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| am assuming you are afounder and/or a CEO of a startup company. | have written
many articles about how to succeed when you start up a new company. But sometimes,
maybe most times, when you do one, it will fail. There will be times when you haven’t
yet failed but it looks like soon you will do so. So what do you do in that difficult
situation?

First of all, I want to clarify what we mean by “failure”. There are good failures and bad
failures. Good failures are ones where you tried hard but still couldn’t make the company
work but you still nonetheless learned from the failure. Bad failures are ones where you
also tried hard, couldn’t make the company work, and weren’t able to learn from the
experience.

If you are in asituation of bad failure, or are facing such a situation I don’t think this
article can help you much. But if it’s a good failure, it will help a lot. I am going to
discuss more about how to recover from a good failure at the end of the article once we
have talked about some of the reasons for the situation when you will be able to
appreciate more how to respond to different failure situations.

So let’s talk about a situation when you are facing imminent failure. I’m not talking about
you can see it coming in the distance. | am talking about an imminent failure, say next
week or tomorrow. Therefore it’s what is called an existentia crisis. We are not talking
about you not making your sales projections or the head salesperson leaving. We are
talking about a situation where your company will not even exist tomorrow.

In my experience, there are many reasons for failure but we are not going to talk about
that since there are so many. We are going to talk about just two types of crisis. We call
these existential crisesthat is crises where the very existence of the company is
threatened. One of these isfinancial. The other is behavioral. In both cases these types of
crises have progressed such that the company will not survive much longer, maybe afew
days or afew weeks, but no more. So what do you have to do in this case?



First of all, you must not panic, even though that’s a normal reaction. How do you not
panic when you’re in such aterrible situation? It’s very important to take a little time off
to do something else and not think about the crisis, even though that might be difficult.

My suggestion is that you go do some exercise for a couple of hours. Or do a hobby for
some time, preferably but not necessarily physical. For example, if you are amountain
climber, do some climbing. If you are awalker, do some asking. If you like dancing, do
some dancing.

This might seem like vacuous advice but it isn’t. There’s a deep reason. Y ou must stop
your brain thinking about the problem for a while so it doesn’t get confused with all the
many issues you want to resolve. If you alow your brain to think about something else
and do some exercise or something physical or mental not linked to your business, your
brain will automatically start to declutter. When it does thisit will remove al the
inessential things that you should not be concerned about so that you can go straight to
the most important issues you must solve.

In other words, by going into decluttering mode, you have already started to address the
essential problem, namely your own thinking process. So now you can start to use your
brain for productive purposes and not the usual unproductive worrying that typically
occurs in such situations that stops you coming up with a solution.

Ok now first of al you have to figure out what your problem is. Remember we said there
arereally only two types of existential problem. Oneis financial, the other is behavioral.
Y ou have to be careful how you classify the problem since each has totally different
solutions. But sometimes afinancial problem is really a behavioral problem. How can
you tell the difference?

If your behaviors are essentially good and you have provided relatively good leadership,
even if the company isfailing, then you have afinancial problem. That is, for whatever
reason product, sales, competitotrs or so on, you couldn’t generate enough cash to keep
yourself going, then you are running out of money fast. It’s not your behavior that’s the
problem, you just had the wrong, product, the wrong sales or competitors that were too
strong for you. That’s a tough one but it’s easier than solving the behavioral problem.

If you have abehavioral problem there will be completely different symptoms. They
could be a political rift between people in the company, a problem involving two
partners, people leaving because they don’t believe in you or they don’t believe in your
management team. You might think that the people in the company aren’t putting in
enough effort or work; that’s essentially a behavioral problem because you are the boss
and if you can’t solve that. It’s your problem, not theirs.

An Existential Financial Crisis

So you’re going to run out of money tomorrow? Or maybe you have already run out?
What do to?



1. First of al you must find areally tough accountant, but one you like and trust.
You don’t want a financial person because they will want to use financial trickery
to try to paper over the problem and make things ook better than they actually
are. Most accountants are brutally honest and don’t like financial trickery. That’s
what you want. The accountant must also be brutally honest with you. If the one
you want is not like that, you should not choose him. Y ou are in way too much
trouble to benefit from someone who won’t tell you how bad things really are and
you don’t want to spend valuable time with someone who is going to try to make
you feel better. If you get emotional about it you won’t be able to solve the
problem

2. Secondly you must get rid of everyone who is not absolutely essential. That might
mean you too. | mean you must get rid of friends, family members and anyone
who you really like and trust. If you can’t do that you won’t solve the problem.
But to do this you must talk to everyone personally and explain what has
happened. Do not fire people by email or even by phone. Y ou owe it to them to be
very honest that you have failed. If you do that they will actually trust you more
and respect you for your honesty. If you don’t do that they will hate you very
quickly and try to do damage to you at a time when you don’t need any more
enemies.

3. Third, you should approach all your creditors and tell them honestly what has
happened. Don’t try to sugar-coat the truth. They will guess anyway and it’s
better for you and your reputation to tell them the whole truth. Explain to them if
they can wait, you might be able to pay them alittle of what you owe them but if
they are impatient probably they won’t get anything. Tell them that you have
made some mistakes, but they were honestly made and you hope they will
understand. If you do this they will try to help you. Do thisin person and not by
phone or email. If you do it by phone they might think that you are trying to hide
something from them. If you admit to making mistakes they will give you time. If
you lie to them and tell them that you will give them their money back they won’t
trust you anymore and will try to damage you, which will hurt you even more.

4. Nextif you have clients you should approach them and tell them what has
happened? Y our aim isfirst to tell they that you might not be able support themin
the future and you want to be honest with them and tell them this so that together
you can prepare for that situation. However if you do this the right way you might
find aclient that will want to help you in some way. Maybe they will want to buy
the company or its assets, even if they only pay you alittle money. They might
decide to give you aloan to help out since they don’t want to lose their source of
support for your product. They might even decide to buy another product from
you to help keep you going. For all these reasons you shouldn’t tell your clients
by phone, if that’s possible. You should try to go and see them in their office so
you can tell them face to face so that they can see your face and decide for
themselves if you are being honest with them. If they think you are being honest



they will want to help you. If you do this by phone it’s quite possible that they
think you are not being truthful and in that case they night try to damage you by
asking for their money back or suing you.

An Existential Behavioral Crisis

What is an existential behavioral crisis? It’s when the behaviors of a CEO lead to the
breakup or failure of the company. Often it’s a partnership breakup, but sometimesit’s a
management team breakup, or loss of critical people who simply will not work for the
founder and CEO.

Existential behavioral crises are always more difficult sinceit is very difficult for a
founder or CEO to admit to a behavioral issue, even when it’s obvious to everyone else
except you. But thereisabasic trick if you are the founder and CEO; even if you don’t
believe you have any behavioral problems, allow yourself to believe that they might be
right, even if you think they are wrong, and let them know that they might be right. If you
do that, it will immediately reduce the size of the problem. So here are some of the steps
you should take in this case:

1. Thefirst step is to separate the CEQ’s behaviors from the problem at hand. This
means he needs to appoint at least one and sometimes maybe two people to act for
him so that the people who have a problem with him don’t have to deal directly
with him and can work through another party.

The way to do thisisto appoint someone trusted by the CEO who will aso be
trusted by the other people who will not work with the CEO. The important thing
isthat this trusted adviser must be given aformal title so that everyone knows that
he can make decisions for the company.

A common solution isto appoint someone as a trusted adviser and give them the
title of Chief Operating Officer (COO), or interim Chairman. Then the dissatisfied
people will feel that this person has formal authority and can make binding
decisions for the company so that they can get a decision from someone they trust
and they don’t have to get the decision from the CEO. It then becomes the job of
the COO to make decisions that the CEO will go along with.

Any meetings should now be chaired by the COO with the CEO just being one of
several participants. This aso includes board meetings. Now the parties can talk
through the COO which will help calm things down while still saving some face
for the CEO.

| am assuming at this stage that the founder and CEO will wants to keep his job
and has not decided to resign. If he decidesto resign thisis now adifferent
situation and the problem might be resolved. But if he wants to keep his job,
which is usually the case, other things have to be done.



2. Themost important thing is for him to get an outside expert in behavior and
management to give him advice on how to change his behavior so that in future
he can approach things differently. Of course he might not want to do this, but |
am assuming that if he wants to keep hisjob badly enough he will do what | am
recommending and help solve the crisis.

Once the behavioral therapist has been appointed, he will advise the CEO on how
to change the behaviors that are causing the problem. However the therapist has
another very important role. That isto talk to some of the other people to get their
views on what is happening and to receive their feedback which will make them
feel better. The therapist can also tell them that the CEO is committed to chasing
his behavior which will also help the situation.

There are two objectives of hiring this behaviora consultant and therapist. The
first isto help the CEO change his behavior. The second is so that he or his COO
can tell people that the CEO realizes he has made some mistakes and really wants
to solve them, so he has hired an outside expert in behavior to work with him so
that in future he can be a better manager.

If the CEO sends out this message, there will be an immediate impact on making
the behavioral crisisless severe. In many cases all partiesto the issue will relax
because they feel that the CEO is trying to confront t these behavioral issuesin an
honest way and genuinely wants to improve himself and his relationships with his
people.

If the CEO doesthisit isimportant that he keeps on seeing the behaviora
therapist for several months. If he stops, and the people around him see that he
has stopped, they will feel that he is not being honest with them and the crisis will
start again, unlessit is clear from the CEO’s behavior that he has really changed.
But usually this kind of change is going to take at |east several months or longer
so | think that in the normal case, the CEO should see the behaviora therapist at
least once amonth for ayear.

3. Once these steps have been taken there is another step to take. That is for the CEO
to have ameeting of his board, and maybe of his employees, and publicly tell
people that he has been wrong and that he has taken steps to solve his own
problems. If he does thisthe crisiswill go away. It will only come back if he
starts the same behaviors.

A Good Failureis Readlly a Success

Let’s say that the company still fails after an existential financial or behavioral crisis but
that the CEO doesn’t do what | have recommended above. In that case, | don’t think the
CEO hasreally acted with agility and appropriately. In that case, we can call the situation
one of rea failure. In other words it was a bad failure since the CEO |earned nothing.



But let’s say that the company failed after the CEO did everything recommended above
and maybe even more. That’s a good failure. | don’t really think of that as being a failure
of the CEO. Rather, | think that thisis a situation in which the company met problems
which are quite normal in startups, took appropriate action and, while that didn’t solve
the immediate situation it would give us confidence in future situations, this CEO could
handle existential crises appropriately and well.

In that case we could say that the CEO had high mental agility, demonstrated that he had
ahigh degree of self-awareness and handled the situation in such away that he became
an even better CEO and |eader.

That should be the goal in managing what might appear to be failure, but isreally an
opportunity to improve one’s own leadership abilities and skillsin handling difficult
situations. That’s what everyone wants a good CEOQ to possess.
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