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Business Breakdown Diagnostic™

Every underperforming business has a specific failure zone.
Find it before it finds the bank account.

Signal » Decision » Action » P&L Impact
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4 IN 60 SECONDS, THIS SYSTEM TELLS YOU ¢

1. Which of the 9 business zones is generating the largest P&L drag — named,
scored, and ranked

2. The estimated annual dollar cost of each Primary Breakdown Zone currently
active in the business

3. Which zone to fix first for maximum financial recovery — and the 90-day
sequence after that

4. Which breakdown conditions are worsening by an estimated 15-20% per year
without intervention

Begin with Section 07A (Scoring Sheet) to run the diagnostic.

For owner-led businesses and lower-middle-market companies that suspect hidden operational drag
but cannot yet see where it is concentrated.

01 - POSITIONING

Operational underperformance is rarely distributed equally across a business. It concentrates in 2—3
specific zones — and the owner, consumed by daily operations, cannot see them from the inside. The
Business Breakdown Diagnostic™ forces an outside-in view: a structured, scored assessment of all 9
functional zones that locates the precise source of value destruction and ranks each by annual P&L
impact.

The most expensive thing a business can do is treat the symptoms of a zone-level
breakdown while the breakdown itself continues unaddressed.

02 - WHAT HAPPENS IF YOU IGNORE THIS

| None of the following generates an alert. All of it is accumulating right now.

A Breakdown zones worsen by an estimated 15-20% per year without diagnosis — not
because conditions deteriorate at that rate on their own, but because the business adapts
around the broken zone instead of fixing it, embedding the failure deeper into every process
that touches it. The rate varies by zone type, business model, and how deeply the failure has
already been absorbed into daily operations.

A\ Cross-zone contamination accelerates — a Controls Zone breakdown at score <4 does not
remain in controls. It enables financial loss that pressures the Finance Zone, degrades the
Human Capital Zone through trust erosion, and constrains the Strategic Clarity Zone
through resource diversion. One undiagnosed zone often begins to impair adjacent ones
within 6-12 months, especially where controls, workflows, and decision ownership are
already weak.

A Interventions target symptoms instead of causes — without a zone map, every improvement
initiative addresses the visible effect of an invisible failure. Revenue campaigns are
launched into a broken Revenue Zone. Hiring is done into a broken Operations Zone. Each
investment amplifies the loss, not the return.
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A The cost becomes structural — a Primary Breakdown Zone generating $50,000 in annual
loss in year one generates $57,500-$60,000 in year two through compounding severity. At 3
zones, the compounding is simultaneous across all three, producing a loss trajectory that
accelerates faster than revenue can compensate.

/A The window for low-cost correction closes — zone failures caught at score 5-6 are
corrected through process changes and targeted investment. The same failures at score 2-3
require structural redesign, personnel changes, and external expertise. The cost and
complexity of intervention can increase materially between those two points, often requiring
structural redesign, leadership changes, or external support rather than simple process
correction.

03 - WHAT THIS SYSTEM DOES

If a business’s 9 functional zones are not scored and mapped, value destruction is already operating in
at least one of them without a name, a number, or an owner. This system does not assess performance
generally — it exposes the specific zones where profit is being destroyed, forces a ranked intervention
sequence, and assigns a dollar cost to the continuation of each breakdown condition.

Cost of inaction: Businesses with 3 or more undiagnosed breakdown zones lose an estimated 12—
22% of potential annual profit to friction, rework, talent drag, and margin leakage. On a $2M revenue
business at 15% net margin, that is $36,000—$66,000 in annual profit that does not appear as a loss
on any financial statement — it simply never arrives.

Note: All dollar ranges, severity progression rates, and intervention thresholds in this system are diagnostic
estimates designed to support executive prioritization. They are directional planning ranges, not audited forecasts,
and should be calibrated to the business’s actual financials, operating model, and historical performance.

04 - FINANCIAL CONSEQUENCE MATRIX

Every breakdown zone expresses itself through one or more of the following financial pathways:

Impact Type Typical Mechanism Likely Financial Why It Stays Hidden
Effect

P&L Impact Margin leakage, pricing Lower operating Rarely appears as a named line item on
errors, rework, labor profit the income statement
inefficiency
Cash Flow Receivables delays, Working capital Often misread as temporary or timing-
Impact overtime, inventory strain related pressure
shrinkage, poor process
flow
Intervention Adapting around broken Higher correction Becomes normalized as “how the
Delay Impact zones instead of fixing root  cost over time business operates”
causes

05 - REQUIRED INPUTS
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Metric / Input

Financial statements (3
years)

Operational process
inventory

Employee headcount and
role clarity

Revenue by
product/service line

Control procedures
documentation

Strategic plan existence
and currency

Technology stack
assessment

Marketing spend and ROI
attribution

Customer retention,
complaint, and fulfillment
data

| Source

Income statement
+ balance sheet

Owner interview +
direct observation

HR records + org
structure

Sales records

Written SOPs or
informal description

Owner-provided

IT records / owner
interview

Marketing budget +
revenue data

CRM, service logs,
refund records,
owner interview

Purpose in System

Scores Finance and Margin zones; establishes
baseline for all financial zone assessments

Scores Operations zone on effectiveness vs.
efficiency; exposes bottlenecks and error rates

Scores Human Capital zone; signals
misalignment between payroll cost and output
quality

Scores Revenue and Margin zones; isolates
which lines build and which destroy business
value

Scores Controls zone; any undocumented
control is a control that does not function reliably

Scores Strategic Clarity zone; a plan older than
12 months or absent scores at critical

Scores Technology zone; quantifies friction cost
of outdated or absent technology

Scores Marketing zone; forces a direct
connection between spend and measurable
revenue output

Validates Revenue, Operations, and Human
Capital zones by identifying where delivery
failure converts into churn, refunds, or
reputation drag

06 - SCORING MODEL — Business Health Score (0-90)

9 functional zones, each scored 0—-10. Total = Business Health Score. Zones are scored on an equal-
weight basis for diagnostic clarity, while intervention priority is determined separately by financial
impact, interdependency, and cross-zone contamination risk. Zones scoring <4 are designated Primary
Breakdown Zones and trigger an immediate decision obligation. Zones scoring 5-6 are designated
Secondary Risk Zones and require a named owner within 30 days.

Zone 1: Finance
Human Capital

Zone 6: Technology
Zone Definitions

Zone 2: Revenue

Zone 7: Marketing

Zone 3: Gross Margin

Zone 8: Controls

Zone 4: Operations Zone 5:

Zone 9: Strategic Clarity

m What It Measures

Finance
Revenue
Gross Margin
Operations
Human Capital
Technology
Marketing
Controls
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Accuracy and reliability of financial records, reporting, and management decisions
Effectiveness of the sales process, pipeline, pricing, and revenue consistency
Profitability after direct costs; signals pricing, delivery cost, and service mix issues
Efficiency and reliability of core business processes; rework rates and output quality
Role-fit, productivity, and management system effectiveness across the team
Degree to which systems reduce or create friction in daily operations

Measurable connection between marketing spend and qualified revenue generation
Presence and reliability of financial, operational, and compliance safeguards
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m What It Measures

Strategic Existence of a current, written plan with measurable objectives owned by the leadership
Clarity
Score Condition Risk Level Cost of Inaction
72-90 Business fundamentally LOW RISK Optimize flagged zones within 60
healthy; 1-2 zones need days before they deteriorate
optimization
54-71 2-4 zones showing MODERATE  $50K-$150K annual value leakage
structural weakness; P&L across active zones

impact measurable now

36-53 5+ zones broken; systemic HIGH RISK Full operational review required this
inefficiency consuming profit quarter — not next
across the business

0-35 Critical multi-zone CRITICAL Emergency stabilization protocol —
breakdown; business external support required within 72
viability under active threat hours

07 - WHAT THIS SYSTEM DELIVERS

» Exposes: the Primary Breakdown Zone Map — the 3 zones generating the largest P&L drag, each
with a named score, a dollar cost estimate, and cross-zone contamination visibility based on zone
interdependency

Quantifies: the annual dollar cost of each active breakdown zone — updated at each scoring cycle
to reflect whether conditions are improving, stable, or worsening

» Forces: a ranked intervention sequence — which zone to address first, second, and third, based
on financial impact and interdependency, not on owner preference or visibility

» Isolates: cross-zone contamination — the zones whose failure is driven by an upstream
breakdown in a different zone, preventing misdiagnosis and misdirected investment

» Directs: a sequenced intervention starting point — which zone to address first and what action to
take within defined deadlines, so improvement is executed, not assumed

v

07A - BUSINESS BREAKDOWN SCORING SHEET (RUN THIS FIRST)

Score each zone from 0 (severely broken) to 10 (fully optimized). Identify the top breakdown zones and
estimate their financial impact.

Enter your business figures in the shaded box below. Then score each zone and calculate the estimated annual
loss using the P&L guide.

Total Annual Revenue ($): $ Net % (e.g. enter 15 for
Margin 15%)
(%):

Calibration note: Score each zone as a banker, auditor, or potential acquirer would — not as the person who
built it. Owner-assessed scores that feel like 6 are frequently 4 when reviewed by an outside party.
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10)

Finance
Revenue
Gross Margin
Operations
Human Capital
Technology
Marketing
Controls

Strategic Clarity

Scoring Logic:
e Zones scoring <4 = Primary Breakdown Zones (immediate action required)
e Zones scoring 5-6 = Secondary Risk Zones (monitor and assign owner)

e Zones scoring =7 = Stable / Optimized

P&L Loss Estimation Guide:

e Score 0-3 — 8-12% P&L loss contribution
e Score 4 — 5-8% P&L loss contribution

e Score 5-6 — 2-5% P&L loss contribution
e Score >7 — <2% impact

Estimated Annual Loss ($) = Revenue x (Margin + 100) x (P&L Loss % + 100)

Important: These zone-level loss estimates are directional diagnostic estimates for prioritization and should not be summed as
independent losses, as multiple zones may reflect overlapping sources of the same underlying profit drag.

* Enter P&L Loss % as a whole number (e.g. enter 10 for 10%, not 0.10). Example: $2,000,000 % (15 + 100) x (10
+ 100) = $30,000 estimated annual loss from that zone.

Transfer the 3 zones with the highest Estimated Annual Loss here by name, ranked from highest loss (Priority 1)
to lowest loss (Priority 3).

Top 3 Breakdown Zones (Ranked by Financial Impact)

Top Breakdown Zones m Estimated Annual Loss ($) Priority Order (1-3)

Priority 1 Zone — write name:
Priority 2 Zone — write name:

Priority 3 Zone — write name:

Intervention must begin with Priority 1. Do not attempt to fix multiple primary zones simultaneously without
sequencing.
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Most businesses will identify 2—3 Primary Breakdown Zones. Attempting to fix more than three
simultaneously reduces execution success.

08 - DECISION TRIGGERS

Every trigger is binary: either the condition exists and the action is mandatory, or it does not exist and
monitoring continues. There is no middle state.

Triggers are ordered by severity of systemic risk, not by zone number.

| 1. IF: Finance Zone scores <4

— THEN: Engage a qualified financial professional within 14 days. The Finance Zone is the
diagnostic nervous system of every other zone — every decision made while it scores <4 is made
without reliable data. Do not invest in any other zone improvement until Finance Zone reaches a
score of 7 or above. This is the highest-priority single-zone failure.

| 2. IF: Operations Zone scores <4
— THEN: Map the 5 highest-traffic business processes within 14 days. Measure time, error rate,
and labor cost per process. Assign the process with the worst efficiency ratio for immediate
redesign with a completion date within 45 days. Do not add headcount to a broken process —
every new hire into an undiagnosed Operations Zone amplifies the breakdown, not the output.

| 3. IF: Controls Zone scores <4
— THEN: Implement cash-handling dual-authorization and a receivables aging schedule within 7
days. Assign a named individual to review both weekly. The absence of controls is not a reflection
of trust in employees — it is a structural invitation that enough time, financial pressure, or
opportunity will eventually cause someone to accept.

| 4. IF: Human Capital Zone scores <4

— THEN: Conduct a role-fit assessment for every employee within 30 days. Payroll is the largest
operating expense in most service, professional, and knowledge businesses. When it
underperforms at this level, the cause is not effort — it is selection, role structure, or management
system design. Name an owner for the assessment. Require a written recommendation within 30
days of completion.

| 5. IF: Strategic Clarity Zone scores <4
— THEN: Draft and approve a 90-day written tactical plan with 5 specific, measurable objectives
within 7 days before committing any resources to any other zone improvement. Resources
deployed without strategic clarity generate activity, not results. Every dollar invested in growth
while Strategic Clarity scores <4 carries a higher-than-average probability of being invested in the
wrong direction.

| 6. IF: Revenue Zone scores <4
— THEN: Audit the sales pipeline and last 12 months of closed and lost deals within 14 days.
Identify whether the breakdown is in lead volume, conversion rate, pricing, or retention. Do not
increase marketing spend into a broken Revenue Zone — additional leads entering a broken
sales process amplify cost without improving output. Assign a named owner to rebuild the pipeline
review process within 30 days.

| 7. IF: Gross Margin Zone scores <4

— THEN: Pull a product and service line profitability report within 7 days. Identify which lines are
margin-positive and which are margin-negative or margin-neutral after full cost allocation. A Gross
Margin Zone at <4 typically signals one or more of: underpricing, uncontrolled delivery costs, or
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revenue mix drift toward low-margin work. Suspend new commitments in loss-margin lines until
pricing or cost structure is corrected.

| 8. IF: Technology Zone scores <4
— THEN: Map the 5 highest-friction points in daily operations caused by technology gaps,
workarounds, or manual processes within 14 days. Quantify the labor cost of each workaround. A
Technology Zone at <4 is rarely a technology problem — it is an integration and adoption
problem. Do not invest in new technology until current systems are either fixed, trained on, or
formally replaced with a documented transition plan.

| 9. IF: Marketing Zone scores <4
— THEN: Conduct a full attribution audit of the last 90 days of marketing spend within 14 days.
For each channel, calculate cost per qualified lead and cost per closed deal. A Marketing Zone at
<4 means spend is not traceable to revenue. Freeze all discretionary marketing spend until at
least one channel can demonstrate a measurable, positive return. Vanity metrics — impressions,
followers, reach — do not qualify as evidence of function.

A ESCALATION LOGIC

Triggers Active \ Required Response

Owner review required within 48 hours. Two concurrent
zone failures signal systemic underperformance — not
isolated zone variance. Cross-zone dependency must be
mapped before any single-zone fix is deployed.

2 triggers INTERVENTION

Operational instability event. Engage a qualified business
advisor within 7 days. Suspend all non-essential growth

3 triggers INSTABILITY investment until the 3 primary breakdown zones are
diagnosed and each has a named owner and a written
remediation plan.

4 or more Multi-zone collapse in progress. Engage external
triggers operational and financial support immediately — within 72
(o] {5 hours where possible. The business cannot self-diagnose
(maximum PROTOCOL at this level of systemic breakdown. Every week of delay at
severity 4+ zones active costs an estimated $5,000-$15,000 in
threshold) compounding operational loss.

The table below lists the highest-consequence trigger conditions requiring immediate intervention.
Additional zone-specific actions apply to Revenue, Gross Margin, Technology, and Marketing when
those zones emerge as Primary Breakdown Zones.

09 - ACTION TABLE

Issue Detected Required Action Owner Deadline P&L / Cash Impact
Finance Zone <4 Engage financial Owner + 14 days P&L accuracy;
professional; build 3-year CPA decision quality
financial model; do not invest across all zones
in other zones until score
reaches 7
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Issue Detected

Operations Zone
<4

Controls Zone <4

Human Capital
Zone <4

Strategic Clarity
Zone <4

Revenue Zone <4

Gross Margin Zone
<4

Technology Zone
<4

Marketing Zone <4

Required Action Owner Deadline
Map 5 highest-traffic Operations 45 days
processes; redesign worst Lead
performer; no new
headcount until redesign is
complete
Dual-auth on cash; AR aging  Admin / 7 days
schedule; named weekly Finance
reviewer assigned
Role-fit assessment for all Owner / HR 30 days
employees; written
recommendation within 30
days of assessment
Draft and approve a 90-day Owner 7 days

tactical plan with 5
measurable objectives within
7 days; suspend non-
essential growth investment
until the plan exists in writing

Pipeline and deal audit; identify Owner / Sales 14 days
breakdown in volume, Lead

conversion, or pricing; no new

marketing spend until root

cause is named

Product/service line profitability Owner / 7 days
report; suspend loss-margin Finance

commitments; correct pricing or

delivery cost structure

Map 5 highest-friction tech Owner/Ops 14 days
gaps; quantify labor cost of Lead

workarounds; no new tech

investment until current

systems fixed or replaced with

a plan

90-day spend attribution audit Owner / 14 days

by channel; freeze discretionary Marketing Lead
spend; resume only channels

with demonstrable return on

qualified leads

10 - IRREVERSIBLE INSIGHT

P&L / Cash Impact

5-20% productivity
improvement;
rework cost
reduction

Fraud prevention;
working capital
integrity

Payroll ROI
improvement;
output per dollar of
labor cost

Resource focus;
eliminate
misdirected
investment

Revenue recovery;
stop amplifying cost
into a broken sales
process

Margin recovery; stop
delivering work that
destroys value at the
gross level

Labor cost reduction;
operational
throughput
improvement

Eliminate non-
attributable spend;
realign budget to
revenue-generating
channels

A business cannot fix what its owner cannot locate. This system does not create
the problems — it makes visible what already exists and is already costing money.

11 - BUSINESS IMPACT

The Business Breakdown Diagnostic™ is the foundation that makes every other improvement system
more effective. Without it, interventions are applied to symptoms. With it, they are applied to causes.
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That distinction is the difference between a business that perpetually improves and one that perpetually
manages the same problems at increasing cost.

On a $2M revenue business with 3 active breakdown zones: the estimated annual profit loss
is $72,000-$108,000. Higher loss levels may occur where breakdown conditions overlap across
multiple zones or where margin erosion exceeds baseline assumptions, but the ranges above reflect
the model’s core diagnostic estimates. None of it appears as a named line item. A meaningful portion
of it is recoverable — and further loss can be stopped — but only after the zones are located,
scored, and assigned an owner with a deadline.

Score the zones. Name the breakdown. Fix the cause, not the symptom. Every quarter this diagnostic
is not run is a quarter the business pays full price for problems it has not yet found.
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