers, you need to also meet regularly
with your key vendors to stress test them in an organized
fashion. Don Greenland’s company, that we met earlier,
is a great example of this discipline. Not only does the
company, Nabholz, have a very strong recession plan, it
also pays unique attention to pre-qualification of vendors
and their ongoing health.
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Stress testing your vendors—putting in place a pre-
qualification process for them and subcontractors—is
a great way to make sure projects and inventory don't
go off track as your company grows.

Paul and his team at Roth certainly dealt with lots of
national and international vendors and suppliers, but
they didn’t regularly stress test them. Their ad hoc
meetings with vendors were valuable nonetheless. They
learned how their suppliers’ new technology benefitted
Roth’s customers. There was an exchange of open and
honest feedback on both sides, with the goal of bringing
customers the newest innovations for the best prices. But
there wasn’t an explicit process at Roth for stress testing.

It’s a lot easier to get this discipline right if you have
people on your leadership team, and people at your ven-
dors and suppliers, who have actually been through a
recession before. What’s most important is for you to
build up critical awareness you’ve been missing about
your vendors’ and suppliers’ needs. If you don’t under-
stand what they need, you can’t take advantage of the
opportunities a recession may present, like the ability to
negotiate lower prices for equipment and supplies.
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RECESSION READINESS
ASSESSMENT QUESTION #6

Is your company’s EBITDA margin “bestin class” for
your industry?

When you experience substantial growth in all areas of
your business, you can grow right through a recession. If
youare GREEN on question #6, it means you have a strong
EBITDA margin—shoot for 10 percent or better—and are

well positioned to continue looking for new growth oppor-
tunities within and outside of your customer base.

At Roth, for example, because it was a high-margin busi-
ness, Paul and his team were able to reinvest in the latest

technology. They had eighteen people in their IT depart-
ment, which is highly unusual for a contractor. They did a

lot of their own programming to enhance customer expe-
rience and reduce operational inefficiencies. If you have

a strong EBITDA margin, you need to take advantage of
your cash flow to develop specialized, proprietary prod-
ucts and services because of the value this intellectual

property drives.

But if your EBITDA margin is not quite there—if it’s
approaching best in class for companies in your indus-
try but not at that level—score yourself a YELLOW here.
Go back to benchmarking yourself versus your compet-
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itors and ensure you understand the levers you need to
pull to increase or maximize the value of your business.
Then focus on strategies to grow either unique, one-off,
niche-project businesses or more general, annuity ser-

vice businesses.

If your EBITDA is not best in class, and not even approach-
ing that level, then score yourself RED. It’s time for you to

do a full review of all aspects of your business. Pay atten-
tion to and eliminate non-revenue-generating employees

and strategies. Benchmark your company and learn about

the levers that will increase and maximize the value of
your business and then start to pull them!

RECESSION READINESS
ASSESSMENT QUESTION #7

Does your company have § to 10 percent of its next
twelve months of estimated revenue as equity on your
balance sheet?

If you don’t understand Recession Readiness Assess-
ment question #7 or the explanation, invest in your own
personal financial growth!

Our balance sheet stress test shows whether you have
enough equity (5 to 10 percent or more of your next twelve
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months of estimated revenue) to survive a recession. If
you have an equity shortfall (less than § to 10 percent of
your next twelve months of estimated revenue as equity
on your balance sheet), what steps can you take to meet
your target threshold? For example, you might consider
curbing all non-tax distributions, working to increase
your profit margin, or cutting costs to reduce overhead.

Research shows that the size of your company and its
balance sheet does matter when it comes to surviving a
recession; bigger is better. The same goes for how long
your company has been around—the longer your compa-
ny’s history, the harder it is for it to be brought down by
a recession. But the biggest factor here, according to CJ
Rhoads, is how much money your company has retained
from its earnings over the years. The more you've saved
for a rainy day, the more likely you are to thrive during

arecession.

Different industries have different benchmarks, but the
common denominator is that the more labor you have,
the closer to 10 percent in equity on the balance sheet
you're going to need to be in relation to your next twelve
months of revenue. For example, say you're a $20 mil-
lion contractor that’s also a subcontractor that supplies
labor, and your forecast for the following year shows you
moving to about $30 million of volume. In this scenario,
you will need $3 million of equity—10 percent times
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$30 million—to provide the necessary working capital
(without over-leveraging your company) to support that
growth. If, on the other hand, you’re a general contrac-
tor who does no self performance (provides no jobsite
labor), § percent in balance sheet equity is okay because
you don’t have weekly payroll going out the door.

Here is a hard truth: mostbusiness leaders don’t under-
stand their financial statements. They don’t take the

time to understand what working capital is and what level

of liquidity (cash or credit) they need to fund and support
their growth.

Don’t let this be you. Act now to improve your financial
literacy. The strength of your balance sheet is a critical
measurement, and if you don’t understand it, you can’t

use it to grow.

“Running your business off of the income statement is

like high school math, running your business off of the
balance sheet is like college accounting, and running
your business off the cash-flow statement is like having
your doctorate in finance.”—Paul Belair

If you understand your balance sheet and how to use it to
support growth, score yourself GREEN on question #7.
Your balance sheet is strong, and you should be having

regular conversations with your accountant to discuss
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advanced tax avoidance strategies to maximize your

company’s value and your net worth.

If you're not proactively in discussions with your finan-
cial partners and advisors, chances are your awareness
is limited and you need to score yourself YELLOW. The
first step is to start looking at your banker as a business

partner.

If you’re yellow, you probably also haven’t accurately
forecasted your line of credit and cash needs for the next
twelve months. Meet with your banker and forecast out-
going cash flow for the next four quarters to understand
your cash needs. If analysis shows you're going to max
out your line of credit in the second quarter, you need
to ask your bank now for an extension to your credit line.
Your bank will work with you; however, you have to pro-
actively go to them and demonstrate you’re growing and
profitable and have a plan to succeed.

And what if you're not growing at all? If you’re like Jona-
than was with Fitness Together, you have negative equity
onyour balance sheet, meaning there are more liabilities
than assets. Unfortunately, this was common throughout
Jonathan’s time with that business. It meant there was no
room for growth. When things started to slow down with
the recession, options were limited to either closing one
or more of their five studios or selling studios to one of

90 - ROCK THE RECESSION



their managers or employees (to take over the unit and
its liability).

If this sounds like you, if your balance sheet is weak,
score yourself RED on this question. It’s not the end of
the world, but it does demand immediate attention. You
have to be honest with yourself and set a FAST (Finite,
Attainable, Specific, and Timely) goal for improving your
balance sheet. It’s not going to happen overnight, but
step-by-step you'll get there.

Be courageous and discuss your situation with your
banker to find solutions together. And be vulnerable
enough to admit to yourself that a weak balance sheet
isn’t a character flaw—but left unchecked, it’s a major

business issue.

Left unchecked, a weak balance sheet will bring your
company down in a recession.

RECESSION READINESS
ASSESSMENT QUESTION #8

Does your company’s leadership team regularly
meet with its bank representatives to discuss the
company’s line of credit to ensure the limit is right
for current and future business needs?
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If you scored yourself GREEN on question #8, it means
that you are treating your banker the way you should—as a
strategic business partner. You're keeping them informed
on where you'’re going, where you are, and where you
have been. There are no surprises because you're always

proactively discussing the business with them.

Unfortunately, most companies don’t act this way. They
treat their banker like their dentist, like someone they see,
begrudgingly, twice a year—and only because they have to
go. If that sounds like your relationship with your banker,
score yourself a YELLOW here. You need to understand
you're only hurting yourself: keeping your banker out
of the loop is a self-defeating proposition. It may seem
counterintuitive, but maintaining this important relation-

ship will lower your anxiety when times get tough.

We can'’t stress it enough: know your banker. Be aware

of your debt covenants and test them quarterly on a roll-
ing twelve months’ basis. Be aware of what the next six
months’ projections are so you can proactively discuss

them with your banker and get on the same page about

where your business is going.

If you're not having these conversations with your banker
at all—conversations to rightsize your credit limit—score
yourself a RED here. If you don’t change this pattern,
you’ll soon find your relationship in jeopardy. Keep your-
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self out of a situation where your banker tells you that
you violated a covenant and you’re not even aware of it.
There’s no good outcome for you in that scenario.

On a positive note, take comfort in the fact that bankers
are actually people and have discretion. Work to estab-
lish a real relationship with your banker that goes beyond
surface conversation. Meet them regularly for coffee or
a meal. Show them you care about the relationship. Go
ahead, do it now. Schedule a call or meeting with your
banker. Remember: the best time to ask for aloan is when
you don’t need one.

Your banker wants you to be successful, needs you to be
successful, and will help you get into the right financial
products to support your growth. Work on this relation-
ship before the recession and it will pay dividends.

YOUR LINE OF CREDIT

How do you know whether you have enough line of credit

(LOC) availability to allow you to capitalize on opportuni-
ties during the recession, like purchasing assets and other

companies? How do you know whether you have enough

LOC availability to weather the storm of a recession?

First, ask yourself, was there a time over the past twelve
months where you could reduce your line of credit to zero
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for thirty days or more and not have any credit outstand-
ing (if for no other reason than to demonstrate financial

strength)? The reason this ability to pay off your LOC is

important is that most business leaders, especially those

of companies under $100 million, don’t understand

cash flow and particularly the significance of the cash

flow statement.

The cash flow statement shows that—if you're growing—
you increasingly have your cash tied up in receivables. If
you can stay on top of this information, you can take stra-
tegic action, on a proactive basis, to extend the accounts

payable terms with your suppliers and subcontractors to

better match your collection terms.

Paul did exactly this at Roth. Because the company’s busi-
ness was seasonal, work would ramp up in April (after a

slow season from December to March), and they’d have

payroll flying out the door in the summer months. If he

and his team hadn’t been on top of it, they would have

bumped up against their line of credit limit. Because they

were proactive, they carefully managed accounts payable

and rigorously collected accounts receivable to control

their cash flow.

As you’ve probably experienced yourself, when you are
proactive in this way, vendors are much more accom-

modating. It’s a lot better than what happens to a lot of
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companies, where they don’t pay their vendors on time
and then get the call telling them they’re being put on
a credit hold. In order to avoid this fate, you have to be
self-aware and understand the levers that impact your
cash flow.

Now, what if you weren’t able to get out of your line of
credit (pay it down to zero) for at least three of the last
twelve months? If this is your reality, you must under-
stand, first of all, that you have the wrong banking
product for your needs. You are using your line of credit
as if it were term debt. A line of credit is supposed to be
tied to your working capital, which is tied to your receiv-
ables. If you have a line of credit that you don’t exit for
more than ninety days, you are using your line of credit
as long-term debt rather than short-term debt. This is bad
news: you risk violating a bank covenant and going into
the “workout group” at the bank, plus you're probably
paying a higher interest rate than you should be.

“Workout” bankers are the ones who take over companies

that violate their debt covenants and show an inability to
“get it.” They sell assets or make decisions to mitigate
the bank’s exposure, often to the severe detriment of
the business.

If this is you, meet with your accountant and your banker.
Discuss a bridge plan to get from where you are now to
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a place where you can use your line of credit (or other
short-term debt vehicles) appropriately. This bridge plan
may involve terming out all or part of your line of credit
and not letting yourself make the same mistake again.
This is a good thing: smaller companies often don’t have
the ability to get off of their line of credit or credit cards.
This was certainly the case with Jonathan and Fitness
Together: they never had any extra cash available because
they used their line like it was term debt. Their initial SBA
loan didn’t include enough room for working capital to
support their growth, a big mistake.

And remember to stay in touch with your banker. Why
is this so important? Your banker can provide very valu-
able financing. Without it, you have to raise money from
investors or put more of your own cash in to fund the

business’s growth.

RECESSION READINESS
ASSESSMENT QUESTION #9

Does your company’s leadership team know all
restrictions in place on any company debt and do
they review these “covenants” monthly to ensure

compliance?
A debt covenant is a fancy way of saying an agreement
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you’ve made with your bank or lender. These covenants
are found in your loan agreement. The debt covenant
stress test shows how much cushion you have before you
trip your covenants. At what earnings level would you
violate any of your covenants?

If you scored yourself GREEN on this question, it means
you're a savvy company, you've read and understand the
debt covenants in your loan agreement, and you measure
against them to ensure compliance on a regular basis.
Sadly, the majority of people at the ownership level of a
company don’t know what a net worth covenant or a debt
service covenant ratiois. They don’t know how close they
are to failing their covenants, and they don’t measure them.

NOW, THEREFORE, THE PARTIES COVENANT AND AGREE AS FOLLOWS:
1. The following financial covenants contained in the Agreement shall be amended as follows:

Line is to be monitored with a monthly Borrowing Base Report and Accounts Receivable
Aging. The Borrowing Base Report to be defined as follows: Accounts Receivable less ineligible
Accounts Receivable advanced at 75%. Ineligible Accounts Receivable is to include Accounts
Receivable over 90 days from due date and all Work In Process. Borrowing Base Report is to be
supported by Accounts Receivable aging report.

ceivable, Accounts Payable

Monthly Borrowing
s-aswell as work in process report.

Upported by Moty

Debt Service Coverage Ratio. Maintain a Debt Service Coverage Ratio that does not fall below
1.15 beginning 12/31/12. The Debt Service Coverage Ratio will be evaluated for each annual
statement. The term "Debt Service Coverage Ratio", expressed as a mathematical formula,
means (Net Income + Depreciation Expense + Amortization Expense + Interest Expense)/
(Current Portion Long Term Debt 4- Interest Expense + Other Interest Expense + Dividends/
Distributions + Non-Financed Capital Expenditures).

If you're green on this question, it means you’re highly
proactive and aware. You're on top of your numbers. If
you see you're going to miss a number, you know it ahead
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of time. Like Paul, you have the CFO or controller of your
company prepare a monthly or quarterly one-page sum-
mary of your debt covenants and your company’s cushion
with regard to each covenant, so you always keep this
important information at the forefront.

But what if you’re aware of your covenants but don’t
know exactly where your business stands? In that case,
you should score yourself YELLOW. You get points for
being aware, but you haven'’t proactively forecasted or
dealt with your banker ahead of time. You need to know
your company’s numbers and educate your banker as to
the business conditions that led to that result, and what
you are proactively doing to handle your situation. This
best practice will give you credibility with your banker so
they’re not surprised. As we've learned, the worst thing is
for your banker to be surprised: when that happens, they
take your bad news to their boss or the credit committee
within the bank—and you damage your reputation.

Just like you wouldn’t want to be shocked or surprised
by your customer, you don’t want to startle your banker.

If you're like Jonathan was when he was with Fitness
Together, you have some debt covenants but don’t know
exactly what they are. If this sounds like you, score your-
self a RED here. Fitness Together was a small business
with an SBA loan, which included several debt covenants.
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One covenant that Jonathan did know about was his
promise not to sell $50,000 in a stock portfolio that
was collateral for their loan. He sold that stock portfolio
before finishing paying off the loan, which was actually
a violation of the debt covenant. He didn’t really think
about it at the time because he wasn’t regularly reviewing
and testing the company’s covenants. Luckily, it hap-
pened right before the company’s final SBA payment in
the last year of the loan. Otherwise, they might have had
to go through an audit or worse.

Don’t be negligent with your loan. If you are, you’ll
put your loan officer in a bad situation. They’ll lose time
defending you to a credit committee. Remember, your
banker is a human being with a job to do and a reputa-
tion. The more time they spend focused on fixing your
loan, the less time they have to source and grant new
loans, which is how they earn a living. Don’t put them
in that situation.

RECESSION READINESS
ASSESSMENT QUESTION #10

Do your company’s owners regularly review any
personal guarantees on company debt and are they
actively working to reduce them to zero?
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For the personal guarantee stress test, make a list of
any personal guarantees you may have with your bank

or bonding company.

WARMIMNG - OY SICHING THIZ PAPER YOU CGWVE UP YOUR RICHT TO
MOTICE AND COURT TRIAL. IF YOU DO NOT PAY OM TdE A4 COURT
HJUDGMENT MEY BE TAKEN AGAINST YOU WITHOUT YOUR PRICH
ENOWLEDOE AWD THE POWERS OF A COURT CAN BE USED TO COLLECT

FROM YOLU HEGARDLESS OF ANY CLAIMS YOU BMAY HAVE AGAINET THE
CREDITOR WHETHER FOR RETUNRED QOODS, FAULTY Q0O0DS, FAILURE
OH HES PART TO COMPLY WITH THE AGREEMENT, OR ANY OTHER
CALIEE

If you're GREEN on personal guarantees, it means you've
actively reduced your guarantees or capped them.

It is not unusual to sign for debt; people give personal
guarantees to banks as well as surety bonding companies.
Your goal, however, is to reduce your personal guarantees
down to a non-existent level or a minimal amount of your

overall wealth.

If this sounds like you—if you are actively striving to
reduce your personal guarantees—score yourself a
YELLOW here. When the economy is booming, that’s a
great time to ask your bank if they’ll reduce your personal
guarantees, waive them altogether, or put a cap on them.
Usually, the only way to get out of a personal guarantee
entirely is to switch banks2. It takes growth and strong

2 With SBA loans, there is no getting out of the personal guarantee. You can usually only get out

of a personal guarantee with commercial bank loans not backed by the SBA.
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financial ratios to earn your bank’s flexibility with guar-
antees. But if the economy is in recovery (growth) mode,
there are going to be banks that want your business.

A strong economic environment is almost always the best
time to negotiate reductions in your personal guarantees.

If, however, you are not working to reduce your personal
guarantees or your bank has already called in a personal
guarantee, that puts you in a different situation. If that
has happened to you, score yourself a RED here. It means
your personal assets are at risk of repossession. Even if
you leave your business, until that guarantee is paid off,
you are still responsible—which is why you always have
to be very careful when signing a personal guarantee.

RECESSION READINESS
ASSESSMENT QUESTION #11
Does your company have cash or debt available to
fund growth?

This liquidity stress test asks the simple question: how
much liquid cash does your company and its owners
have available? This may seem unrelated to the project
of stress testing your company’s recession readiness.
Maybe—maybe not. Let’s say you have an opportunity
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during a recession to buy a competitor, but the bank won’t
lend you the money. If you had, say, $3 million of your
own money available, you could potentially put that cash
back into the company and buy the competitor. Obviously,
this isn’t always a smart move. But sometimes it’s worth
it to take advantage of a once-in-a-lifetime opportunity

to pounce during a recession.

Of course, in order to pounce on these kinds of opportu-
nities—to acquire talent, acquire equipment or supplies,
or acquire companies in areas where you’re looking
to grow—you have to have adequate liquidity. If this
sounds like you, score yourself GREEN here, and focus
on making sure your company doesn’t fall out of green
on this crucial question.

What if you’re not 100 percent sure? What if you feel
like it might be too risky to wager part of your personal
net worth or to take on extra debt for expansion? In this
case, score yourself YELLOW. Develop a tighter acqui-
sition target list and re-examine why you want to grow.
You need conviction to buy a company or assets during
bad times.

Now, if your debt is already high and you don’t have the
capacity to take on more for expansion, that means you
are RED on this question. You might be able to scrape
enough cash together to make some moves, but over-
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all you’re going to lose out on opportunities to acquire
new equipment and supplies from companies going out
of business in a recession. The only way to capitalize on
others’ mistakes in the next downturn is to start devel-
oping a war chest of savings to tap so you can be nimble
enough to make better, more financially sensible moves.

Think about what having a war chest might look and
feel like! Think about your largest competitor—the one
that keeps nipping at your clients or trying to steal your
employees. Maybe they’re a perfect, complementary
business you could buy if and when they hit hard times?
Your biggest competitor could be a perfect acquisition
target for you. But will you have the means to afford it?

RECESSION READINESS
ASSESSMENT QUESTION #12

Does your company have a board of advisors that
meets at least quarterly with the leadership team to
help set plans for growth, ask challenging questions,
and hold the team accountable for its action plans?

If you score yourself GREEN on this question, it means
that you have outside accountability for your leader-
ship team. This outside group of advisors or board

looks at all aspects of your business and helps you gain
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knowledge about your strategies, budgets, cash flow,
and forecasts.

A lot of companies dabble with a board of advisors, but
don’t meet regularly. Or they just meet with their accoun-
tant and their lawyer. If that’s the case with you, score
yourself YELLOW here. The problem with just meet-
ing with your accountant or lawyer—who you pay on an
hourly basis—is that you’re probably not getting the hard-
hitting advice and counsel you need.

Instead of relying on your professional advisors, assem-
ble your own group of people who possess the specific

talents you’re missing yourself or lacking on your
team. Having an advisory board of experts will bring
tremendous value to your company. And while you're

at it, why not try to find advisors who have experience

navigating recessions?

Understand that you can have a board of advisors at any
level of the company. For example, if you're the head of
sales for your company, you can assemble a board to give
you feedback. It’s not just the owner or CEO of a business
that can benefit from regularly meeting with experts.

If you are scoring yellow on question #12, consider join-
ing a group like the Young Presidents’ Organization

(YPO), the Entrepreneurs’ Organization (EO), or
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Vistage. These organizations will provide you with a
forum where you're paired with six to eight other mem-
bers who hold one another accountable. Without this
accountability, you can easily wind up missing something
or writing something off as noncritical because you don’t
have the appropriate perspective.

If youdon’t have a board of advisors and you're not in any
groups like YPO or EO, you should score yourself RED on
this question. At the very least, you can start by engaging
a paid mentor or executive coach. This person will keep
you in check, tell it like it is, and help you see where you
need to improve in running your business. Hiring a great
coach means doing your homework. Speak with their ref-

erences and confirm their accomplishments.

DEVELOP YOUR PIT CREW (BOARD OF ADVISORS)

A board of advisors will serve as your “Pit Crew” before,
during, and after a recession. As a leader of your company,
you need a Pit Crew that will hold you accountable for
executing your recession plan—and tell you when you're
driving the business dangerously close to a fiery crash!

Your Pit Crew will serve as a sounding board for you,
create a broader network, and help you see around
corners.
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Who should be in your Pit Crew? You want people who are
smarter than you and who have proven track records. Most
importantly, these people need to be willing to call you out!
Seek advisors who are true experts and who have already
achieved a high level of success. That will free them up to
give you some real, hard-hitting feedback. Last, but not
least, try to have at least one person on your board who has
been through a recession and hopefully grown through
it. The point is that it’s not just about having an advisory
board—you have to have the right people on the board.

Who should you steer clear of having on your board of
advisors? You definitely don’t want your Pit Crew to be
made up of friends and family, nor do you want your
management team on the board. Even professionals like
your banker, lawyer, or accountant are a bad idea. Yes,
they want and need you to be successful, but they may
not always be totally honest with you—out of fear they’ll
upset the relationship and you'll fire them.

You want advisors who have no ulterior motives, no other
reason for serving on the board than paying it forward
and being a good mentor or steward. People like that
can really tell you if you’re being stupid or heading for a
crash. And you’ll need that tough talk from time to time,
believe us! A good Pit Crew will always keep you honest
and accountable. Accountability, in turn, will increase
your performance and up your game.
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We recommend meeting with your Pit Crew quarterly for
a half day. You should send them materials to review in
advance (e.g., company financials, strategy roadmaps).
Each Pit Crew member should receive between $500
and $2,500 per meeting depending on the size of your
company and the scope of their commitment.

YOUR FINANCIAL TEAM

Like with your Pit Crew, you need to pay attention to
make sure you have the right accountant, banker, and
insurance firm (and the right bonding company if you’re
a contractor). Take stock of your situation and rightsize
your advisors on an annual basis. You want financial
partners who have the capacity to grow with you. To max-
imize growth, consider switching to a regional firm once
you reach $10 to 25 million in revenue because you're
going to want more sophisticated advice and to leverage
their relationships and contacts, and you may even end
up hiring some of their employees to come to work for
you. (Don’t actively poach from your advisors, but often
people will want to leave professional careers to come
“in-house” with a favorite client—and this is a good way
to meet those potential candidates.)

On the accounting side, as your company grows, switch
to a larger firm that adds value because they have more

subject matter expertise in your industry. But choose
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carefully: you don’t usually want to be the biggest client
of the firm if you're a high-growth company. Work with
advisors who can help you understand the least risky path
to take your company to the next level and who work with
many clients in your industry who are larger than you.

You need to re-evaluate your partners and advisors as
your company grows. If you're like a lot of companies,
you have some strong relationships, but not with all your
financial partners. Keep in mind that you should not
have the same advisors when you're at $15 million in
revenue as when you were $5 million in size. You may
feel guilty letting them go, but it’s good business hygiene.
And they should want you to work with new professionals
that can support your growth!

The advisors who got you to where you are now aren’t
necessarily the professionals who are going to get you
to where you want to go.

The accountants at a mid-size firm may be more expen-
sive, but they can make introductions in banking, have

vast industry experience you can leverage, and can save

you money on taxes. They have the resources to stay on

top of their game.

At Fitness Together, Jonathan’s accountant was a sole
proprietor focused on restaurants, not fitness centers.
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He was used to dealing with cash businesses, but in the

personal training business people collect prepayment up

front from their clients—for ten, twenty-five, fifty, one

hundred personal training sessions—and then they “owe”
the clients those sessions until the clients use them. It is

important not to spend the prepayments until the client
uses the sessions they are owed. If Jonathan had selected

the right accountant—an industry specialist or at least

someone more familiar with fitness providers (rather
than restaurants)—that advisor could have given him

more guidance much earlier about the importance of
matching revenue (prepayments) with direct expenses

(sessions owed to clients). It wasn’t the accountant’s fault
the relationship was a bad match.

TAKING ACTION

Now that you understand the importance of getting your
house in order before a recession, it’s time for you to take
action—to go out and have the conversations you need
to have with your banker, your financial advisor, your
accountant, your insurance agent, and your lawyer.

Whenever we talk about the importance of 2nd Gear,
about having these conversations when the economy
is strong, the reaction we tend to get is people slapping
their foreheads, saying things like, “I wish I had thought
of that!”
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Don’t be like them. Make a commitment right now and

actually schedule these meetings before it’s too late.
Here’s what that looks like:

- Now that you are committed to talking to your banker

about increasing your line of credit—or about low-
ering your personal guarantees so you've got less
risk—when are you going to have that meeting? Sched-
ule a date.

When are you going to meet with your financial advi-
sor? Schedule a date.

- When are you going to meet with your accountant?

Schedule a date.

- When are you going to meet with your insurance

agent? Schedule a date.
When are you going to meet with your lawyer? Sched-
ule a date.

- Remember: getting your house in order, getting your
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key customer list zippered, getting your balance sheet
strong, getting your line of credit increased, getting
your personal guarantees reduced—these actions
aren’t only important in terms of taking your busi-
ness to the next level during a recession. They’re also
just good business hygiene (business best practices).
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CHAPTER THREE

3RD GEAR—RACE



o 1st Gear (Assess) Always start with 1st Gear

O Then engage 2nd Gear (Tune), 3rd Gear (Race), and/or 4th Gear (Accelerate) depending on

“The Economy”

. If the E: y is in the Expansion or Recovery stages of the cycle, engage 2nd Gear,
then 3rd Gear, then 4th Gear

. If the E: y is in R y or Contracti gage 3rd Gear, then 4th Gear

If the Economy is in Contraction or Recession, engage 4th Gear immediately if possible
Use the Emergency Brake at any point if needed
And, above all else, use your judgment to determine which Gear to use given the circumstances

within your company and outside in The Economy

CAPITALIZING ON OPPORTUNITIES

When approaching a recession, you can slam on the

brakes or you can stomp on the gas. What’s your plan?
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Everything you’ve learned so far is, of course, good stra-
tegic planning in general. But in a recession it becomes

turbocharged. Think of arecession as the fuel or accel-
erant. Let it rip!

Especially if you're looking for an American Dream

Exit, you need that boost to get to the bigger-sale oppor-
tunity. You need it if you're trying to 10X your business.
Of course, it’s technically possible (but unlikely) to grow

your business exponentially at any juncture; the point is

recessions give you opportunities that might other-
wise take a decade or more to bear fruit.

The problem is recessions don’t happen very often.
Doesn’t that statement sound strange? Strange and
true: recessions are rare opportunities. That’s why you're
doing all this work. It’s why you bought this book in the
first place so you could put together a strategic plan to
pounce—so you’ll be ready. You know you can’t just wait
around, that you have to get serious about capitalizing

on this moment.

Now the time has come, and you’re right where you
wanted to be.

While everyone else is waiting it out in the fetal position,
you're investing. Instead of being paralyzed by fear,

you’re taking advantage of others’ lack of prepara-
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tion. Just like Warren Buffett did, when he made all that
money bailing out GE Capital and Wells Fargo. Or like
Southwest Airlines did during the 1990-1991 recession
when they bought jets and acquired landing slots from a
failed competitor.

Recessions don't come around often. Seize the
opportunity!

This is the gear where you let it rip—and take advantage
of the fact that, unlike your competitors, you know when
to floor it, when to tap the brakes, when to ride the draft,
and when to shift gears. Because you’ve prepared, you
won’t be excessively cautious, taking things too slow.
You won'’t be desperately aggressive, taking turns too
fast. And you won’t be overly eager and reckless, hitting
the wall.

USING YOUR RECESSION ACQUISITION PLAN

Aswe’ve learned, recessions are a wonderful time to stock
up on cheap assets, disruptive technologies, A-players
(top employees), and competitors who didn’t think to

create a recession plan.
You should have a list of the competitors you’ve had your
eye on to acquire in a recession. Now’s the time to use

that list—and jump on the opportunities you've identi-
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fied. Remember, this will only work if you’ve already built
these relationships.

Start having conversations with—and getting to
know—your acquisition targets well before the reces-
sion happens. Obviously, you don’t come right out and
tell them you want to buy them! What you do is invest
consistent time and energy to foster a good work-
ing relationship.

Remember, too, you're trying to fill specific gaps from
your strategic plan. If you’re a plumbing company, for
example, you don’t necessarily have to just foster rela-
tionships with other plumbing companies. Focus on the
companies that will complement your existing organiza-

tion and make it stronger in the ways you'’re not.

You want to keep your friends close and your enemies

closer. That way you will know, when the time comes,
which are the most desirable businesses to fulfill your
recession acquisition plan. If it turns out that one or more

of these companies have stumbled in the recession, you’ll

be waiting in the wings—and will already have a relation-
ship with them, which will make integrating them into

your company all that much easier.

Often, when people sell their businesses, they want to
sell to people they know and trust. That’s good news for
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you if your relationship has been well established far in

advance of going into any negotiation.

You shouldn’t try to start a relationship to acquire a com-
petitor when the economy is already crashing. They’ll
trust you far more if you establish a relationship before
the downturn.

PAUL: POUNCING DOES NOT MEAN BETTING THE FARM

When the raceison and the recessionis approaching, you're
going to want to pounce. After all, this is what you've been
planning all along. But that doesn’t mean you won’t make
mistakes, which is why you should never bet the farm.

I made a classic mistake when we found a renewable,
wind-powered energy startup opportunity to invest in—
one that would benefit, if successful, every major division
within Roth. It was a company located in Ohio, and their
main product was an emerging technology to capture
wind power on commercial rooftops. What made the
product special was that it tied into companies’ electri-
cal systems to reduce their energy usage, and whenever
it harvested more energy than what was being used by
the facility, the excess power could be sold back to the

grid for a net savings!
As part of their research and development, the startup
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had engaged a NASA engineer, who specialized in wind
energy, to fully test and certify the prototype. It was vir-
tually guaranteed to work and was an ideal match for the
products we sold at Roth. For example, in order to use the
product, you had to put the structure on a commercial
roof, which meant having to make penetrations in the
roofing membrane. This was something not all compa-

nies were certified to do, but we were. Checkv

Then there was metal fabrication for the frame that
needed to be done, and Roth had its own large metal
fabrication shop. Checkv

Then, you had to know something about electricity and
how to monitor energy usage. We had our own national
energy management company and a monitoring com-
pany that would allow us to monitor each wind capturing
unit 24/7. Checkv

Wait—there was even more...The unit was so sophis-
ticated that it turned in to the direction of the wind
to increase the wind going through the funnel, creat-
ing what is called the Bernoulli Effect: as wind speed
increases, so does the amount of power generation a
wind turbine is capable of producing. This movement
meant the unit required a high level of service. And, we
just happened to have a national HVAC service busi-
ness. Checkv
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You can see why I was excited about the wind startup
opportunity: it fit like a glove into all our products and
services, and this was all happening during a time when I
was trying to break down walls between divisions at Roth.
Iused to joke we were four different companies that
just happened to show up to work at the same place.
My goal was to maximize overall results by having each
division work effectively together.

We had just rebranded the company Roth: Powered by
Green to take advantage of the high energy costs at the
time, as well as the cost-reduction culture sweeping
the country as everyone was trying to survive the Great
Recession. Everyone was looking for cost-saving ideas.
And our national retailers were looking for consumer-
friendly, sustainable, green-energy branding. Everything
was coming together nicely. As we started to pitch the
wind startup, we had a lot of people signing up for pilot
programs—and there was great excitement and buzz. It
helped build our new brand throughout our national cus-

tomer base.

Now, we just needed to get to a working prototype. But
in order to do so, we had to invest $700,000. As we were
reviewing this investment, one of my four partners at
Roth brought up some objections. Instead of listening
to what he had to say, I shut him down. I was just so con-

vinced this was a magic elixir. I was so laser-focused on
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our new Roth: Powered by Green brand—and on pulling
through more of our energy-saving products and services
to our national customers—that I failed to explore my
partner’s objections.

After we made the investment and got to prototype day,
we were invited to a board meeting at the startup. At the
meeting, the owner showed up in a brand-new four-door
Lexus with a personalized license plate. I knew then and
there Iwas probably in trouble. He used our money to get
anew car instead of investing in the product!

But, maybe not. The deal I had negotiated still had a lot
going for it. The first installation of the prototype was
being done by a very reputable customer of ours. As part
of our investment, the startup agreed to give Roth sole
sourcing on manufacturing (metal fabrication), roofing,
servicing, energy management, and monitoring of the
units. This deal meant we’d have a steady service revenue
stream from our investment—so long as the prototype
worked as designed.

You can probably guess what’s coming. The day finally
arrived when the product was unveiled, with great fanfare
and publicity, at the Toledo, Ohio, headquarters of one
of our customers. Everything went great...until several
days later when we started to see electricity production
results. The data showed the rooftop turbine performed
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worse than had the special funnel not been attached at
all! The prototype blade was actually interfering with the
pull-through of the wind.

It was an expensive unit and, without the benefit of supe-
rior wind generation, you couldn’t justify—even with the
tax credits—a return on investment. So that was that. It
was one of my worst investment decisions ever, but in
a way I'm glad I went through the experience. I learned
a valuable lesson: that I am still very capable of making
stupid mistakes and I should never shut down someone
who’s raising objections.

In fact, to this day I have a framed copy of the startup’s
stock certificate sitting on my desk to remind me to listen.
Even if the people raising concerns turn out to be wrong,
itis better to explore their objections than to ignore them
and be blindsided later on.

It is also worth reminding readers that although the
wind startup was a terrible investment, I didn’t bet the
farm. We bet $700,000, but we made over ten times that
amount in net profit the same year. Nonetheless, if T had
listened to my partner’s objections, I could have avoided
the loss. In hindsight, I would have structured the deal
differently to be more performance based. But, because
I was so determined to secure sole sourcing, I was blind
to any objections. I wanted it too badly, and I got took.
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When the race is on, and it’s your time to pounce, there
is always going to be an element of risk involved. It
comes with the territory. Embrace the risk, but don’t bet
the farm!

RECESSION READINESS
ASSESSMENT QUESTION #13

Do you have an excellent company culture, hire only
awesome people, and immediately exit people who
are not awesome or who don’t fit your culture?

If you score yourself GREEN on this question, it means
you hold quarterly meetings with all employees to update
them on the current state of the company as well as the
long-term strategic plan for the future. You also use these
meetings to recognize those employees whose hard work,
dedication, and loyalty have made a difference in the
success of the company. You do this because you know
employees who are recognized in this way have more job
satisfaction and are more likely to stay with the company
long-term.

If you score yourself green here, it also means you have
an executive coach for yourself and your leadership team.
This person works with you on business strategy and key
issues, but also on your “life plan,” a tool you use to reach
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your personal definition of happiness and success. Like

the recession plan, the life plan is written in advance,
before you really need it, when life is calm and you’re in

arational state of mind—not when you’re on the precipice

of a major life decision. Having a life plan and a coach

for yourself and your leadership team—to promote

individual growth—goes along way toward establish-
ing a strong company culture.

A lot of companies pay lip service to culture, but don’t
reach beyond their comfort zone. Companies that are part
of a franchise system, in particular, tend to over-rely on
the other franchisees within the system—when what they
should also be doing is networking with their competitors.
If this sounds like you, score yourself YELLOW here. You
may have the beginnings of a strong company culture, but
if you’re only talking to your own people, you're getting
a monolithic perspective. Start networking with other
companies who are doing things differently, so you can
analyze their successes and failures—even if that means
being brave and sharing your own stories first! Engage
with peers and competitors at conferences and events, and
pay special attention to what high-performing leaders at
these conferences do during the breaks. (The real value of
conferences is usually in the networking done in the hall-
ways between speakers and workshops—and at the bar!)

You can’t create culture out of thin air. You have to have
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the right mindset. If you scored yourself RED on this
question, most likely your company is grinding it out and
burning through people. It won’t be easy to change. But if
you’re serious about starting to do culture right, you have
to have a heart-to-heart with yourself and your leadership
team about the legacy you want to leave. If you're ready
to do that, to make the change, go ahead and follow the
recommendations for yellow. Check out www.recession.

com for more resources.

CULTURE, RECRUITING, AND RETENTION

Being ready for a recession means creating a strong cul-
ture, recruiting the right people—and having systems

to retain them.

Nothing is more important than having the right
people on your team. After all, theyre the ones who are
most in contact with your clients and vendors. They’re
like the tires on a car: they’re where the rubber meets
the road.

Fun fact: did you know that NASCAR tires don’t have
any tread on them? They’re completely smooth. They’re
designed that way to get more surface-area contact with
the track, which gives better traction. The tires actually
become so hot that they melt slightly and get a little sticky,

which creates even more traction.
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This is a good way to think about building your team: you
want your people to be “sticky” in their dealings with
clients and vendors by instilling a service-driven rela-
tionship culture. If you don’t have the right people, you
can’t build a strong culture—and you certainly can’t 10X

your business in a recession.

Like NASCAR tires, the stickier you and your team are
with your clients, the more traction you'll experience.

So how do you make sure you have a strong culture that
will survive a recession? Start with your core values. As
Gino Wickman wrote in his book Traction, the first step in
building core values is to name the three to six people in
your organization who you wish you could clone—mean-
ing these employees are so great that, if you had replicas
of them, you could dominate your market and industry
and grow your business 10X. Which of your best people
would you choose to clone? What are the characteristics
that led you to put them on your list? This list of charac-

teristics contains your core values.

The more creative your core values are, the better. You
want prospective employees and prospective customers
to “stub their toe” on your core values by not making
them too self-evident. Values like “teamwork” and
“integrity” are so overused that nobody pays attention
to them. Values like “Lagniappe” (look it up!) or “Lunch
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Second” will catch people’s attention and let you tell your
company’s story.

CREATIVE GORE VALUE

Next, think about who you’d most love to hire, including
people who currently have jobs or are otherwise unavail-
able. In Jack Daly’s book Hyper Sales Growth, he writes:
“The only way you can be effective at recruiting top people
is to identify and go after them.” He recommends having
a target list of ten to fifteen names and focusing on the
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kind of people who are not looking for a job and are happy

in their current position.

Daly recommends getting in touch with those ten to fif-
teen people twice a month, either over a meal or by email
or phone. It may seem like overkill, but it’s not. Again, life
happens, and you never know when those A-players are
going to suddenly be ready for a change (e.g., when their
current employer changes their compensation structure
without warning!). Daly writes: “The odds are that if you
are courting them twice a month, life is going to happen
in the next year to one or two of those 10 to 15 people.”
If you want more A-players, you’ll need to increase the
volume of candidates that you and your leadership team

are courting.

This continuous process is how you need to think about
hiring and recruiting. It’s like a faucet left permanently
running. Too many companies try to turn on the spigot
when they need to make a hire and then turn it off again.

A-players need to be cultivated in your candidate pipeline.

CULTIVATING A-PLAYERS

Your company needs to be made up of 50 percent or more
A-players. But this nirvana can only be reached when you
have been able to successfully identify who these people
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are and where their strengths lie and have placed them
in the optimal position for success in your company.
By paying attention to the unique skills each employee
brings, you are able to capitalize on their strengths.

In order to create highly effective teams, be aware of
each employee’s behavioral profile. It’s critical that you

put the right people together, teams that can work effec-
tively without personality conflicts. The DiSC™ profile

and Culture Index™ are valuable tools for placing every-
one properly and empowering employees to interact with

one another.

Be willing to move people around to find the optimal
combination for each team. In the book The Boys in the
Boat by Daniel James Brown, the author recounts the 1936
Olympic US rowing team and how coach Al Ulbrickson
swapped boys in and out of the racing shells until he
found a boat that achieved “swing” or that elusive qual-
ity of great teams that some describe as flow. A team that
swings seems to glide over the water. You want the teams
at your company to swing! Don’t settle.

If you'’re like many companies, however, you have
some A-players at the top of the organization or sprin-
kled throughout—but you aren’t cultivating them at all
levels. At Roth, Paul led a quarterly book club where
he would have lunch and get all the high-potential
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A-players together to review and discuss a business book
like What the CEO Wants You to Know by Ram Charan.
Doing something like this will break down silos, help
establish friendships between departments, and nour-
ish high performers.

Of course, it’s unlikely that C-players (poor perform-
ers) will suddenly become A-players (top performers).
You still have to focus on hiring the right people. Hire
only people who meet your high standards; succumb-
ing to pressure to fill a role with a second-rate candidate
will only make things worse. This issue is exacerbated
when the economy is strong and unemployment is low
because hiring becomes even more competitive during

those times.

If your company is lacking in A-players, stay strong in
hiring only people who meet your high standards.

If you allow yourself to hire below your company’s stan-
dards, it will become a habit—and before long you’ll have

a company full of C- and D-players rather than A-players.
To make matters worse, A-players prefer to work with

other A-players. If you surround them with inferior talent,
they’ll wonder what’s wrong with you as a leader and

they’ll leave.

Employee performance must be evaluated regularly. If
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someone is not achieving their job responsibilities, you
have two choices: train or terminate. Don’t continue
accepting inferior talent. At the highest levels of your
company, if you are in growth mode, you will most likely
have to recruit your way out of the problem versus train-
ing and developing existing talent. Your best option will
depend on your internal pipeline of talent.

In any case, you need to constantly be hunting for
A-players (and farming them from within your staff). You
don’tusually find A-players on an internet job board. They
don’t stay unemployed long nor do they “apply” for jobs
in traditional ways. They almost always rely on their net-
work to find their next opportunity. So, join their networks.

After cultivating your list of A-players and joining their
networks, the next step is to brainstorm behavioral inter-
view questions that you can ask potential employees to

determine if they share your core values. For example, if
one of your company’s core values is going “full throt-
tle,” a good question might be “Can you tell me about a

time in school, your last job, or your personal life where

you went ‘full throttle’> What did that look like?” If the

candidate can’t rattle off three to four full-throttle expe-
riences off the top of their head, do you think they share

that core value?

This interview question exercise will help you gain clar-
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ity around recruiting the right people, as part of being
ready for a recession. Then you will need to think about
retaining them. How do you keep great people happy so
they don’t quit?

Words are ephemeral: they fade into thin air as soon as
you say them. Actions speak louder than words. Are the
people in your company consistently displaying behaviors
in alignment with your company values? Can you think of
away to use a symbol to bring your core values to life? For
example, one company hands out little Gumby dolls to
new employees to remind them of the value of flexibility.

Strong leaders spend time making sure they show their
employees how much they value them. They write them
thank-you notes, call them on their birthdays, and catch
them in the act of living out a core value. What are some
of the ways you can celebrate your employees? For inspi-
ration, read Make Big Happen by Mark Moses.

JONATHAN: FREEING THE C-PLAYERS

I remember one time working with a company at a full-
day strategic planning session, and there was a C-player
who had been on their management team for a long time.
After our second meeting, the leadership team and I
decided that this guy wasn’t happy. He hadn’t been happy
for a long time. At that very meeting, he agreed to leave
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the team. It was a mutual decision. We took a break, he
packed up his bag, shook everybody’s hand, and left the
company on the spot.

That moment stuck with me because I think we realized
all at once that, with this individual in his management
role, we were never going to be able to keep growing the
company. From that point on, we made sure the manage-
ment team was all A-players, people who really bought
into the vision and could execute against it. Looking back,
it wasn’t even a close call, and in my experience, once
you have concerns about a leadership team member it
almost never gets better. The only thing you usually get to
decide at that point is when the separation occurs (sooner

is better for all involved, by the way!).

Paul and I have seen many leaders agonize over letting
someone who obviously is not an A-player go. Excuses
we’ve heard include, but are not limited to: He/she has
been with the company from the beginning. He/she is a
family friend, he/she is my brother/sister, he/she doesn’t
always behave like a jerk..We’ve heard it all! Once the
leader finally terminates the sub-par player from the com-
pany, then we hear: I should have done this months/years
ago, I feel so much better, why didn’t you tell me to do
this sooner?

Think about it like you're the coach of an NFL team. Do

3RD GEAR—RACE - 131



the Patriots accept C-players? The 2016 and 2017 Browns
did. Do you want to win Super Bowl championships like
the Patriots or go 1-31 like the Browns did over two recent,
consecutive seasons? Committing to win is committing
to surround yourself with A-players who live your culture
of excellence.

Look around your company. The players (your people)
who take the field at your company every Monday through
Friday, do they look like the Patriots or the Browns?

Make sure you do an intense review—on a quarterly
basis—of your talent in search of the best players to put
out on the field. You need to be aiming to have the talent
to win gold at the Olympics of your industry. Most com-
panies don’t. In fact, when we bring this metaphor up
with leaders, they often admit that they don’t even have
the talent to qualify for the Olympics.

Don’t accept C-players who are average contributors.
Focus intensely on acquiring, cultivating, and developing
talent. This characteristic is what sets the top-tier compa-
nies apart from the rest. Top companies are willing to
upgrade their people. They follow a systematic process
where people are evaluated fairly and objectively. When
people are falling short of expectations, they have the
necessary, honest, difficult conversations. (Read Difficult
Conversations by Douglas Stone, Bruce Patton, and Sheila
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Heen if you need more guidance on how to have tough
talks with your team members.) Top companies put in
place performance improvement plans and give people
a chance—if the employees don’t make a change, they’re
freed to pursue other opportunities.

With Fitness Together, I hired a lot of family members
and it became complicated. There was a deep sense of
loyalty (it was one of our core values!) and for the most
part it worked out fine. But when you have C-players,
especially if they’re family, you have to let them go. If
you don’t, you’ll send the message there’s a double stan-
dard—and that can really start to erode the culture and
impact the performance of others.

At the very least, you need to have a system in place for
reviewing employees on a quarterly basis. How can you
possibly get your C-players up to a minimum acceptable
standard (or free them to go to a company where they
would be a better fit) if you don’t even have a system for
evaluating them?

You need to start by accepting the fact that A-players
don’t like to hang out with B- and C-players. They
quickly get frustrated and then they leave. If you are
going to be mission-driven, then letting C-players
stay will eat away at that mission and ultimately erode
the culture.
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Have an employee review process in place that you follow
on a quarterly basis to recognize your A-players and to
free your C-players to move on to another company that
is a better fit for them.

JONATHAN: WHAT DOGSLEDDING TAUGHT ME ABOUT
TEAMBUILDING

Jonathan with Sled Dog Nanouk/Jonathan Slain

The dog I've got my arms around in the picture is named
Nanouk. When I was on this dogsled in Canada with my
Entrepreneurs’ Organization Forum, I noticed Nanouk
would run just fast enough to keep up, but not fast enough
to have to pull any of the weight of the sled herself. All
the other dogs were pulling against the towlines to take
the weight of the sled and help move it forward. Nanouk?
She was running just fast enough to keep up and not get
dragged, without having to help shoulder the load.
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Make sure none of your company’s teams have a Nanouk.

A big part of recession planning is to free the Nanouks.
The companies that do the best in a recession are the ones

that take the time to regularly assess all their employees—
and are willing to free the C-players so that they can go

work for your competitors and not pull their sleds!

Over the years that I've been doing strategic planning
with companies and working with their teams, I've come
to believe that the most critical factor in being able to
grow—and this applies especially during a recession—is
a willingness to upgrade people. You can’t afford to wait
until you're in a recession to get the right team.

The companies that are willing to upgrade their people
constantly are the winners.

When you’re making above-average profit margins, it’s
hard to cut people that you’ve built a relationship with
over many years. When a company is doing well, it’s very
hard to say, “Joe has to go,” But it’s vitally important for
the future of your company that you do. Don’t let the
fact that you're doing well cause you to be benevo-
lent and soft. Don’t overlook the fact that someone is
a C-player just because the work needs to get done and
they can fog a mirror! Profit tends to mask people issues—
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stay vigilant about assessing your talent and holding

people accountable.

High-growth companies are very good at making effec-
tive and timely people decisions. They have honest, hard
conversations with their people and give them three
strikes. If they don’t improve, they re out. Being able to
make good people decisions is a key part of recession
preparation. This means constantly trying to get more
A-players and get rid of any C-players.

As Nickell, Rollins, and Hellman wrote in their article on
recessions: “Sadly for some under-performing employees,
the ‘kick up the backside’ [brought about by a recession]
forced the firm to do what they should have done long
ago—let them go.”

Sometimes, say the authors, a kick up the backside is just
what the doctor ordered: to force companies to change

their ways and survive. Your choice is either to be the
kicker or the kicked!

PAUL: HOW TO CONSISTENTLY EVALUATE YOUR CULTURE

I always ask leaders the following two questions: 1. Is
more than half of your company made up of A-players?
And 2. Do you regularly evaluate and free up your
C-players?
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My definition of an A-player is someone who you would
want, or even need, to have on your team if you were
starting your company from scratch. My definition of a
B-player is someone who is important but not critical.

What about C-players? To me, a C-player is someone who
you know you should probably fire, but you just haven’t
pulled the trigger for whatever reason.

I've seen many companies that didn’t have the right play-
ers on the team—and that really puts a company at risk.

More to the point, if you don’t have the right leaders on
your management team—and you’re not regularly firing
the people who aren’t right for top leadership roles—it
puts you at an even higher risk in a recession.

RIGHTSIZING YOUR CAPACITY

If you are a company experiencing rapid growth, it is
crucial you take the time to constantly re-evaluate your
workload and rightsize your capacity accordingly. The
only way to recognize gaps that need to be filled—talent
and/or resource gaps—is to evaluate. As you do, you may
find employees can be shifted to other areas of the com-
pany to better support your strategic priorities.

We recommend reviewing talent on a quarterly basis
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to identify gaps in your most critical locations and divi-
sions. Move your best people to your best opportunities;
most companies reverse this best practice and task their
brightest employees with cleaning up messes. Be careful
you’re not pigeonholing people into silos—and be flexible
enough to move your talent to where they will make the

biggest impact.

Regularly move your best people to your biggest
opportunities.

If you’re like many companies, you do make these kinds
of adjustments, but you do it reactively. It’s not a pro-
active, systematic process. For example, you lose your
largest customer and only then recognize that you have
to downsize the company. Or, you win a big contract
unexpectedly and only then realize you need to hire

more people.

The problem with running your business this way is that
when you rightsize on the fly, you run the risk of being
overstaffed or understaffed. You are forced into the posi-
tion of cutting jobs or scrambling to hire new employees
and rush them through training. Sound familiar? Don’t
let yourself get into these situations. Have strategies in
place to maximize the value of your business—and then
use performance measurement tools to make the right
people decisions in support of those strategies.
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Remember: if you're not careful about making tough
people decisions, you might wind up having them made
for you—by your bank! We’ve seen this before and it’s
ugly! If you don’t maintain your client base and you fool
yourselfinto thinking you’re going to get more new clients,
you won’t make the necessary adjustments. What may
happen is that the workout group at the bank comes out to
pay you a visit because you tripped your debt covenants.

Rightsize your business continuously and make adjust-
ments before your bank makes them for you!

PRACTICING FOR THE NEXT RECESSION

How severe is the next recession going to be? Which
industries will it affect? Will it be like the last one?

Contractors, for example, got hammered in the Great
Recession, and tech companies got crunched in the Dot-
Com Recession of 2001.

Learn from history. What lessons can you take from past
recessions?

New information will always be coming at you, which is
why it’s so important to re-evaluate your plan for the next
recession each quarter. Based on the new information,
you might consider changing lanes or taking an off-ramp.
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Should you be pivoting? Should you consider relocating?
Should you be targeting an acquisition? These are the
types of questions you’ll answer at your quarterly reces-

sion practice sessions.

According to CJ Rhoads, “Executives should seek bar-
gains and buy during a recession,” taking advantage
of the buyer’s market and the lack of competition. For
example, Banc One—based in Columbus, Ohio—used
the 1990-1991 recession to aggressively acquire other
banks and achieve their goal of becoming a national
bank. They were able to pounce because they had prac-
ticed their game plan in advance and had the necessary
conversations internally. These are conversations you
need to be having, too, not just as a company but also

within each division.

Don Greenland’s recession strategy, as you'll remember,
specifies that each regional president within the com-
pany works through the company plan individually and
is empowered to trigger the tiered steps within their own
groups. Important point: each leader is able to take action
when needed. At Nabholz, they don’t want to hold things
up with red tape and “approvals.” That’s how you need
to be thinking. Each region, division, and department
of a company should develop a mini recession plan,
as part of the whole. Each division should practice their

part of the overall plan.
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OTHER BEST PRACTICES

Recession planning is an ongoing journey, and we have a
solid red light for you here. Avoid multiple rounds of lay-
offs at all costs if it comes to that in a downturn. Cutting
two people on Friday, and then two more the following
Friday, and so on, is a terrible idea—it kills morale. Cut
once, cut deep is our motto, and we got that from Daren
Alexander, whose company, A-C Electric, does a great
job of practicing downturn reduction with its leadership.

How exactly do they practice? According to Daren, the

key is communication. In a lot of companies, the oppo-
site is true. They think that every time they talk about
something like a recession, it leaves a bad taste in peo-
ple’s mouths and stirs up negative emotions. As a result,
they actually avoid talking about it. They don’t bring
it up on purpose. We believe the opposite is true. The

more you talk about your recession plan, the better it is for
people’s psyches. Like Daren, we believe it’s impossible

to overcommunicate.

But that doesn’t mean the communication should be off-
the-cuff, disorganized, or haphazard. Youneed to be open

and clear in your communication—and you need to have

a system for doing strategic planning at your company, a

regular cadence of practice.

Spend one day every quarter planning and building your
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vision, and also use it to think about how you can keep
eliminating waste from the business and improving
your processes, including your recession plan. This is
the essence of continuous improvement. What can you

delegate, automate, or eliminate to reduce costs?

RECESSION READINESS
ASSESSMENT QUESTION #14

Does your company have a continuous improvement
process in place and do you regularly measure prog-
ress against established goals?

If you are GREEN in this area, you have a good process
for recognizing and getting rid of waste—in labor, mate-
rials, and overhead expenses. Keep on doing what you’re
doing: focus on creating a company culture of continuous
improvement. There are always ways to further stream-
line your systems and processes.

If you're like some companies out there today, you know
about continuous improvement, and you’re working to
improve your processes and eliminate waste—however,
you don’t have an organized discipline around continu-
ous improvement. If this sounds like you, score yourself
YELLOW on question #14. You are well on your way, and
you can start educating yourself more about continuous
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improvement. Read 2 Second Lean® by Paul Akers and The
Goal by Eliyahu Goldratt. Next, get the help of an expert
to work directly with your team to implement continuous-

improvement best practices.

If you haven’t ever heard of continuous improvement
(aka “Lean”), or have heard of it, but haven’t started on
your own journey, score yourself RED here and follow
the instructions for yellow.

PAUL: THINK “BETTER, FASTER, CHEAPER”

Aswe discussed above, the key to staying in business over
the long term is continuous improvement. Great! Now,

how do you inspire your people to do it and own it?

When I was president of Roth, I implemented the Better,
Faster, Cheaper (BFC) approach. I held employee meet-
ings quarterly where, among many other items, I would
explain how important it was to the survival of the busi-

ness to continuously improve.

How can you do your job better? How can you do your
job faster? How can you do your job cheaper?

3 “Lean” isreally just a fancy word for talking about continuous improvement and eliminating

waste in a company.
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Through the BFC process, employees asked themselves
how they could do their jobs better, faster, and cheaper.
Then they went through the exercise with their super-
visors. In order to get the best results, I made sure that
employees were empowered to speak up—that they
understood that no idea was too small to matter.
According to Forbes, American Airlines once did a BFC
contest at the company and saved over $40,000 per year
by removing one olive from each first-class meal tray.
What olives exist at your company?

I also made sure supervisors embraced the program
and encouraged this through measurement and posting
of results. In your own companies, I recommend you
measure the number of ideas generated per employee,
averaging it per supervisor, and then posting those results.
After that, do the same for the number of ideas imple-
mented. Try to estimate the impact of these changes
through metrics like money saved, time saved, or cus-

tomer experience improved.

The more you can show the improvements, the more likely

your people will be to continue to commit to BFC. Cele-
brating wins is also crucial. The Rock the Recession Owner’s

Manual lays the BFC process out in more detail.
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WHAT IT REALLY MEANS TO EMBRACE CONTINUOUS IMPROVEMENT

A lot of companies do have a continuous improvement
(Lean) initiative going, and they are regularly measuring
progress against established goals. Sometimes, though,
they make the mistake of getting sidetracked by whatever
hot new business improvement idea people are buzzing
about. This leadership ADHD is called the “Airport Book-
store Syndrome.” Here’s how it works: an executive will
go on a work trip, stop at the airport bookstore, and spend
the plane ride home reading the newest, latest, greatest
business book. Then the executive comes back to the
company and, even though they already have several ini-
tiatives going, decides tolob in a third new idea, or fourth,
or fifth, based on the advice in the book they’ve just read.

The problem is that when you’re constantly moving on
to the next thing, you start to lose ground and backtrack
on the progress you've already made. It’s like having your
foot on the gas and the brake at the same time.

According to a Harvard Business Review article about the
Airport Bookstore Syndrome, “A particularly troublesome
obstacle to sustained improvement...is initiative fatigue,
which occurs when leaders jump too quickly from one
improvement fad to another...Embarking on a new proj-
ectis often more exciting than staying the course, but that
doesn’t necessarily deliver the best long-term results.”
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It’s much better to pick a few priorities and really focus
on those initiatives. As business guru John Milos says,
“Put your eggs in one basket, and watch that basket
closely.” Then practice and refine. And then refine again.
Or as Harvard Business School professor John P. Kotter
puts it, “Never let up. Keep learning from experience.
Don’t declare victory too soon. When an organization
takes its foot off the gas,” that’s when “cultural and
political resistance arise.” There’s nothing wrong with
creating new strategic initiatives once the old initiatives
have had time to be successful and become part of the

company’s DNA.

Betsy Mack Nespeca, president of Mack Industries, has
long believed in a culture of continuous improvement
and people development. However, it can be tough to
introduce a need for change through Lean concepts to
a successful eighty-seven-year-old company. Although
they made a strong leadership commitment to engaging
their teams around continuous improvement, creating
scorecards, and more, they initially encountered some
resistance. They also found that being a multi-site com-
pany made it harder to implement with consistency.

Betsy makes a good point, and every organization will
have its own unique challenges when it comes to imple-
menting continuous improvement. The key is to stay
flexible and continue to refine.
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Refine, refine, refine, refine, refine, refine, refine, refine,
refine, refine, refine, refine, refine, refine, refine, refine,
refine, refine, refine, refine, refine, refine, refine, refine,
refine, refine, refine, refine, refine, refine, refine, refine,
refine, refine, refine, refine, refine, refine, refine, refine,
refine, refine, refine, refine, refine, refine, refine, refine,
refine, refine, refine.

Implementing continuous improvement is an ongoing
process. Not a single event. Unfortunately, that’s how
most companies treat Lean initiatives, and then they

wonder why they don’t work!

Practicing and refining drives improvement. Of course,
practice and continuous improvement apply to recession

planning as well.

Please note that the aforementioned “Airport Bookstore
Syndrome” does not apply to this book! Especially if you
bought Rock the Recession in an airport or are reading
it on a plane!

RECESSION READINESS
ASSESSMENT QUESTION #15

Does your company’s leadership team have an accu-
rate method of tracking its backlog, its current work
in progress, and its pipeline of potential new work?
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At Roth, every business group had a pipeline they would
present once a month in the company’s executive team
meeting. Any member of the executive team could call
bulls**t on any other business group’s pipeline—meaning
they could challenge the probability of actually getting
into contract and closing the deals in their pipeline.

Each business group would sort their projects into cate-
gories based on probability (i.e., the likelihood of actually
closing each deal). Naturally, there was a huge amount of
pipeline in the 2§ percent or under category. No one paid
much attention to this pile—it was more pipe dream than
pipeline—but as the probability moved from 50 percent
to 70 percent, the scrutiny started. At that threshold, Paul
and his team were able to forecast with a fair degree of
accuracy the amount of business they would close—which
meant they could then adjust and recruit the talent needed.

If you’re GREEN on this question, it means you're relent-
less about not only evaluating and measuring backlog but
also calling BS on improbable deals like Paul and his team
did at Roth. But if you’re like a lot of companies, you're
only halfway there: you are tracking your backlog—that’s
the easy part—but you're not tight on analyzing your pipe-
line. If this sounds like you, score yourself YELLOW on
question #15.

Some companies have a bloated sales team because
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their pipeline appears to require all of their sales people.
But the truth is, much of that business is never going to
close. What ends up happening is the company keeps all
of their sales people around and then three or four years
later—when they still haven’t closed anything—finally
lets them go.

A good way to avoid this pitfall is to give your sales staff
a daily, weekly, monthly, quarterly, and yearly scorecard,
which shows their number of closed deals and dollar
volume of closed revenue. Very few people have the abil-
ity to actually ask for the order and close business. Don’t
waste time—eliminate sales people who can’t close.

Moreover, when looking for sales professionals, we
recommend that you use the DiSC™ profile or Culture
Index™. These behavioral profiles help business owners
and executives quickly ascertain how they can expect
someone they hire to behave at work. Candidates can do
the exercise online—it only takes about ten minutes—and
company leaders will learn a lot from the results. Note
that certain behavioral profiles are geared specifically to
sales roles. And please consult your human resources pro-
fessional or attorney regarding the use of profiles when
hiring so as not to run afoul of the law.

If you're yellow on question #15, we recommend you
engage a behavioral profiling expert to start hiring the
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right sales people and perhaps a fractional CFO to help
evaluate your reporting (fractional CFOs are part-time
professionals who work for several different compa-

nies simultaneously).

Now, if you don’t review your backlog or pipeline at all,
you probably already know you’re in trouble. Are you in
crisis mode all the time? Are you always in reactive rather
than proactive mode, responding to facts and circum-
stances in the heat of the moment rather than being able
to forecast and plan? Do you have way too much work, or

conversely, no work?

If this sounds like you, score yourself RED on question

#15, and start by hiring a behavioral profiling consultant
and setting up a DiSC™ profile or Culture Index™ for
yourself and your entire leadership team. You’ll need to

start deepening your self-awareness and really asking
yourself the tough questions: Do you want to be in con-
trol of your business or are you content to continue to be

reactionary? Are you ready to make a change? If so, follow
the recommendations for yellow.
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RECESSION READINESS
ASSESSMENT QUESTION #16

Does your company have a method to track the pro-
ductivity of each employee?

LABOR PRODUCTIVITY PYRAMID

O

If you're GREEN on this question, it means your company
has good labor productivity. Every employee knows his or
her job, does it well, and works to improve performance
regularly. Your people are well trained, and you have a

system in place to encourage them to continue improving.

Keep doing what you’re doing. Keep tracking productiv-
ity—and offering feedback so your people can maintain
or better their production goals. It is essential that every
person in the field or on the front line of your company
knows what his or her production goals are for each day.

Some companies make the mistake of measuring pro-
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ductivity on a monthly basis instead of daily or weekly.
If this is the case with you, score yourself YELLOW on

question #16. Every company and team should have a

huddle every morning and discuss expectations for the

day, so the whole group knows what winning looks like.
As humans, we want to win—and if we’re not given a goal,
we don’t perform at our best. Make sure you're setting
the bar as high as possible. Avoid the mistake of unknow-
ingly encouraging mediocrity. If you’re not measuring
correctly, you're allowing people who are mediocre to

hide in plain sight.

At some companies, the employees aren’t given pre-
scribed goals at all, at least not on an individual basis. If
thisis the case with you, score yourself RED on question
#16. You need to adopt a new mindset and start paying
attention to employee productivity. We recommend you
read The 4 Disciplines of Execution by Chris McChesney,
Sean Covey, and Jim Huling and Measure What Matters
by John Doerr. Give your team daily goals to motivate
them—and make sure to recognize them when they meet
or exceed expectations.

RECESSION READINESS
ASSESSMENT QUESTION #17

Does your company’s leadership team compare actual
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financial results achieved against intended results at
the completion of each project or quarter (whichever
is most appropriate for your business)?

If you're GREEN on question #17, it means your company
is vigilant about reviewing the status of projects and keep-
ing track of progress. You look at your cash flow by project.
You understand the importance of gross profit margins to

the success of your business and give the necessary time

and attention to conducting periodic job-cost reviews.

Fade is your profit slowly bleeding away into the atmo-
sphere. It is the difference between your estimated gross

profit and your actual gross profit. When your actual

profit is lower than what you estimated, you’re expe-
riencing fade. It occurs anytime you expect to make a
certain amount of money on a job or sale and you end up

making less than what you expected. If you're not track-
ing fade, your business is leaking money. Fade is your

net worth running out the door! You need to perform

post-mortems on your jobs, projects, or monthly retail

sales and figure out why you have fade. The only way to

course-correct is to track this information.

Asdiscussed in Daniel Coyle’s book The Culture Code, the
Navy SEALs are known for performing an After Action
Review on every project. Your post-mortems should
follow the same formula that the SEALs use. Ask yourself:
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- What were your intended results?

- What were your actual results?

- What caused your results?

- What will you do the same next time?

- What will you do differently next time?

When Jonathan was at Fitness Together, he and his team

measured their fade in terms of how many sessions of free

personal training they had to give away when they made

a mistake. Obviously, every time they gave away a ses-
sion, it negatively affected their profit margin. Sometimes,
Jonathan jumped to the conclusion that the giveaways

were caused by poor employee performance. Often, the

real problem was that they took on a lot of wrong clients

to begin with. Taking on a wrong job or project with a
difficult client is almost always resigning yourselfto

fade from the start.

In The Pumpkin Plan by Mike Michalowicz, the bril-
liant author talks about how if you want to grow a giant
pumpkin, like they do at the state fair, you need to be
constantly clipping all the small, runty pumpkins from
the vine—because those runty ones steal nutrients from
the giant pumpkin. Companies need to apply the same
discipline as farmers: they need to be regularly freeing up
problem clients that cause job fade by requiring a dispro-
portionate amount of limited resources. Along the same
lines, growth-oriented companies should be striving to
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work with ideal clients that have the potential to become
giant pumpkins!

If you struggle with this issue, score yourself YELLOW on
question #17. Your goal is to find the sweet spot where you
know you’re going to be able to deliver the job or service
without cost overruns and without having to discount in
order to get the project completed.

If you're not currently measuring your job fade at all,
score yourself RED here. We recommend you meet
with your CFO or controller, and possibly your external
accounting firm, to design a job fade tracking process and
report tailored to your business.

We advocate you appoint a CFO—Chief Fade Officer.
Their job is to discover the sources of fade and fix the
root causes so that they don’t repeat.

PRACTICE, PRACTICE, PRACTICE

By now you’ve done a great deal of heavy lifting in the
first three gears of the Recession Gearbox Model. Your
culture is tight, you're loaded with A-players, and you're
tracking productivity and fade. But this doesn’t mean you
can slow down or coast. You must always be practic-
ing your plan. Think of it as taking your recession plan
out for a spin with your team. With these test drives,
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you’ll see where adjustments are necessary to achieve
peak performance.

Like 1st Gear (Assess), practicing is external to the econ-
omy. It’s happening all the time. It’s something you
always need to do, regardless of what’s going on in the
outside world.

Practice means reviewing your plan regularly with your
team. It means rehearsing for a recession so you're ready
to pounce at any time. Remember, a recession isn’t just a
textbook economic downturn.

A recession isn't just when the economy has two quarters
of successive decline. Any major setback at your com-
pany or in your industry can lead to a downturn for you.

You may be thinking to yourself: I'm ready. I've got this.
And that may be true; however, the point is you need to

practice these initiatives before the punches start flying.
As Mike Tyson famously remarked when he was asked

about his upcoming fight with Evander Holyfield, “Every-
one has a plan until they get punched in the mouth.” Even

companies that think they understand Mike’s sage advice

often don’t practice enough and end up winging it with

their team when something goes wrong. If you practice

enough, you’ll have the ability to take a blow and keep

fighting. Don’t let a recession punch you in the mouth!

156 - ROCK THE RECESSION



In his book, Make Big Happen, CEO coach and entrepre-
neur Mark Moses tells a great story about being on a plane

ride and encountering heavy turbulence. Instead of taking

the opportunity to reassure the passengers, the pilot just

pretended like nothing had happened. The problem is

that when there is a lack of information, people tend to fill

the void with their own—often irrational—assumptions.
Moses compares this behavior to that of business lead-
ers, who “often don’t communicate clearly about what is

happening and where things are headed—especially in

uncertain times. Instead they lock themselves with their

team behind closed doors to strategize.”

Don’tlet that be you. Rehearse with your team before it’s
game time. Do you want your CFO and executive team to
be looking at the news, freaking out, and backtracking? “I
know we said we were going to buy this company, but now
the sky is falling!” Or, do you want them to be executing
against the solid plan you’ve been doggedly drilling?

If you get this right, you won’t have to worry about back-
tracking. You'll have spent months, years even, getting
your executive team together, working through the dif-
ferent scenarios: How would we handle layoffs? Who
would send out the emails? You'll have worked through
the list of who’s getting laid off and who is going to send
out the communications to the company and when.
And you’ll have practiced your strategic planning about
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target companies you’re going to buy, who’s going to
contact them—and exactly how you’re going to make
the acquisition.

It’s important to do all of this to become confident in
the plan, to build up muscle memory like you do when
you're learning to drive a stick shift, and also to revise the
plan as needed. Every quarter your strategy must evolve,
depending on what’s going on within your organization—

and in the economy.

TAKING ACTION

We reference many books throughout 3rd Gear. Select
a book to read with your leadership team and start to
improve on your biggest area of opportunity, whether it’s
related to improving your culture, increasing the number
of A-players on your team, improving your productivity,
reducing fade, or developing a regular routine of practic-

ing your recession plan.

If you’re not sure where to start, read the book Traction
with your team and focus on the author’s recommenda-
tions on how to establish a regular cadence of strategic
planning meetings (where you can conveniently practice
and continuously refine your recession plan).
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CHAPTER FOUR

4TH GEAR—ACCELERATE
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Q 1st Gear (Assess) Always start with 1st Gear
O Then engage 2nd Gear (Tune), 3rd Gear (Race), and/or 4th Gear (Accelerate) depending on

“The Economy”

. If the E: y is in the Expansion or Recovery stages of the cycle, engage 2nd Gear,
then 3rd Gear, then 4th Gear

. If the E: y is in R y or Contraction, 3rd Gear, then 4th Gear

. If the Economy is in Contraction or Recession, engage 4th Gear immediately if possible
‘ Use the Emergency Brake at any point if needed
And, above all else, use your judgment to determine which Gear to use given the circumstances

within your company and outside in The Economy

We have to be honest: this is our favorite gear. It’s the
most audacious gear because it’s so against the grain.
When most people think recession planning, they think,
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“How do I survive? How do I just make it through to the

other side?”

To us, that’s not very sporting. What gets us pumped is
thinking about how to grow—accelerate!—through the

next recession.

PAUL: HOW | USED THE BLUE OCEAN STRATEGY

When my team at Roth and I were preparing for the reces-
sion, one of the less conventional things we did was read
abook together. The book was called Blue Ocean Strategy,
and the idea behind it is that, when it comes to strategic
planning, it’s better to swim not in the bloody red ocean
of competition, but rather in the clean, calm blue ocean

of innovation and differentiation.

You can see this in the way, for example, that Gary Bur-
nison, CEO of the consulting company Korn/Ferry,
transformed his organization by broadening its approach
to the whole concept of recruiting. As he writes in the
Harvard Business Review, “There’s an analogy between
an executive recruiting firm and a hospital emergency
room. Clients come to recruiters only when there’s a big
problem, in the same way that people go to the ER only
for emergencies...I wanted to diversify Korn/Ferry...to
enable us to help clients with all their talent needs, so

they wouldn’t think of us only in moments of crisis.”
y y
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In a red ocean, you're treading water in existing market
space. You're trying to beat the competition and exploit
existing demand. But in a blue ocean, you're creating
uncontested market space. You're making the compe-
tition irrelevant by creating and capturing new demand
like Gary Burnison did at Korn/Ferry.

Using the Blue Ocean methodology at Roth, we piv-
oted our company away from construction and toward
service. We didn’t have to make the change. We could
have stayed how we were. We were doing okay in our
80 percent construction/20 percent service business,
still making money. But we would have gotten killed in
the recession, and would have had to do massive layoffs.
Research shows that “companies that successfully adapt
can emerge stronger than ever,” while those that do not
“face a Darwinist reality” (Journal of Business Research).

At Roth, I knew what was coming and saw the writing on
the wall when it came to HVAC construction.

| paddled like crazy with my team to get out of the red
ocean before the recession wave crashed down on our
heads!

PAUL: HOW | BEGAN WITH THE END IN MIND
I grasped the potential that lay ahead in HVAC and roof-
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ing services and energy management in a recession—so
we decided that, instead of 80 percent construction, we
were going to pivot to be 80 percent service. We began
with the end in mind and looked ahead to what would
happen in an exit situation. We knew that an acquirer
would pay seven to eight times earnings for an annuity
service business, but they would only pay book value, or
at most two to three times earnings, for a one-off con-

struction business.

In addition to moving from construction to service, we
invested heavily in information technology. And we went
green in a big way, focusing on sustainability and saving
our customers on their energy usage and maintenance.
We also branded ourselves accordingly. Together, these

changes set us apart from our competition.

At the time, most companies accepted that their energy
bill was what it was. We saw an untapped opportunity
and were proactive about leveraging it. In a recession,
companies are always looking for ways to reduce costs.
We would tell prospective clients: “Here’s what you’ll get
partnering with us. Here’s the idea we have to help you
reduce your energy expenditure. Here are the services
we can implement on your behalf. Here’s your expected
reduction on your energy bill.”

Our new approach was a huge success. We combined the
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right strategy with the right team. We had great people
and together we implemented the strategy well. We were
heads-down and focused on results. This alignment is
how we were able to grow the company by double
digits right through the recession.

FILLING THE GAP

The Blue Ocean Strategy helps you understand what skills
you’re lacking. It helps you look critically at your business,
see where you want to go—and what the gap is. But then
you must have a plan to fill that gap.

For example, if you want to go from $25 million to $100
million in revenue, and want to enter different markets,
but don’t have the in-house talent to do it, then what you
have is a “talent gap.” One way to close that gap could be
through acquisitions. Similarly, if you want to adopt con-
tinuous improvement practices within your company but
don’t have anyone on your team who is an expert—that

would also be a talent gap.
Are you operating in Northeast Ohio and want to get into
Pittsburgh but have no operations in Pennsylvania? That

would be a geography gap.

The beauty of the Blue Ocean Strategy is that it gives
you a springboard for filling these gaps. Of course, good
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ideas can come about anytime, with or without a formal
strategy. However, when you use strategic planning with
an eye toward thriving during the next downturn, it is
especially powerful.

A recession can amplify the impact of strategic planning
and slingshot you past the competition. There are so
many opportunities; recessions are a wonderful time to

stock up on cheap assets, people, and equipment.

JONATHAN: HOW | GOT MY EQUIPMENT ON THE CHEAP

As you’ll remember from the Introduction, I got my ass

kicked in the recession and had to borrow $250,000 from

my mother-in-law to keep my fitness business from going

under. However, there was one bright spot during those

dark days: I had a really good relationship with the bank—
CIT—that made SBA loans to many of the franchisees in

the Fitness Together system.

One day, out of the blue, during the height of the Great
Recession, the bank called to tell me that one of the other
franchises was going out of business—and offered to sell
me their equipment. The conversation went something
like this: “Mr. Slain, there’s a Fitness Together in New
York that’s going out of business. We own the loan and
they’ve defaulted. We want to know if you’d be interested
in bidding on their equipment.”
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Earlier, when I had bought this same equipment brand-
new for one of my locations, I had paid over $50,000.
But during the recession, it’s not like I had a lot of extra
money lying around. I knew I could scrape something
together. So I told the bank I'd give them $2,000 for
everything and come pick it up. I expected a quick “no”
in response to my lowball offer. The bank got back to me
an hour later and said, “Okay, let’s do it. Can you send

us the check now?”
It was a good day.

After picking up the equipment and driving it back to
Cleveland, we sold the whole lot for $20,000, which
helped us make payroll that week. That’s how close to

the edge we were.

Remember, I was still getting crushed by the recession.
I didn’t have a plan. But one thing I had in my favor was
relationships—and in that scenario, I was able to lever-
age a strong relationship to get access to an opportunity
I wouldn’t have had otherwise. It was only because I had
fostered the relationship that the bank thought to call me.

And even though I only paid the bank $2,000, it was
good for them too. A win-win. When a bank writes off a
loan, they’re just looking to dump the assets attached to
the deal. These are the kinds of opportunities you want
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to take advantage of during a recession. When banks

are looking to dump assets that they’ve already written

off—assets they just want to get off their books—that’s

when you can score some really good deals. Everything

is cheaper in a recession. Talent is cheaper. So is the

competitor you want to acquire. But in looking for bargain

businesses to buy in a recession, you have to think about

which sectors are likely to grow, not shrink, in a recession.
Your acquisition will have a much better chance of suc-
cessifit has a tailwind due to the recession. And you have

to make sure your customer base is adequately diversified

soyoudon’t leave yourself overextended post-acquisition

if some of your customers leave unexpectedly as a result

of the downturn.

RECESSION READINESS
ASSESSMENT QUESTION #18

Is your company’s customer base diversified?

Diversification of your business is the primary way to
combat a recession, and if you're GREEN on question
#18, it means you're well diversified. This was certainly
the case for Paul at Roth. They had concentration in
national retailers, but were also diversified with smaller
accounts. Some of their retailers were recession prone

while others actually did better in a recession (they were
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“countercyclical”). The important point is that none of
their customers accounted for more than 10 percent of
revenue. Plus, they were over $100 million in size, which
by its nature meant they were well diversified.

If you are green on this question and have strong cus-
tomer diversity, keep doing what you’re doing and focus
on end market and geographic diversity so you continue
to lower your company’s risk profile.

If you lack an intentional strategy to reduce your customer
concentration and increase your diversification, score

yourself YELLOW on question #18. Look into your busi-
ness and see if you have any one customer that makes

up arisky proportion of your business. Run through your
customer list to understand how your portfolio will fare

in a recession, and then be proactive in diversifying.

If you discover serious customer concentration in your
business, change your score to RED. Unless you make
a change and start reaching out to new customers, your
business is going to be in serious jeopardy. Act to improve
your situation so that no one customer represents more
than 10 to 20 percent of your revenue.
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RECESSION READINESS
ASSESSMENT QUESTION #19

Is your company’s revenue diversified? Do you serve
some market sectors that are countercyclical or unaf-

fected by recessions?

It is also important to be diverse in terms of end mar-
kets and geographies if you hope to continue to grow your
business. If you are strong on these items, score yourself
GREEN on question #19.

It’s not enough to be diversified geographically. If you're
not also diversifying the products and services you're
offering, score yourself a YELLOW here. You need to
be diversified in all areas of your business. You need an
intentional strategy to manage your markets, to recognize
which markets are growing, which are stable, which are
in decline—and then to act accordingly.

Strong diversification in end markets lowers your risk
profile.

Do a strategic review of who your main customers are
and how they will behave in a recession. Have you ever
looked at your top twenty customers and done a heat map
(a graphical representation) of where they are geographi-
cally? It’s essential that you understand what geographic
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markets you’re in as a percentage of total revenue. If you
have a large concentration of customers in the South,
for example, and you know that area of the country is
unlikely to grow or even remain stable in a recession, you

need to consider how you can pivot before it’s too late.

Act now. If you're in the RED on question #19, and have
no strategy for end market or geographic diversification,
your business is going to be seriously at risk until you ana-
lyze your market or geographic concentration and make
the appropriate changes.

Read on for more tactical suggestions on how to find

better end markets to serve in a recession.

WHAT END MARKETS/INDUSTRIES COULD YOU SERVE?

If we look back at the Great Recession of 2008-2009, we
see certain industries got pummeled: manufacturing,
finance and insurance, travel and tourism, and certain
segments of the construction business. New car sales
plummeted. Four-year university enrollment declined
heavily. Casinos, hotels and motels, jewelry stores—all
of these businesses took a big hit.
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During The Great Recession
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Then there were other industries, like healthcare, that
grew during the Great Recession, or at least held steady.
Community college numbers went up. Grocery stores
did well. Guns and ammunition, veterinary services,
correctional facilities, multi-family housing, storage
and warehouse leasing, remediation and environmental

cleanup services—all of these were winners.

You can position your organization for growth in the
nextrecession by researching end markets and indus-
tries that will grow or be stable in the future.

Where can you find this kind of information? It’s not dif-
ficult. The secrets are out there, but they’re not always
free. In fact, here’s a pro tip: purchase a subscription to
the IBISWorld database, which will give you access to
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hundreds of different industry reports. Research firms,
like IBISWorld, also put out newsletters with information
about which industries are hot right now and which are
forecasted to perform poorly. Seriously, it’s like having
the answer key to a test before you take it!
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According to one recent IBISWorld report, all of the
following industries are projected to grow: “tortilla
production, wineries, vitamin and supplement manufac-
turing, software publishing, VoIP, IT consulting, video
games, marijuana growing, and a host of online retail-
ers.” Some of these industries may be off the beaten
path, but if there’s an opportunity for you to start a
relationship with a company in one of these fields, why
wouldn’t you?

If, for example, you sell your services to clients that are
mostly in high-end retail (which will have tough times in
arecession), you may diversify into selling your services
(if appropriate) to tortilla factories, vet clinics, and hospi-
tals—all of which will continue on or grow in a recession

if history is any indicator of future performance.

Further, we see in the IBISWorld research that healthcare
tends to be recession-proof; at least the “necessary” ser-
vices provided by hospitals, ambulances, and diagnostic
laboratories (in contrast to services like sports medicine
and home healthcare). We learn that non-durable goods—
such as food, fuel, cleaning supplies, paper products, and
clothing—fare better than durable ones such as automo-
biles, furniture, consumer electronics, and appliances:
“Durable goods were crushed during the Great Recession,
while tubes of toothpaste and deodorant sticks still flew
off the shelves.”
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Finally, there are opportunities to be had in countercy-
clical industries like insurance, food, home remodeling
and maintenance, and alcoholic beverages. “During peri-
ods of recession,” they write, “consumers must continue
their expenditures on necessity products such as food
and healthcare.”

The answers are out there when you take the time to
look. You need to read, and then you actually have to
put together a plan to leverage the opportunities that
you discover.

If you want to get run over by the lucky bus in business,
you've got to be standing in the middle of the street!

And if you learn that a particular industry dropped 17
percent in the last recession, and you happen to be over-
exposed to it in your own business, maybe take that as
a warning sign—and start taking action to diversify and
exit that industry!

It is very important to diversify your end markets and
limit your exposure to any one industry. People make
this mistake all the time. They think, for example, that
because the last recession involved the housing bubble,
they’ll be fine as long as they’re not vulnerable to the
effects of a similar crash. But that’s just not the case. Not
all recessions are built the same.
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Diversify your revenue to make sure you have stability
during recessions, as well as a platform for growth.

Either “you’re growing or you're dying,” says Betsy Mack
Nespeca, president of precast concrete company Mack
Industries. The growth may not happen immediately, but
you have to be on a growth, or acceleration, path. During
the last downturn, although Betsy’s company actually
shrunk in some of the existing markets it served, ulti-
mately it grew as a whole, thanks to all the new areas of
business it pursued.

“We had to be very agile and try new things,” says Betsy.
Prior to the recession, a majority of their business was

in housing and subdivisions. They served several seg-
ments of these industries: highway, municipal, federal,
commercial. All had been severely impacted by the res-
idential decline and were now effectively dead. There

was very little activity. So, in order to survive, they had

to replace these parts of their business with something

else. They focused on projects with funding. For example,
they pursued several large projects for Veterans Affairs,
which they knew was funded by the federal government.
Ultimately, this strategy—among several others to lever-
age their diversity—allowed them to not only survive the

recession but come back bigger and better.
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HOW TO BE THE DISRUPTER, NOT THE DISRUPTED

Sometimes, diversification of end markets isn’t enough to
lead you to a blue ocean. When you're trying to think out-
side the box and do your Blue Ocean strategic planning,
part of what you need to think about is how technology
is going to disrupt your industry—what that will look like
and how you can be part of it. Embracing new technology

may be your life raft out of the red ocean.

There are signs everywhere. Again, you just have to
look. Traveling in Tokyo, for example, Jonathan took
the following picture of a ramen vending machine that

is disrupting how everyone in Japan orders noodles!

Jonathan with Ramen Vending Machine in Tokyo/Jonathan Slain
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Here’s another example. How about the world’s first self-
driving pizza truck? As soon as you place the order, in
fact, it starts driving to your house, and makes the pizza
en route. It spits out the dough, puts the toppings on the
pizza using a robotic arm, and delivers the finished pizza
right to your door. Couldn’t be any fresher if it came out

of your own oven.

To be clear, we’re not saying you have to be the first com-
pany with an idea like a self-driving pizza truck. You just
have to be in on the innovation before the rest of your
industry has shifted and you find your company doing
something in an outdated, inefficient way. Blue Ocean
Strategy doesn’t mean you have to be completely alone
where nobody else is swimming (although, if possible, this
is a very lucrative place to be). It’s just about going to
a less crowded area of the ocean versus the bloody red
surf where everyone is frantically fighting for the same
small piece of business. To put it another way, you don’t
have to be creating the wave, but you want to be on the
front edge of the wave—to get in on the leading part of
the technology.
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Jonathan (and His Wife Katherine) Diving with Sharks/Jonathan Slain

Most companies are swimming with the other sharks.
They’re jockeying for position in heavy traffic. You want
to pull away from the rest of the pack. You don’t want to
be stuck with them.

In the construction industry, for example, people tend to
be way behind the technology curve. As a group, contrac-
tors don’t think they have to change the way they work
quite yet. Everybody is still kind of waiting in limbo to see
what happens. But in reality there are all sorts of exciting
innovations happening in construction right now, from
3D printing to robots that lay bricks (aka SAM, the Semi-

Automated Mason).
New technology is like toothpaste squeezed out of the
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tube. It’s just not going back in. Get in on it before it’s
too late.

Think about how you can step on the gas during a reces-
sion and create an action plan that you’ll activate once the

downturn is imminent. Learning to Rock the Recession™
isn’t just about how you survive the next downturn. It’s

about the massive opportunities that a recession creates.
It’s about the potential to accelerate and achieve the kind

of exponential growth you've always dreamed of.

PAUL: HOW | USED THE FOUR ACTIONS FRAMEWORK

In figuring out how to achieve this kind of exponential
growth, my team at Roth used an excellent exercise from
Blue Ocean Strategy to guide us. We applied something
from the book called the Four Actions Framework to help
us determine the best plan of attack.

The Four Actions Framework is also sometimes referred
to as the ERRC Grid, which stands for Eliminate, Reduce,
Raise, and Create. First, you ask which factors that your
industry has long competed on should be eliminated from
the business? Next, which factors should be reduced (well
below the industry’s current practice), and which should
be raised (well above the industry’s current practice)?
Finally, what products or services should be created that
your industry has never offered?
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The point of all this planning work is to add new value to
your business and guide your strategic planning.

The Four Actions Framework guides your strategic plan-
ning by forcing you and your team to confirm your current
practices and identify new practices that add value.

When it comes down to it, the ERRC grid, and the Blue
Ocean Strategy in general, are not that different from a
classic SWOT analysis. Companies have long used this
construct—of analyzing Strengths, Weaknesses, Oppor-
tunities, and Threats—as a means of determining their
best strategic plan.

What I like about the Blue Ocean Strategy, and so does
Jonathan, is that it’s more actionable than SWOT. It’s
stuff you can do right away. You can apply your answers
to your own business and begin eliminating, reducing,
raising, and creating right away. The whole model is great
because it gives your team license to throw ideas against
the wall and see what sticks.
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Blue Ocean Planning with Jonathan’s Client—Integrated Precision Systems/Jonathan Slain

We have seen breakthroughs happen when companies do
this Blue Ocean ERRC Grid exercise. For example, IPS
(Integrated Precision Systems) is a leader in enterprise-
level security systems. When they went through this
process with Jonathan facilitating, their leadership team
concluded that one thing it could massively reduce was
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running cable. The work of running cable is low-value
and can be outsourced. Moreover, IPS’s clients don’t
care who actually performs that commodity work (in
fact, their clients probably prefer that IPS focus on the
intellectual property of overall security-system design
rather than pulling cable!)

Point is: by doing the ERRC exercise—and thinking about
what they could Eliminate, Reduce, Raise, and Create—
IPS became aware of a terrific opportunity to eliminate

or massively reduce the time they spend running cable.
Now, the company is taking steps to outsource the lower-
margin parts of its work, so they can focus instead on

opportunities for future growth, like moving more of their

operations (and their clients’ operations) to the cloud.

What would you eliminate, reduce, raise, and create in
your business?

TAKING ACTION

Having come to the end of this chapter, what we want you
to do here is run through the Blue Ocean Strategy exercise
of eliminate, reduce, raise, and create with your leader-
ship team. Then, take it a step further and run through
the exercise with a cross section of your entire company,
including the field (or front line). In our experience, the

employees closest to your customers often have the best
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ideas. And, after this exercise, you're going to ask your
employees why they never shared their brilliant ideas on
what to eliminate or create with you. And they’re going

to say: “Because you never asked!”

For more detailed instructions on conducting this Blue
Ocean exercise, please email Jonathan@Recession.com
and he’ll send you a free copy of this section of the Rock
the Recession companion workbook.
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CHAPTER FIVE

THE EMERGENCY BRAKE
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o 1st Gear (Assess) Always start with 1st Gear
O Then engage 2nd Gear (Tune), 3rd Gear (Race), and/or 4th Gear (Accelerate) depending on
“The Economy”
. If the Economy is in the Expansion or Recovery stages of the cycle, engage 2nd Gear,
then 3rd Gear, then 4th Gear
. If the Economy is in Recovery or Contraction, engage 3rd Gear, then 4th Gear
. If the Economy is in Contraction or Recession, engage 4th Gear immediately if possible
‘ Use the Emergency Brake at any point if needed
And, above all else, use your judgment to determine which Gear to use given the circumstances

within your company and outside in The Economy

We’re almost at the end of the book. Are you ready to
Rock the Recession?

186 - ROCK THE RECESSION



Not so fast. At this point, you are almost there: you’ve
got a great strategy outlined that you can implement
during any downturn. However, strategy requires skill
in implementation. You will need to adapt as required
based on the conditions of the road. What if your plan
hits a pothole? What if you're in a recession and trying to
race, but it’s just not working? You may have to pull the
Emergency Brake to save your business. If that happens,
you want to do it without crashing.

Pulling the Emergency Brake in the Recession Gearbox
Model is about cutting overhead as necessary to stay prof-
itable or at least not lose money. As discussed in Chapter
One, your recession plan will include an Emergency
Brake section with different tiers. The idea is that if you
reach these thresholds, they will be your trigger to pull
your Emergency Brake, change your business model—
and reduce expenses.

Again, tiers allow you to lay your plan out in advance and
to do so analytically, so you don’t go numb and make
emotional, suboptimal decisions. You don’t have to crawl
through the crippling stages of grief like Jonathan did
when his business fell apart during the recession.

JONATHAN: MY SEVEN STAGES OF GRIEF

For me, it was only natural to go through the well-
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documented emotional stages of grief during the Great
Recession. When the recession was happening, these
emotions clouded my judgment. There are seven stages
of grief (a modified Kiibler-Ross model) and when hard
economic times hit—including job losses and salary
reductions—I can attest to their validity:

Initial paralysiz at
haaring bad news.

Trying io avoid
ihe inevilable.

Frusirated cutpouring
of bottled-up emotion.

Seaking in vain
for a way out.

Final realization
al the inevilable

' 78 Seek list
/J TESTING solilons, ©

-

Finally linding

ACCEPTANCE ;.. forward.

SRPRROX>JOX >

The Stages of Grief Model

Again, going through these phases in a crisis is completely
normal and even healthy. In my experience, it takes time
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and you don’t get to skip any of the stages: in order to get

to the final stages of testing and acceptance, you have to

process all the information and emotions in the first five

steps. Trust me, it is better to practice with your manage-
ment team in advance, rather than during a downturn.

Another reason to complete this final leg of your recession
planning: having tiers in place helps you act swiftly, which

is incredibly important in a recession.

Imagine your business is losing a $100,000 a month
and you’re four months from running out of cash. If you
don't act swiftly, if you waste two weeks freaking out,
you'll be $50,000 closer to bankruptcy.

Social science experiments show that people make ter-
rible decisions under stress. In addition, human beings

have a “recency bias,” meaning we give the most recent
information we’ve heard more credibility than informa-

tion we’ve had for a while, even if it’s not more credible.

Recession tiers help protect you from your innate biases.
Instead of making poor, emotional decisions because
things are cratering around you—your cell phone won’t
stop ringing, you're getting angry emails from your
banker and payroll company, frightened employees are
standing at your door—you will be making smart, rational
choices that have been thought out well in advance.
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Human beings are imperfect. It’s that simple. And
that’s why it’s so important to have a tiered Emergency
Brake plan. Still don’t believe us? Consider the following:
did you know that CEOs nearing retirement spend less
during recessions than CEOs with longer career horizons?
According to academic research, when a CEO has along
career still ahead of him or her, chances are the company
is going to come out of a recession better because the
CEO is willing to make tough but necessary investments.

Think about that for a moment. We assume CEOs are
going to make optimal decisions, or at least decisions
they believe are best for their organization. As it turns
out, however, this one random factor—of how close the
CEO istoretiring—has a major impact on their behavior
and their recession spending.

Do you really want your career, and your company’s
future, to be based on something as trivial as how
close the CEOistoretirement? Of course not, and that’s
why it’s even more important to come up with a rational
plan, as a team, in the cool, rational light of day—so you
can minimize the effect of the disruption that accompa-

nies every recession.
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RECESSION READINESS
ASSESSMENT QUESTION #20

Does your company’s leadership team have a way to
measure for early warning signs that your business
is headed in the wrong direction?

If your company has a plan with agreed upon metrics
to warn you of an approaching recession in your busi-
ness, then give yourself a GREEN on question #20. For
example, if you have written out and agreed that if your
revenue ever drops by 20 percent (20 percent is just an
example), you’ll make specific cuts to overhead (and
you've outlined those cuts in writing), you are green.

If you kind of have a plan, but it isn’t fully written out,
then score yourselfa YELLOW. Your next step is to keep
reading this book and the Rock the Recession Owner’s
Manual and get your plan down on paper and further
spelled out.

Finally, if you're driving along with the top down, com-
pletely exposed, with no way to know if or when it’s going
to start thunder-storming, score yourself RED. Pull over!
Start by having your team meet to discuss the issues pre-
sented in the upcoming pages related to how to set your
recession-plan tiers. Use the Rock the Recession compan-
ion workbook to guide your progress.
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SURVIVAL: PROTECT THE GOLDEN GOOSE

When you’re in the situation where the recession is here
and you can’t grow through it, where the only option is
to pull the Emergency Brake, you’re simply not going to
survive without a lot of pain unless you already have a
written plan with the tiers in place. You’ve got to pro-
tect the Golden Goose at all costs (the business is the
Golden Goose and/or you are the Golden Goose).

This is true whether the recession is external or inter-
nal. For example, we have one client that is a $5 to $6
million company and has been around for a long time,
a third-generation, family-owned business. They didn’t
have a recession plan, didn’t establish tiers, and then
the unthinkable happened: they lost their top customer,
Walmart. This is a perfect example of an internal reces-
sion. It had nothing to do with the broader economy. It
was simply a matter of Walmart deciding to consolidate
their vendor base—and unfortunately for our client, they

weren’t one of the chosen few.

Overnight, they found themselves in a recession, since
Walmart was such a large customer for them. They lost
over 20 percent of their volume, and in the following
years, they lost close to $1 million. Ever since, they’ve
been trying to get back to where they started, but are still
struggling. Imagine the pressure: your business has been
in the family for generations, and now you’re going to
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be the one who potentially loses the company that your
grandparents founded.

Sounds terrible, right? Contrast that with the example
of Don Greenland’s company, which we talked about
in Chapter One. As you’ll remember, he and his lead-
ership team, at the request of the company’s board of
directors, developed their own recession plan before
the Great Recession. Although their tiers and triggers
were slightly different than what we recommend, they
were very well-thought-out. Some of the steps are
triggered on a corporate-wide basis, while others are
triggered by division or by executive committee. Most
impressive, he and his company continue to update
their tiered plan on a regular basis. They updated it
before the last recession, in the midst of the recession,
and postrecession. To this day, they are regularly revis-
ing the plan.

Or consider John, the billboard king who Jonathan met
on the plane. Again, although John doesn’t have a formal
tiered recession plan in the way we recommend, he inher-
ently understands the Emergency-Brake concept. He
pays close attention to his billing, and looks for ups and
downs. Having been in the business for forty years, and
having been through three recessions, he knows what
has to be done proactively if he starts to see certain pat-
terns in his billings. He doesn’t wait until it’s too late. He
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sits down regularly with his sales people and looks at the
numbers—how many inquiries and renewals they are
receiving—and he is ready to pump the brakes as neces-
sary to avoid a crash.

In short, before the Great Recession, Paul had a plan. Bill-
board John had a plan. So did Don Greenland’s team. All

had their Emergency-Brake tiers and knew what they had

to do if they ever hit those numbers.

Jonathan’s fitness business, Sebastian’s landscaping busi-
ness, and the company that lost Walmart as a customer
did not have an Emergency Brake planned, and they hit
the wall.

Fear and uncertainty can cripple you and your business
in a downturn and cost you a lot of money; that’s why
you need a plan for when you are going to pull the
Emergency Brake.

Know your Emergency-Brake numbers. Have your tiers
in place. Make sure everything is predetermined and can
happen almost automatically.

Your plan also needs to take into account the fact that
not all recessions are built the same way or have the
same depth—and that’s where the different tiers become
truly valuable.
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Some recessions might just take you to Tier One or Tier
Two (overhead expense reductions), while others are
going to immediately zoom you to Tier Three or Tier Four
(massive layoffs and pay cuts). Some are going to give you
mild opportunities to pounce, whereas with others—espe-
cially if you have cash, don’t have debt, and are in good

financial shape—you can go hog wild snapping up assets!

HOW TO SET YOUR TIERS

In the following pages, we explain exactly what needs
to happen in Tier One, Two, Three, and Four. First, you
need to figure out how you’re even going to know trouble
is approaching. It’s different for each organization, which
is why you need your own custom Dashboard, complete
with warning lights, to indicate a recession ahead.

Why are the warning lights on your Dashboard different
from other organizations’? Every company has their own
version of the so-called canary in the coal mine. If you're
not familiar with this expression, it comes from the days
when miners literally took a canary down into a mine.
They knew that if the bird fell off its perch, it meant there
was too much carbon monoxide, and they better get out
of there.

How does this apply to recessions? Take, for example, our
friend Mike Lancaster, who was actually the one who first
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used the canary line in this context. He is an owner of
the Frank L. Blum Construction Company. That’s his
“mine,” and in the work that he does he talks to a lot of
architects. When those architects signal their pipeline of
work is slowing down, Mike knows that trouble is proba-

bly looming. The architects are his canaries.

Who or what are your canaries? What are the metrics
in your business most likely to change your behavior?
Of course, there are many potential answers here: rev-
enue, profit, backlog, or pipeline, for example. But for
the purpose of your Dashboard, less is more. What are
the two to three most critical metrics? And what are your
blind spots? What are the key metrics in your business
that warn you of trouble ahead—or that prevent you from

backing up over a cliff?

To give you an example, a key metric for one company
we work with is their number of marketing inquiries.
Before the Great Recession, they saw a big drop-offin the
number of marketing inquiries they were getting online,
and then the recession hit. So for them, they’re paying

close attention to that number.

To figure out what your best indicator is, talk to your team.
Talk to your accountant, your lawyer, and your banker.
Your answers will spell out what you need on your Dash-

board and for your tiers.
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TIER ONE

At Tier One, your Dashboard is indicating trouble ahead.

This means it’s time for you to eliminate all the dead

weight that’s accumulated, the unnecessary overhead

in your business. Time to stop making those discretionary

donations. Time to cancel your industry journal subscrip-
tions (or let them expire). Reduce vehicle allowances.
Limit entertainment expenses. Suspend any country-club

memberships tied to your business. Forget about those

exotic locations for company-planning retreats. Double

up on offices, or sublease half of your offices.

As CJ Rhoads puts it, now is the time to “attack your
budget with a scalpel and not a machete.”

Remember: these decisions may not be permanent.
You're just postponing any discretionary capital expenses.
So instead of replacing your air conditioner, for exam-
ple, you're having it serviced. You're getting rid of things

like third-party janitorial or lawn maintenance. Instead,
you're going to take out your own trash and cut your own

grass. Oh, the horror!

Why do you have to do these things? It’s simple: in this
example, you've dropped from 100 percent of your
normal revenue to 80 percent, which was the threshold

for activating your Tier One Emergency Brake plan and
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starting to make these cuts and doing away with all the

“nice-to-have” expenditures in your business.

Most important, because you've set your tiers in advance—
worked it all out with your team proactively and achieved
the necessary buy-in—there’s no confusion or hesitation.
Everybody knows that if revenue or income drops to the
specified level, the cuts are going to automatically kick in.

To be totally honest, these Tier One cuts are likely the
kinds of changes you should be making anyway, even
when your company is thriving and firing on all cylinders.
It’s just good business hygiene, and we would wager that,
no matter how well you’re doing, you could trim some fat.
Especially when you're doing very well.

Do you really need the first-class plane tickets and the
elite country-club membership and the fifty-yard-line
tickets for football games?

Certainly if you've reached the Tier One threshold—and
your Dashboard’s check engine light is on—that’s your
cue. You know the time has come and you know what you

have to do, because you have a firm plan in place.
Unfortunately, what we usually see is that when a compa-
ny’s revenue drops—whether the economy is in recession

or not—the company’s leaders are slow to respond
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because they haven’t prepared. Maybe the owner doesn’t
want to cut their country-club membership, so they put
it off until next month—and then another month goes by,
and another. Next thing they know, they’re busy golfing
while their company can’t make payroll!

Having a plan protects you from yourself.

And if someone really doesn’t want to lose their country-
club membership, maybe that will inspire him or her to
work that much harder in the meantime so the company
doesn’t have to do Tier One cuts!

TIER TWO

At Tier Two, your Dashboard is flashing, which means

that unless you start to brake, you're going to crash.
This is where you get into a deeper round of expense cuts.
If you're at this stage, you need to be suspending all dis-
cretionary expenses, as well as any industry conferences

you were planning to attend. In fact, by now you should

be reviewing all expenses, regardless of whether or not

you budgeted for them.

One interesting and counterintuitive aspect of Tier Two
cuts is that even though you should indeed be eliminating
advertising expenses related to branding, you should
actually be increasing (or at least maintaining) your
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marketing for clients. This is a very common mistake

companies make: they start cutting all their marketing
expenses because it’s what their gut tells them to do.
Strange as it may seem, research shows your marketing
dollars actually go further in a recession. During an eco-
nomic downturn, most people are cutting back on their
marketing, so it becomes much easier to afford things

that maybe you couldn’t before, like TV advertising.
Additionally, with fewer people doing marketing, you
can take market share from your competitors.

A study by economists Gary L. Lilien and Raji Srinivasan

shows how the companies that did best during the 2001
recession in the United States were the ones that saw the

downturn as an opportunity and implemented a market-
ing response to capitalize on the opportunity. The authors

term this behavior “marketing productivity.” Accord-
ing to them, “Firms with the will (the nerve or culture),
the skill (marketing and customer knowledge and the

ability to turn that knowledge into strategy), and the till

(resources to fund investments in a downturn) are amply
rewarded both during and after the recession.”

Take advantage of the fact that marketing dollars go
further in a recession.

We know, for example, that casinos got hit really hard
in the last recession. Sandeep Khera was working in the
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marketing group at Caesar’s at the time. Caesar’s is one
of the largest companies in gambling and entertainment.
Sandeep confirmed to us that the industry got its butt
kicked. But he also said that he and his team used this
time to retrench and actually grow their business by
focusing more on segmenting their clients and tailoring
their marketing messages.

We hear the same thing from Christie Hefner, former
CEO of Playboy Enterprises. During her tenure at the
helm of the organization, she was one of the longest-
running female CEOs of a public company on record.
And she did an amazing job: not only did she and her
company play offense when going into recessions, but
they also spent more—not less—on marketing during
these downturns.

Point is, she understood the value in—and the oppor-
tunities presented by—a recession. While other people
were dropping out of advertising and marketing, she was
thinking differently. Bigger. She paid attention to what
was going on in the economy and acted strategically on
that information. For example, she knew that when gas
prices were high, it affected newsstand purchases. People
went out less, drove around less, and bought fewer mag-
azines from the stands. Knowing newsstand sales would
drop in arecession, she knew she had to compensate with

increased marketing.
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To reiterate: cutting down on expenses in Tier Two is

indeed important, but you're not just cutting to cut. It’s all

about making smart cuts. It’s about cutting with a return-
on-investment mindset. Think about the cyclists on the

Tour de France. The strongest competitors don’t attack
on the flat or early in the race, but rather on the roughest,
deepest, most grueling sections. They attack on the uphill

stages or the cold, rainy stages when their competitors

are feeling low and ready to quit. It’s the same with reces-
sions. When times are toughest, that’s when you want to

attack with marketing.

During the Great Depression, for example, Procter and
Gamble heavily promoted some of its best-known brands,
including Camay, Ivory, and Crisco. In the 1990-1991
recession, GM did the same with its Saturn Division. Sim-
ilarly, during that time, Intel Corporation launched its
“Intel Inside” promotion, taking advantage of the fact that
there was little advertising competition. De Beers did the
same with their “Shadows” program. Finally, in the Great
Recession of 2008-2009, we saw companies like BMW

investing heavily in marketing.

Beyond marketing, studies show that R&D investments
made during recessions increase both profit and stock
returns. According to data analyzed by Sanjiv S. Dugal
and Graham K. Morbey, “These results—consistent
across two recessionary periods—show that sales declines
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are far less likely to occur in companies that invest sig-
nificantly in R&D.”

Moral of the story: be like the cyclists and attack when
everybody else is out of energy or conserving their energy
for a finish that they might never get to see.

Don’t just cut expenses to cut. Make smart, strategic
cuts.

Other Tier Two cuts include freezing hiring for all open
positions and postponing any building maintenance. You
will also want to embrace creative initiatives like job shar-
ing, where two full-time employees share one full-time
employee position rather than a situation where one
person stays and one person has to be laid off. Another
idea is to reduce temps and support staff to match your

new workload.

TIER THREE

Tier Three means that your Dashboard is blaring at you
and you must take further action to avoid disaster. Tier
Three is where the tough “people decisions” have to
be made. Our philosophy here, when it comes to laying
people off, is to “cut deep and cut once.” Do it all in one
fell swoop, not in dribs and drabs. Have a list of everybody
in your company, all your employees, how long they’ve
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been with you, their total compensation (including their
salary and all their benefits)—and then rate them as As,
Bs, or Cs. Change your grading system from “I like him/
her” to “Do I think they have the talent to perform?”

The classification system goes something like this:
A-players are critical. They’re the ones who you would
absolutely need if you were starting your business again
from scratch. B-players are important, but not critical.
C-players are gone at Tier Three. But remember what
we told you in the chapter about 3rd Gear. Do you recall
Nanouk, the dog that ran just fast enough to keep up
but not actually pull the dogsled? If you have C-players,
Nanouks, on your team who you know need to go, but
youjust haven’t been able to find the courage to cut them
loose, the recession is a great opportunity to deal with
the people and the issues that you’ve been avoiding.

Tier Three of your Emergency Brake plan is not fun, but
there’s no way around that. What matters is that you deal
with it in advance, not in the moment. Not when you're
emotional. Imagine a worst-case scenario: you've got an
employee who’s been with you for a really long time. He
just came into your office and explained to you that one
of his kids is really sick. That’s a tough conversation to
have at any time. But now imagine you’ve already prede-
termined that this employee is not one of your strongest
people, and that he has to be let go at Tier Three. It’s
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still going to be hard to fire him, but at least you’ll have
already gone through the phases of grief about it. You’ll
be ready, and you won’t back away from what needs to
be done to protect the Golden Goose and the livelihoods
of all of your remaining employees.

Tier Three is the time to be laying off part-time employees.
Furthermore, we encourage you to consider accelerating
employee retirements. You are doing anything and every-
thing you can to avoid the pain of getting to Tier Four
because, while Tier Three is very difficult, Tier Four will

make you up and cry.

Now for Tier Four, which hopefully you will never get to...

TIER FOUR

Tier Four means your Dashboard is flashing non-stop,
indicating that your company’s very existence is threat-
ened. In fact, your company is now in a depression of
its own, regardless of what the economy is doing. The
only way you are going to be able to continue this
race is to make an immediate Pit Stop and overhaul

your engine!
In Tier Four, all remaining staff—A and B employees—
take pay cuts. You simply can’t afford to pay everybody

what you’re paying now. The leadership team takes a 20
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percent pay cut. Senior management takes a 15 percent

cut, and everybody else 10 percent. You will set your own

percentages; we're just getting you started with these

numbers. Asleaders you must lead; cut your salary first—
and take the most significant cut. When Jonathan gave a
Rock the Recession keynote address at a meeting of steel

fabricators, one owner shared that in the last recession,
he took a 100 percent pay cut and his eleven employees

all took 50 percent salary reductions. (They survived and

their business is stronger than ever; each of the eleven
employees now owns stock in the company.)

Again, it’s not pretty, and we hope you never have to live
through Tier Four. However, you still have to plan for it,
so your people can have the important conversations
with their spouses about the possibility of having to take

a major pay cut.

It makes all the difference when you take a responsible
approach like this. When you have a tiered system, you
and your team talk it all through, often years in advance.
You practice it regularly. Your people are part of the
decision-making and the execution. This is what achieves
buy-in, protects morale, and ultimately creates resilience.
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We believe—strongly—the pain of writing out Tier Four
means you will fight hard to never have to implement
Tier Four.

That’s the people side of the equation in Tier Four; in
addition, all process improvements or cost reductions

will also be on the table at this point. You will be sell-
ing assets and eliminating less profitable divisions.
Having a tiered plan allows you to decide in advance what
youwould sell and in what order. Instead of waiting until

your back is against the wall and you have to liquidate,
you can do it in a way that still allows you to protect the

Golden Goose. You'll live to fight another day because

following every recession is a recovery.

TAKING ACTION

Having come to the end of this chapter, what we want
you to do here is—regardless of where you are in the pro-
cess—consider making your Tier One recession plan
cuts now even if you don’t need to.

Why do we want you to do this now? For one thing, these
are the easiest cuts to make. But the real reason is every
business has excess expenses, especially in boom
times. Every business needs to periodically review their
expenses and trim the fat.
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Moreover, activating Tier One is a good way of starting
to practice what it will look like when you go all-in on your

recession plan.

Do it now. Get rid of 10 percent of your overhead, and
then put that 10 percent in the bank for the next reces-
sion. As you have learned, a recession is inevitable. It may
come soonetr, or it may come later. No matter when it
comes, our question to you is: isn’t it smarter to get rid
of some overhead and save that money in cash now—so

you can pounce?
Our Rock the Recession Owner’s Manual workbook has

detailed, step-by-step exercises to help you and your
team develop your Emergency Brake plan.
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CONCLUEION

NOW GO AND POUNCE!

JONATHAN: OH, HOW THINGS CHANGE

On July 20, 2018, I remember going to my local bank
branch. It was a beautiful day in Chagrin Falls, Ohio. The
birds were singing, the sky was blue, and every stoplight
turned green right as I approached it.

That was the day I went to the bank and picked up a
cashier’s check for $58,849, the exact amount I still owed
my mother-in-law. I flew down to her home in Myrtle
Beach, South Carolina, and proudly presented her with
the final payment of my debt in person. That was the
moment when I understood how important it would
be to help others avoid the pain thatI endured by not
having a recession plan.
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Paul and | wrote this book because we want you to be
prepared before the next downturn arrives.

WHERE TO GO FROM HERE

Remember, the Recession Gearbox Model you have
explored in this book is not linear, it’s cyclical. You're
going to engage different gears depending on where we
are in the economic cycle: recession, expansion, recovery,

and contraction.

Whatever happens, you’ll have a leg up on the compe-
tition because, unlike them, you’re not complacent. As
you've discovered through these chapters, what gets
people destroyed during a recession is complacency.
Leaders who think the good times are going to keep on
rolling forever. They’re out there driving around aim-
lessly with no plan for achieving breakout profit during

the next recession.

You know better. Whatever happens now in the economy,
or within your own organization, you'll be prepared for
it. You’ll know what to do since you have a plan. You may
have felt shaky when you first set out on this recession-
planning journey—now, like learning to drive a stick shift,
it has become natural and instinctive. It’s just a part of
how you do business.
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You've practiced, you've refined—and now recession
planning is something that is always going to be there
with you, always going on in the background, as you tend
to all the other important parts of your business, like mar-
keting, sales, strategy, operations, and finance.

Knowledge is power. It is our hope that you will now feel
empowered to leverage the next recession and actually
look forward to the opportunities.

As for us, we can’t wait.

Now, go out and Rock the Recession!
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@@ Recession Readiness Assessment™

E:| Complete online at www.Recession.com/ready

Name Paul Bdldl;f Date ZOO g

Company ‘Rﬂ‘th Er 0s Position 0 wuer + Pf' esident

Our goal is to ensure you are in the best position to capture the opportunities a
recession brings. One of the first steps in our journey together is for you to benchmark

your company’s “recession readiness.”

Readiness is defined as the state of being fully prepared. Our Recession Readiness
Assessment will give you a quantified answer for just how prepared you are for the next
downturn. This assessment is a systematic analysis of your company’s ability to perform,
removing guesswork and emotion, which will allow you to identify strengths and potential

challenges for your company in the next downturn.

Once you have this information, you will be ready to hit the road armed with the knowledge

of where you want to go and guidance from us on how to get there.

INSTRUCTIONS:
Please take approximately 10 minutes of uninterrupted time to complete the assessment.

Answer the 20 items using the following scale:

' | WHITE: Wave this flagif you don'
| GREEN: YES/ALWAYS \ understand the question or if you

honestly have no idea how to answer.
\ YELLOW: MAYBE/SOMETIMES We encourage you to use this option if it
applies, as waving the white flag will result
in the best possible recommendations for
RED: NO/NEVER
you and your company.

Once complete, you will receive an email with your results and score.
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ist GEAR

. Does your company have a written action plan for the
next recession or major shock to your company’s
system (i.e., losing your biggest customer)?

YES/
ALWAYS

[ Recession Readiness Assessment
Eél Complete online at www.Recession.com/ready

MAYBE/ NO/ IDON'T

SOME

NEVER KNOW

. Does your company’s leadership team understand and
track basic economic indicators (for example, the yield
curve and the unemployment rate)?

. Are your company’s vision, mission, and values
documented in writing and exemplified daily through
behaviors at all levels of the company?

. Does your company have a written, long-term, focused
strategic plan and do you spend at least one day each
quarter updating it?

2nd GEAR

. Does your company’s leadership team understand the
financial health of its major customers and vendors?

X X o

. Is your company’s EBITDA (Earnings Before Interest,
Taxes, Depreciation, and Amortization) margin “best in
class” for your industry?

. Does your company have five to ten percent of its next
twelve months of estimated revenue as equity on your
balance sheet?

. Does your company’s leadership team regularly meet
with its bank representatives to discuss the company’s
line of credit to ensure the limit is right for current and
future business needs?

. Does your company’s leadership team know all
restrictions in place on any company debt and do they

review these “covenants” monthly to ensure compliance?

10. Do your company’s owners regularly review any personal
guarantees on company debt and are they actively
working to reduce them to zero?
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[ Recession Readiness Assessment
Eél Complete online at www.Recession.com/ready

YES/ MAYBE/ No/ IDON'T
ALWAYS SOME NEVER KNOW

11. Does your company have cash or debt available to a a
—_—

fund growth?

12. Does your company have a board of advisors that
meets at least quarterly with the leadership team to
help set plans for growth, ask challenging questions, a a _d—
and hold the team accountable for its action plans?

3rd GEAR

13. Do you have an excellent company culture, hire only a \/ a
awesome people, and immediately exit people who are [

not awesome or who don’t fit your culture?

14. Does your company have a continuous improvement
process in place and do you regularly measure m
progress against established goals?

15. Does your company’s leadership team have an

accurate method of tracking its backlog, its m a
[

current work in progress, and its pipeline of
potential new work?

16. Does your company have a method to track the a a
productivity of each employee? [
17. Does your company’s leadership team compare actual
financial results achieved against intended results at a
[

the completion of each project or quarter (whichever is
most appropriate for your business)?

4th GEAR
18. Isyour company’s customer base diversified? m a
19. Isyour company’s revenue diversified? Do you serve
some market sectors that are counter-cyclical or m a YN

unaffected by recessions?
Q EMERGENCY BRAKE

20. Does your company’s leadership team have a way to

measure for early warning signs that your business is a a
headed in the wrong direction? ——
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D@ Recession Readiness Assessment

Complete online at www.Recession.com/ready

RESULTS GENERATOR

Total up
Z @ 0 <— the number
of each
response
x5 x2 x0 xO0

Multiply
by the

90 (/ 0 0 number

Yol

Add all of the numbers to
determine your score

g’

85-100 = LOOKING FORWARD to the next Recession!

60 - 84 = Needto START PREPARING for the next Recession!

0-59 = Highrisk of FAILURE in the next Recession!
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@@ Recession Readiness Assessment™
ETI Complete online at www.Recession.com/ready

Name janathan .Sldl:lfl Date ZOO(?

Company Fit”“s @Cthdf Position 0Wna"

Our goal is to ensure you are in the best position to capture the opportunities a
recession brings. One of the first steps in our journey together is for you to benchmark

your company’s “recession readiness.”

Readiness is defined as the state of being fully prepared. Our Recession Readiness
Assessment will give you a quantified answer for just how prepared you are for the next
downturn. This assessment is a systematic analysis of your company’s ability to perform,
removing guesswork and emotion, which will allow you to identify strengths and potential

challenges for your company in the next downturn.

Once you have this information, you will be ready to hit the road armed with the knowledge

of where you want to go and guidance from us on how to get there.

INSTRUCTIONS:
Please take approximately 10 minutes of uninterrupted time to complete the assessment.

Answer the 20 items using the following scale:

F | WHITE: Wave this flagif you dont
| GREEN: YES/ALWAYS \ understand the question or if you

honestly have no idea how to answer.

YELLOW: MAYBE/SOMETIMES We encourage you to use this option if it
applies, as waving the white flag will result

in the best possible recommendations for
RED: NO/NEVER
you and your company.

Once complete, you will receive an email with your results and score.

222 - ROCK THE RECESSION



N

—_—

ist GEAR

. Does your company have a written action plan for the
next recession or major shock to your company’s
system (i.e., losing your biggest customer)?

YES/
ALWAYS

[ Recession Readiness Assessment
Eél Complete online at www.Recession.com/ready

MAYBE/ NO/ IDON'T

SOME

NEVER KNOW

. Does your company’s leadership team understand and
track basic economic indicators (for example, the yield
curve and the unemployment rate)?

. Are your company’s vision, mission, and values
documented in writing and exemplified daily through
behaviors at all levels of the company?

. Does your company have a written, long-term, focused
strategic plan and do you spend at least one day each
quarter updating it?

2nd GEAR

. Does your company’s leadership team understand the
financial health of its major customers and vendors?

X X o

. Is your company’s EBITDA (Earnings Before Interest,
Taxes, Depreciation, and Amortization) margin “best in
class” for your industry?

. Does your company have five to ten percent of its next
twelve months of estimated revenue as equity on your
balance sheet?

. Does your company’s leadership team regularly meet
with its bank representatives to discuss the company’s
line of credit to ensure the limit is right for current and
future business needs?

. Does your company’s leadership team know all
restrictions in place on any company debt and do they

review these “covenants” monthly to ensure compliance?

10. Do your company’s owners regularly review any personal
guarantees on company debt and are they actively
working to reduce them to zero?
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[ Recession Readiness Assessment
Eél Complete online at www.Recession.com/ready

YES/ MAYBE/ No/ IDON'T
ALWAYS SOME NEVER KNOW

11. Does your company have cash or debt available to a a
—_—

fund growth?

12. Does your company have a board of advisors that
meets at least quarterly with the leadership team to \/
help set plans for growth, ask challenging questions, a a _d—
and hold the team accountable for its action plans?

3rd GEAR

13. Do you have an excellent company culture, hire only a \/ a
awesome people, and immediately exit people who are [

not awesome or who don’t fit your culture?

14. Does your company have a continuous improvement

process in place and do you regularly measure a a

progress against established goals?

15. Does your company’s leadership team have an

accurate method of tracking its backlog, its a \/ a
current work in progress, and its pipeline of —
potential new work?
16. Does your company have a method to track the a a
productivity of each employee? [
17. Does your company’s leadership team compare actual
financial results achieved against intended results at \/ a
[

the completion of each project or quarter (whichever is
most appropriate for your business)?

4th GEAR

18. Isyour company’s customer base diversified? m a
—_—

19. Isyour company’s revenue diversified? Do you serve \/
some market sectors that are counter-cyclical or a a YN

unaffected by recessions?
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20. Does your company’s leadership team have a way to

measure for early warning signs that your business is a a
headed in the wrong direction? ——
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@ Recession Readiness Assessment

Complete online at www.Recession.com/ready

RESULTS GENERATOR

Total up
@ é @ 0 <— the number
of each
response
x5 x2 x0 xO0

Multiply
by the

[5 IZ 0 0 number

7

Add all of the numbers to
determine your score

H9
85 - 100 = LOOKING FORWARD to the next Recession!

60 - 84 = Needto START PREPARING for the next Recession!

0-59 = Highrisk of FAILURE in the next Recession!
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APPENDIX C

PAUL'S TOP TEN
LIST FOR ACHIEVING
YOUR DREAM
OUTCOME IN LIFE

1. Develop alife plan that projects out fifty years into the
future (update your spiritual, family, financial, career,
physical, mental, friends, social, and give-back goals
quarterly).

2. There are only so many Saturday nights—don’t waste
time with people who do not have your back when you
truly need it, who do not bring you joy, or who gossip.

3. Always have goals to learn and grow. Thank those
who have helped you to learn and grow.

4. Help others succeed as often as possible.
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9.

Do random acts of kindness as often as possible.
Take care of the Golden Goose (you and your business
are the Golden Goose).

Engage slowly (employees, friends, and significant
others) and let go quickly when it’s not going to work.
Stay humble regardless of how many commas are
in your investment/bank accounts. Your IQ doesn’t
increase because you have money. Thank everyone
who has helped you along your journey.

Do not take yourself too seriously, EVER!

10. Still figuring it out!
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