FAILURE IN THE STOCK MARKET
Jason Del Vicario, CFA® & Steven Chen, CFA®

What does impending failure look like for a public company? We’ve been asked
this a lot recently.

Unfortunately, while successful companies often look similar, failing companies
tend to be “miserable” in their own unique ways, much like the old line: “all happy
families are alike; each unhappy family is unhappy in its own way.” Still, there are
common patterns worth watching for — here’s an example that illustrates several
of most frequent “miseries” which, more importantly (for investors), can often be
identified - and sometimes avoided - earlier.

The company primarily operated in the US home entertainment industry. It went
public in 1999 and filed for bankruptcy a little over 10 years later. A few
highlights:

1. Market share (competitiveness)

The company began consistently losing market share almost immediately after
listing - starting in 2000 - well before its main competitor’s online streaming
launch ultimately disrupted the industry. Persistent market-share erosion is often
a signal of a competitive disadvantage in the company’s offering.

Market share proxy vs U.S. home entertainment spend (1997-2009)
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Source: chart generated by ChatGPT, March 2026.




2. Return on capital (sustainability)

Across its public-market history, the company struggled to earn an attractive return on
capital. In fact, it failed to break even in many years, raising questions about the viability
of the underlying business model. We use return on assets (ROA) as a proxy rather than
return on equity, given the company’s high financial leverage (discussed next).

Return on Assets (ROA), 1997-2009
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3. Debt ratio (financial health)

Debt became the only remaining “growth” story. Borrowed capital funded the company’s
losing battle against competition and only temporarily masked a fundamental lack of
profitability. Debt is often the coroner’s report - not the illness itself. However, using
leverage to sustain a low-profit (or unprofitable) business can accelerate the endgame
when economic conditions finally tighten — as they did during the Global Financial Crisis.

Debt ratio (Total debt excl. leases proxy) / Total assets
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Yes, the company was Blockbuster.

KEY TAKEAWAYS

1. Start with companies already able to earn high returns on capital;

2. Focus on indicators of underlying competitiveness (e.g., market share, net
promoter score, customer retention, employee turnover);

3. Be cautious with businesses that rely on debt to stay alive.
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LET’S STAY CONNECTED

Over the past few years, we’ve been building a growing library of insights,
commentary, and educational content across several online platforms. These channels
allow us to share timely updates, explain important financial concepts, and give you a
closer look at how we think about investing and planning.

Subscribe to our YouTube channel Connect with us on Linkedln

in
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Follow Hillside on Facebook Visit our website for our latest insights

£

And as always, if there’s a topic you’d like to see us cover in a future video or article,
please let us know. Many of our best ideas start with questions from YOU!

Because at the end of the day, Hillside isn’t just about managing portfolios — it’s about
helping families navigate their financial lives with clarity and confidence.

/HILLSIDE | [AMI

WEALTH MANAGEMENT Private Wealth™



https://hillsidewealth.ca/wp-content/uploads/2026/03/Informed-Investor-March-2026-Navigator.pdf
https://hillsidewealth.ca/wp-content/uploads/2026/03/Informed-Investor-March-2026-Performance.pdf
https://hillsidewealth.ca/wp-content/uploads/2026/03/Informed-Investor-March-2026.pdf
https://www.youtube.com/@HillsideWealthManagement
https://www.youtube.com/@HillsideWealthManagement
https://www.youtube.com/@HillsideWealthManagement
https://www.youtube.com/@HillsideWealthManagement
https://www.linkedin.com/company/hillside-wealth-management/
https://www.linkedin.com/company/hillside-wealth-management/
https://www.linkedin.com/company/hillside-wealth-management/
https://www.linkedin.com/company/hillside-wealth-management/
https://www.facebook.com/hillsidewealthmanagement
https://hillsidewealth.ca/
https://www.youtube.com/@HillsideWealthManagement
https://www.linkedin.com/company/hillside-wealth-management/
https://www.facebook.com/hillsidewealthmanagement
https://hillsidewealth.ca/

