
 



 

💥 The #1 Reason Smart Investors Still 

Lose 
 

Weak companies look fine until they collapse. The Survival Score 

filters them out before it’s too late. 
 

 

Why Financial Health Creates Asymmetric Risk (and How to 

Filter It in 5 Minutes) 
 

Before you even think about growth, valuation, or upside, ask this: 

 

 Can this business survive? 
 

You ever pour hours into researching a stock​

 The story sounds great.​

 The buzz is everywhere.​

 You start digging into the filings… 

 

Then boom.​

 Buried in debt. Fragile cash flow. No margin for error. 

 

Now you’ve wasted hours on a business that was never built to last. 

 

I used to fall into that trap constantly. 

 

Until I created a simple filter that changed everything. 
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⚠️ The Hidden Risk Most Investors Never See Coming 
 

Most people focus on upside: 

●​ Growth rates 

●​ Revenue trends 

●​ A compelling story​

 

But real investing edge doesn’t just come from picking winners.​

 It comes from avoiding landmines. 

 

And the biggest landmine?​

 Financial fragility. 

 

 

🔍 Why Financial Health = Asymmetric Risk 
 

A strong business is like a bridge built for storms.​

 It flexes. Absorbs stress. Then keeps moving forward. 

 

A fragile business?​

 

 One crack in the structure and the whole thing collapses. 

That’s the asymmetric reality of debt.​

 It doesn’t hurt slowly. It breaks suddenly. 

 

When a Wealth Builder hits turbulence, it might drop 20%​

 but it stabilizes, resets, and keeps compounding. 

 

But fragile companies? 
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They drop 80%… and never come back.​

 No recovery. No momentum. No future. 

 

You don’t just lose money.​

 You lose time.​

 You lose conviction.​

 You lose the entire compounding runway. 

 

And debt multiplies that fragility in three ways: 

●​ Unlimited Downside: When earnings collapse, debt doesn’t wait. Miss a 

payment and shareholders get nothing. 

●​ Missed Opportunities: Debt locks up capital. So when opportunity knocks, the 

business can’t answer. 

●​ Leadership Drain: Instead of driving growth, management fights fires and loses 

focus. 

 

Long-term thinking only works if the business survives long enough to earn it.​

 And survival isn’t a hope. It’s a structural decision. 

 

That’s why Grandmasters don’t chase upside first.​

 They filter for financial strength and build conviction before they commit. 

 

 

🛡 Enter the Survival Score: 
 

Your 5-Minute Filter for Financial Strength 

 

You don’t need a full model.​

 You don’t need a spreadsheet. 

 

You just need a quick signal that tells you: 
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“Is this company strong enough to deserve my attention?” 

 

Here’s what it checks: 

●​ Net debt vs. earnings power 

●​ Cash flow vs. obligations 

●​ Industry volatility vs. leverage 

●​ Durability through past cycles​

 

If it passes, I dig deeper.​

 If it fails, I move on without hesitation. 

 

It’s simple, fast, and ruthlessly effective. 

 

 

🔍 What You’re Really Looking For 
 

To run this filter, you only need three high-signal reads: 

 

1. How much debt is on the balance sheet? 
 

Not just the number. The weight. 

How much pressure is this business carrying? 

 

2. How stable are the earnings across a full cycle? 
 

You’re not betting on a good year. 

You want to know if this business can generate cash when things get ugly. 

 

3. What happens in the worst year? 
 

Most investors ignore this. 
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You won’t. You test what survival looks like at the bottom, not the top. 

 

 

 

🧱 Step 1: Can the Company Handle Its Debt? 
 

Because the right business with the wrong balance sheet still loses. 

 

Before you get excited about upside or story stocks… 

 

Ask: 

Can this business actually carry the debt it has? 

 

This isn’t just a math check. It’s a survival test.​

 

 If the balance sheet breaks under pressure, the whole thesis dies with it. 

 

 

🔍 What to Look At: 
 

Use one simple metric:​

 Net Debt / EBITDA​

 

 It tells you how many years of earnings it would take to repay all net debt — if the 

company used 100% of its profits. 

 

Think of it like this:​

 

This metric shows two things: how deep the water is and how strong the 

company’s stroke is when the waves hit. 
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Too much debt with weak earnings? That’s not swimming. That’s sinking. 

 

 

🎯 But Here’s the Twist: 
 

Not every industry can carry the same load.​

 Some are steady. Others are wild. That changes everything. 

 

Use this rule of thumb: 

 

Industry Volatility Max Net Debt 

/ EBITDA 

Industry 

🟥 Very High  < 1x Commodities, Shipping 

🟧 High  < 2x Consumer Discretionary, Travel 

🟨 Moderate  < 3x Tech, Industrials 

🟩 Low  < 4x Healthcare, Utilities 

 

✅ Under the limit? You’re clear to move on.​

 🚨 Over the line? Don’t waste another minute. 

 

 

📉 What Is Industry Volatility? 
 

Industry volatility measures how wild the earnings swings are during tough times.​

 It shows you how much profit an average business in the industry loses from peak to 

trough in a downturn. 
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Think of it like this:​

 Some industries bend under pressure. Others snap. 

 

When earnings collapse fast and deep, businesses in that space are harder to predict… 

and much easier to break. 

 

 

🔍 Benchmarks (Peak-to-Trough Earnings Decline) 
 

Use peak-to-trough earnings swings to assess how brutal the business cycle is in 

this industry. 

 

 

🟢 Class 1: Low Volatility (0% to -20%) 
 

These industries barely flinch in a downturn. 

 

●​ Examples: Consumer staples, healthcare, utilities 

●​ Why it matters: Demand stays steady. Companies can plan, survive, and 

compound. 

●​ Survival odds: Very strong 

 

 

🟡 Class 2: Moderate Volatility (-20% to -40%) 
 

Earnings take a hit but don’t collapse. 

 

●​ Examples: Tech, finance, diversified industrials 

●​ Why it matters: Some firms weather it well, others struggle. You need strong 

fundamentals.​
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●​ Survival odds: Depends on quality​

 

 

🟠 Class 3: High Volatility (-40% to -60%) 
 

These businesses feel the full weight of the cycle. 

 

●​ Examples: Semiconductors, construction, autos 

●​ Why it matters: Earnings swing hard. Even solid companies can stumble.​

Survival odds: Risky without a strong balance sheet​

 

 

🔴 Class 4: Extreme Volatility (-60% to -100%) 
 

Profits can vanish in a flash. 

 

●​ Examples: Airlines, oil & gas, luxury retail 

●​ Why it matters: Entire industries lose money in recessions. Survival depends on 

cash, not growth. 

●​ Survival odds: Fragile at best​

 

Use this lens before you dig deeper.​

 Even the best business struggles when its industry gets hit like a tidal wave. 

 

If the industry itself is fragile, your survival score drops, fast. 

 

 

🧭 Grandmaster’s Rule: 
You don’t want to find out how strong a company is the hard way.​

 You want to know it can survive before it’s tested. 
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🔁 Step 2: Use Mid-Cycle Earnings 
 

Because current numbers lie. 

 

Here’s one of the most common mistakes: 

 

Investors grab the latest EBITDA and think it’s reliable.​

 But if the company is booming? It’s inflated.​

 If it’s in a slump? It’s artificially low. 

 

Either way, you're guessing. 

 

 

🔍 The Fix: Use Mid-Cycle Earnings 
 

Instead of using this year’s number, take the average EBITDA over the last 5 years. 

Want to be conservative? Use 10. 

 

That smooths out temporary highs and lows seen throughout a cycle and gives you a 

more accurate picture of the company’s true earning power. 

 

 

🌦 Think of It Like Weather: 
You wouldn’t build a house based on today’s sunshine. 

​

 You’d want to know the average climate. 

Same with business analysis.  

You're not investing in a moment.​

You're investing across cycles. 
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🧭 Grandmaster’s Rule: 
 

Build your analysis on stability, not snapshots.​

 Use mid-cycle earnings, and you’ll never be surprised by a storm. 

 

 

 

🧪 Step 3: Can It Survive Its Worst Year? 
 

A strong business bends in a downturn.​

 A fragile one snaps. 

 

And nothing exposes fragility faster than pairing high debt with unstable earnings. 

 

You’ve seen it before: 

• The balance sheet looks clean​

• The story makes sense​

• The numbers seem fine until they don’t 

 

Then the cycle turns.​

 Sales drop. Margins shrink.​

 And suddenly that “manageable” debt becomes a noose. 

Debt isn’t dangerous on its own.​

 It’s dangerous when earnings collapse and there’s no cushion underneath. 

 

That’s when the spiral kicks in: 

• Interest payments balloon​

• Credit ratings get slashed​

• Refinancing dries up​

• Liquidity vanishes and equity holders get wiped out 
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It doesn’t take a crisis.​

 Just one rough year and weak earnings will do the job. 

 

 

🔍 How to Run the Survival Test 
 

Here’s how Grandmasters pressure-test a balance sheet before they commit: 

 

1.​ Find the worst EBITDA year from the last 5–10 years 

2.​ Recalculate Net Debt / EBITDA using that year’s number 

3.​ Match it against your industry’s volatility limit​

 

✅ Still under the threshold? It’s structurally sound​

 🚨 Over the line? It’s a future blowup walk away 

 

This single move separates a calculated investment from a ticking time bomb. 

 

 

🧠 What You’re Really Testing 
 

●​ Are earnings resilient enough to support the balance sheet? 

●​ Will this business stay solvent when conditions turn? 

●​ Can you hold with conviction through a downturn or will you be forced to sell in 

panic?​

 

 

🚨 The Dangerous Combo 
 

High debt + earnings collapse = total fragility. 
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Even one tough year can trigger a credit downgrade, refinancing crisis—or full 

shareholder wipeout. 

 

 

🧭 Grandmaster’s Rule: 
 

You’re not investing in the best year.​

 You’re signing up to hold through the worst. 

 

 

🧰 How I Use This In My Own Screens 
 

This is the first filter I run on every stock idea. 

​

 The Survival Score comes before the deep dive. Before the pitch. Before the 

excitement. 

 

If a company fails this test, I’m out.  

 No matter how good the story sounds. 

 

That one fast, brutal decision saves me hours every week.​

 No wasted research. No emotional attachment. No second-guessing. 

 

More importantly, it gives me something most investors never have: 

Conviction. 

 

Because when I hold a stock, I know this:​

 It’s strong enough to survive.​

 And that changes how you think, how you act, and how you build wealth over time. 
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📉 What Happens When You Skip This 
 

Look at the biggest blowups of the last decade. Every time you’ll see the same pattern: 

• Big vision​

• Weak balance sheet​

• High debt​

• Little cash​

• One bad year… and gone. 

 

Peloton looked unstoppable in 2021.​

 Massive hype. Explosive growth.​

 But under the surface?​

 High fixed costs, fragile cash flow, and mounting debt.​

 When demand normalized, earnings collapsed—and so did the stock. 

 

Bed Bath & Beyond was another.​

 Popular brand. Seemed like a turnaround play.​

 But the balance sheet was a ticking time bomb.​

 Revenue slipped, debt came due, and the whole thing unraveled—fast. 

 

If you had run the Survival Score, you would’ve seen the danger before the collapse. 

 

If you held through the hype, you didn’t just underperform.​

 You ate the downside and missed the compounding. 

 

That’s not bad luck.​

 That’s a blind spot. 
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🎯 What It Feels Like to Invest Without Fear 
 

You don’t flinch during volatility.​

 You don’t wonder if the company will survive.​

 You don’t get blindsided by fragility. 

 

You hold storm-tested businesses.​

 You filter the fragile early.​

 And you build wealth with conviction. 

 

 

💡 Common Mistakes Most Investors Make 
 

Here’s where most investors go wrong and how you avoid it: 

 

❌ Mistake #1: They use today’s earnings 

Grandmasters use mid-cycle numbers. 

❌ Mistake #2: They apply the same rule to every business 

Grandmasters adjust based on volatility. 

❌ Mistake #3: They ignore the worst year 

Grandmasters test the bottom before trusting the balance sheet. 

 

✅ You avoid all three with the Survival Score. 

 

 

🔒 This Is Just One Layer of My System 
 

The Survival Score is your first gate. But it’s only the beginning. 
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Inside Evidence-Based Equity Analysis, you’ll learn how to: 

●​ Spot financial red flags most investors ignore 

●​ Build smarter screens that surface better ideas 

●​ Evaluate business models, industries, management, and valuation with total 

clarity 

●​ Build long-term wealth with a research system that compounds confidence​

 

 

♟ Think Like a Grandmaster. Invest Like One Too. 
 

 You’ve learned the first filter.​

 You’re done guessing. You’re done chasing.​

 Now you invest with calm, with clarity, and with conviction.​

 

Because you're not just picking stocks anymore…​

 You're building a system. 

 You're mastering the market. 

 

 

 

🧠 You’ve just learned how Grandmasters filter fragile companies in 5 minutes or less. 

 

Now learn how they evaluate business models, industries, management, and valuation, 

all with the same level of clarity. 

 

👉 Discover the Full Evidence-Based System Here

 

Follow the Evidence​ ​ ​ ​ ​ ​ Master the Market 

https://www.evidence-basedcapital.com/ebsmm2ndspafterpop


 

♟ Evidence-Based Equity Analysis 

 🧭 Follow the Evidence 

 🎯 Master the Market 
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✅ The Survival Score Checklist 
 

Filter fragile companies in 5 minutes or less. Only research what deserves your time. 

 

This checklist mirrors how Stock Market Grandmasters think: 

 

1.​ Can it carry the load? 

2.​ Is earning power real, or is it just a lucky year? 

3.​ Can it survive a storm year without snapping?​

 

If it passes all three, you move forward with conviction.​

 If it fails any one of them walk away. 

 

 

🧱 Step 1: Can the Company Handle Its Debt? 
 

Start with the core pressure test:​

 How much debt is the business carrying and can it support that weight? 

 

Use one ratio:​

 Net Debt / EBITDA 

 

Then match it against the company’s volatility tier: 
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Industry 

Volatility 

Max Net Debt / 

EBITDA 

Example Industries 

🟥 Very High < 1x Commodities, Shipping 

🟧 High < 2x Consumer Discretionary, Travel 

🟨 Moderate < 3x Tech, Industrials 

🟩 Low < 4x Healthcare, Utilities 

 

✅ If it’s under the line, move on.​

 🚨 Over it? Walk away. Fragile balance sheets don’t recover. 

 

 

📉 Industry Volatility: What to Score 
 

Use peak-to-trough earnings swings to gauge how fragile the industry is in a downturn: 

●​ ✅ Low Volatility (0% to -20%)​

 Stable industries like consumer staples, healthcare, and utilities.​

 Strong survival odds.​

 

●​ ⚠️ Moderate Volatility (-20% to -40%)​

 Common in tech, finance, and industrials.​

 Survivability depends on business quality.​

 

●​ ❌ High Volatility (-40% to -60%)​

 Think semis, construction, and auto.​

 Earnings hit hard—strong balance sheet required.​
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●​ 💣 Extreme Volatility (-60% to -100%)​

 Airlines, oil & gas, luxury retail.​

 Profits disappear. Risk of total collapse is high. 

 

 

🔁 Step 2: Use Mid-Cycle Earnings 
 

Don’t rely on this year’s EBITDA. It’s often inflated by booms or depressed by slumps. 

 

✅ Instead, use the average EBITDA over the past 5 or 10 years.​

 

 This gives you a real view of the business’s normalized earning power, not a lucky 

moment. 

 

Think of it like climate, not weather.​

 You’re not investing in a sunny day, you’re investing in every season. 

 

 

🧪 Step 3: Can It Survive Its Worst Year? 
 

Now stress-test the business. 

 

Take the lowest EBITDA year from the last decade.​

 Recalculate Net Debt / EBITDA using that year’s number. 

 

✅ If the ratio is still under the industry’s limit, it’s storm-tested.​

 🚨 If it’s over, it’s structurally fragile. Don’t hold it through a downturn. 

This one test exposes the real danger of high debt and weak earnings.​

 Most investors never run it and they pay for it later. 
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🛡 Final Rule: 
 

If a company can’t: 

✅ Carry its debt load 

✅ Generate consistent earnings​

✅ Survive its worst year 

 

Then it doesn’t deserve your capital. 

 

Use this checklist to filter faster, invest smarter, and build conviction before you 

commit. 

 

 

Want the complete system to go from checklist… to conviction? 

 

👉 Click here to master the full Grandmaster process 

 

♟ Evidence-Based Equity Analysis 

 🧭 Follow the Evidence 

 🎯 Master the Market 

Follow the Evidence​ ​ ​ ​ ​ ​ Master the Market 

https://www.evidence-basedcapital.com/ebsmm2ndspafterpop
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