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Presentation OverviewPresentation Overview

• Introduction to Stock Investor Pro (SI Pro)
– Program navigation
– Views
– Portfolio
– Overview of data

• Introduction to Stock Screening
– Overview of stock screening
– Setting up a stock screen with SI Pro

• Homework assignment
– Exporting a stock list to a spreadsheet

• Proposed SI Pro User’s Group
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Stock Investor can help youStock Investor can help you
– Screen stocks based upon their financial qualities
– Display and analyze screening results

• Use organized program displays to study how a company stacks 
up to its competition

• Print standard or custom reports for a single company or a group
of companies

• Export data to spreadsheet or text file for additional study
• NAIC SSG data files for analysis within BetterInvesting’s Stock 

Investor’s Toolkit program

– Learn about screening and analysis through pre-
programmed screens and articles

– Create tracking lists (portfolios) for further study
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Stock InvestorStock Investor
• Powerful fundamental screening system providing 

rich company and industry data
– 50+ preinstalled screening strategies
– Ability to create your own screens

• Covers 8,600 companies
– NYSE (2,148), Amex (597), NASDAQ National and 

SmallCap markets (3,123), and NASDAQ Bulletin Board 
stocks (2,733)

ADRs (520), REITs (255), Closed-end funds (193)
• Detailed sector and industry data
• Fundamental data supplied by Reuters and earnings 

estimates supplied by I/B/E/S (Institutional Brokers 
Estimate System)
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Features Stock Investor Pro
Pricing for annual Subscription $198 ($247 non-members)
Platform Window s 
Update interval monthly (CD), w eekly (Web)
Pre-defined screening f ilters 56
Create personalized screens yes, using any data f ield
Company coverage 8,600 stocks
Industry data 12 broad sectors and 100 

industries
Depth of company data 2,200+ per company
Company Financials 7 years of detailed income and 

cash f low  statements and balance 
sheets

Earnings Estimates quarterly, annual, and long-term 
grow th estimates along w ith 
recent surprise data

Price data 10 years of monthly h/l/c/v data
Charts & Graphs 6 charts
Stock ticker tracking unlimited
Exporting data yes, in 6 formats including Excel
Create custom fields yes, 250 f ields
Reports 7 standard plus custom reports
NAIC SSG Data f iles yes, for all stocks
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Financial Statement Data SI Pro SI Pro
Income Statement Balance Sheet
Sales 8Qs, 7Ys   Cash 8Qs, 7Ys
  Cost of Sales 8Qs, 7Ys   Accounts Receivable 8Qs, 7Ys
Gross Income 8Qs, 7Ys   Inventory 8Qs, 7Ys
  Depreciation, Amortization 8Qs, 7Ys   Short-Term Investments 8Qs, 7Ys
  Research & Development Expenses 8Qs, 7Ys Total Current Assets 8Qs, 7Ys
  Unusual Expense/Income 8Qs, 7Ys Net Plant & Equipment 8Qs, 7Ys
Total Operating Expenses 8Qs, 7Ys Investments 8Qs, 7Ys
Operating Income 8Qs, 7Ys Goodwill/Intangible Assets 8Qs, 7Ys
  Non-Operating Income/Expenses 8Qs, 7Ys Total Long-Term Assets 8Qs, 7Ys
Pretax Income 8Qs, 7Ys Total Assets 8Qs, 7Ys
  Income Taxes 8Qs, 7Ys   Accounts Payable 8Qs, 7Ys
Income After Taxes 8Qs, 7Ys   Short-Term Debt 8Qs, 7Ys
  Nonrecurring Items 8Qs, 7Ys Total Current Liabilities 8Qs, 7Ys
Net Income 8Qs, 7Ys Long-Term Debt 8Qs, 7Ys
EPS (Basic, Continuing & Diluted) 8Qs, 7Ys Total Liabilities 8Qs, 7Ys
Dividends 8Qs, 7Ys Preferred Stock 8Qs, 7Ys

Total Common Equity 8Qs, 7Ys
Statement of Cash Flows Total Liabilities & Owner's Equity 8Qs, 7Ys
Net Cash from Operations 8Qs, 7Ys
Net Cash from Investing Activities 8Qs, 7Ys
  Capital Expenditures 8Qs, 7Ys
Net Cash From Financial Activities 8Qs, 7Ys
Cash Flow 8Qs, 7Ys
Free Cash Flow 8Qs, 7Ys



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 77

Weekly Data DownloadsWeekly Data Downloads



Navigating Stock Investor Navigating Stock Investor 
ProPro
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The Stock NotebookThe Stock Notebook
• Automatically opens with the program

– Stock Notebook #1—Untitled
• Consists of 11 tabs

– Each displays a related group of data
– The View tab is the default tab

• Information about the notebook is 
displayed within the toolbar and lower 
portion of the notebook

• Multiple notebooks can be open at once
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Multiple notebooks can be open at once



Selecting a CompanySelecting a Company
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Find window
shortcut
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“Active” company
highlighted in yellow
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Views Are Displayed Within NotebookViews Are Displayed Within Notebook
• Program starts up with “Standard” view
• Views are selected from the View menu on toolbar

view editor 
shortcut
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View EditorView Editor
• Views contain company and industry data
• Standard field picker on the left side of the 

window
• Running count of fields is kept in lower box
• Fields are added by double-clicking or 

selecting field and clicking on Add >
• Double-clicking a field group will add all 

elements to the view
• Duplicate entries are not allowed
• Order can be changed by dragging the box in 

front of field name
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View EditorView Editor

Industry 
P/E ratio

Company 
P/E ratio
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PortfoliosPortfolios
• A portfolio allows you to create a select group of 

securities and give it a name
– Stocks that you own, a hypothetical portfolio, or securities 

that have passed a screen you created
– Allows you to follow group from update to update

Portfolio editor shortcut
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Portfolio EditorPortfolio Editor
• Enter by hand using company ticker or name
• Running count is kept within portfolio
• List is sorted by name
• Duplicate entries are not allowed
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Saving PortfolioSaving Portfolio
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Portfolios Are Loaded From ToolbarPortfolios Are Loaded From Toolbar



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 2222

Screens Are Use to Filter PortfoliosScreens Are Use to Filter Portfolios
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PortfoliosPortfolios
• A portfolio allows you to create a select group 

of securities and give it a name
– Stocks that you own, a hypothetical portfolio, or 

securities that have passed a screen you created
– Allows you to follow list from update to update
– Portfolio creation

Manually using Portfolio Editor
Import from text file
Save the results of a screen as a portfolio

– A screen can be executed against a portfolio
– Reports can be run on these specific securities
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ScreeningScreening
• You can either select a screen from the 

pull-down menu on the toolbar or through 
the Screen Editor

• By selecting a Screen from the toolbar, it 
runs and loads the passing companies 
automatically

• The Screen Editor allows you to edit 
screens, run them, and see how many 
companies pass each individual criteria



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 2525

Screen PullScreen Pull--Down MenuDown Menu

Screen editor 
shortcut
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Screen Editor Activated By:Screen Editor Activated By:

Screen editor 
shortcut

• Clicking on 
“Funnel” within 
toolbar

• Selecting “Screen 
Editor” from Tools 
menu

• Pressing <Alt> S 
on the keyboard
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Screens Are Run Against PortfoliosScreens Are Run Against Portfolios
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Saved Screen SelectionSaved Screen Selection
• Selected from drop-down menu
• Over 50 preinstalled (predefined) screens identified with asterisk (*) in 

front of name (brings them to the top of the list)
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Predefined Screens in Help SystemPredefined Screens in Help System
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Select Items From Tree MenuSelect Items From Tree Menu
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Operator Varies With Field TypeOperator Varies With Field Type



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 3232

Compare to Field, Value, NormCompare to Field, Value, Norm
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Count On/Off Toggle With ClickCount On/Off Toggle With Click
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Link Criteria With And/Or ConnLink Criteria With And/Or Conn
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Factor Is a Multiplier for the Factor Is a Multiplier for the ““Compare ToCompare To””
ElementElement
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Apply  Button Runs Screen Against Apply  Button Runs Screen Against 
NotebookNotebook
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Saving Results as a PortfolioSaving Results as a Portfolio



Stock Notebook TabsStock Notebook Tabs
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Overview TabOverview Tab

• Consists of 4 sub-tabs
– Description
– Prices
– Share Statistics
– DRPs

• An introduction to the company, what it 
does, an idea of how it has been 
performing, and investment information
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Company DescriptionCompany Description
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Monthly and Annual Price DataMonthly and Annual Price Data
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Share StatisticsShare Statistics
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Multiples TabMultiples Tab

• Collection of financial multiples
– Yearly averages for each of the last 7 years

Historical perspective of the company’s valuation 
level
Price/earnings ratios based upon estimates for the 
current year and the next 2 years

• Able to see how company ranks against 
companies in its Industry and Sector as 
well as in the overall Universe
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MultiplesMultiples
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Growth Rates TabGrowth Rates Tab

• Growth rates for selected Income 
Statement and Statement of Cash Flow 
items

• 1-, 3-, 5-, and 7-year growth rates as well 
as growth rate 1 year ago

• Able to see whether growth rates are 
slowing or increasing

• Universe, Sector and Industry 
comparisons
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Growth RatesGrowth Rates
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Ratios TabRatios Tab

• Profitability, Liquidity, Debt Management, 
and Asset Management ratios

• Current (last 12 months) and each of the 
last 7 years

• Universe, Sector and Industry 
comparisons
– Many ratios are industry specific
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RatiosRatios
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Estimates TabEstimates Tab
• Estimates are provided by I/B/E/S
• Earnings Surprise for past quarter
• Quarterly estimates given for the current 

and next quarter
– Range for current estimate
– Recent trend in estimates

• Annual estimates given for each of the 
next 3 years

• A long-term (5-year) growth rate in 
estimated earnings is also provided
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Earnings EstimatesEarnings Estimates

Sue Score: Measures Sue Score: Measures 
the number of standard the number of standard 
deviations from the deviations from the 
actual announced actual announced 
earnings and how it earnings and how it 
differs from the differs from the 
estimated earningsestimated earnings
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Annual Earnings and PricesAnnual Earnings and Prices
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Quarterly FinancialsQuarterly Financials
• Selected Income Statement, Balance 

Sheet, and Statement of Cash Flow items 
for each of the last 8 fiscal quarters

• Where “Flash” results are also posted
– Quarterly sales and EPS figures that have 

been announced but not yet filed
• Sub-tab allows you to see the percent 

change in the financial data from quarter 
to quarter
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Quarterly FinancialsQuarterly Financials
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Percent Change From One Year AgoPercent Change From One Year Ago
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Financial StatementsFinancial Statements——IncomeIncome
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Cash Flow & Balance SheetCash Flow & Balance Sheet
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Balance SheetBalance Sheet



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 5858

Percent Change Year to YearPercent Change Year to Year



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 5959

Common SizeCommon Size
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Valuations TabValuations Tab
• 12-month price projections based on 

Price-Earnings Ratio, Dividends, Cash 
Flow and Free Cash Flow, and Sales

• First find the “trend” in the value by 
taking current value and extending it by 
its 5-year growth rate

• Then take the trend value and multiply 
that by the current multiple (to find the 
valuation) or the 5-year average 
multiple (to find the average valuation)
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Using ValuationsUsing Valuations

• Valuations allow you to get a feel as to 
whether the current price is fair relative to 
past valuation levels and growth rates

• Using the multiple, you are making an 
assumption that behavior will continue into 
the near future

• Using the 5-year average smoothes and 
normalizes the data
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ValuationsValuations



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 6363

Custom FieldsCustom Fields
• Custom fields allow you to create a new 

financial ratio, percent change, etc., by 
creating an algebraic formula that uses fields 
that already exist in the program

• Custom fields can be used in all program 
elements such as screens, views, other 
custom fields, etc.

• Limitations
– 250 custom fields



AAII Silicon Valley ChapterAAII Silicon Valley Chapter
Computerized InvestingComputerized Investing 6464

250 Custom Fields250 Custom Fields
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www.aaii.comwww.aaii.com
• Weekly updates for SI Pro users
• Archive of past updates
• Access archived issues of Stock Investor 

News at the Stock Investor section of the 
AAII Web site 
– Tips on how to better use SI Pro
– Published quarterly

• Troubleshooting guide
• Proposed Silicon Valley User’s Group 

under Computerized Investing
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ReferencesReferences
• Required reading

– “Predicting the Market’s Future With O’Shaughnessy”, Cara Scantizzi, Computerized 
Investing, Sep/Oct 06, pages 23 – 27

• Optional references
– “Predicting Markets of Tomorrow: A Contrarian Investment Strategy for the Next Twenty 

Years”, James P. O’Shaughnessy, Penguin Group, 2006 or “Predicting the Markets of 
Tomorrow: The James O’Shaughnessy Approach”, AAII Journal, Aug 06 (see 
http://www.aaii.com/includes/DisplayArticle.cfm?Article_Id=2930)

– “Martin Zweig’s Winning on Wall Street”, Martin E. Zweig, Warner Books, 1990
– SI Pro Field Definitions List: http://www.aaii.com/stockinvestor/programinfo/proflddefs.pdf
– SI Pro Newsletters: Past Issues http://www.aaii.com/stockinvestor/sinews/pastissues.cfm
– SI Pro Stock Screens Performance Report 

http://www.aaii.com/stockscreens/performance.cfm
– SI Pro Frequently Asked Questions 

http://www.aaii.com/includes/DisplayArticle.cfm?Article_Id=2856
– Troubleshooting guide http://www.aaii.com/stockinvestor/troubleshooting/
– Getting Started Guide http://www.aaii.com/stockinvestor/gettingstarted/index.cfm
– Stock Screens 8-Year Performance (spreadsheet) 

http://www.aaii.com/stockscreens/monthly.xls
– Stock Screens 8-Year Month-by-Month Performance (spreadsheet)

http://www.aaii.com/stockscreens/monthly_cumulative.xls
– RiskGrade Web Site http://www.riskgrades.com/retail/myportfolio/table.cgi
– AAII Silicon Valley Web Site  http://siliconvalleyaaii.org/
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Homework AssignmentsHomework Assignments
• Assignment A: Screen for stocks using SI Pro

– Use O’Shaughnessy Small Cap Growth & Value 
screen (see attached CI article entitled, “Predicting the Market’s Future With 
O’Shaughnessy”)

– Add criteria to screen for steady growth in earnings
• Assignment B: Create a custom field called 

Sustainable Growth Rate (SGR) and add to the 
dividend screen

• Export the resulting list of stocks to a 
spreadsheet

• Next session will use the screened stocks from 
the custom screens
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Homework Assignment: AHomework Assignment: A
Step 1Step 1
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Homework Assignment: AHomework Assignment: A
Step 2Step 2

Add the 
following 
criteria to 
this 
screen
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Homework Assignment: AHomework Assignment: A
Step 2Step 2

Add the 
following 
criteria to 
this 
screen

Criteria in the box are 
comparing the percent 
increase in EPS from 
continuing operations from 
each of the last four 
quarters and the percent 
increase in EPS from 
continuing operations in 
the period four quarters 
prior to the same quarter. 
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Homework Assignment: AHomework Assignment: A
Step 3Step 3

• Sort the SI Pro database using the screening 
criteria described on the previous slide

• Export the list of stocks to a  spreadsheet for 
further analysis
– Export the screened stocks by clicking on:

• File: Export Data
• View: select “standard”
• Type: select spreadsheet of your choice (Excel, Lotus etc)
• To: designate the file location on your computer
• Click “OK” to transfer the selected stocks to a location for the 

next class.
– Or use the export feature available in xlqPlus

http://www.qmatix.com/XLQ.htm (xlqPlus can be purchased at their web site)
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Homework Assignment: BHomework Assignment: B
Step 1: Create a Custom FieldStep 1: Create a Custom Field
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Homework Assignment: BHomework Assignment: B
Step 2: Add SGR to the Dividend ScreenStep 2: Add SGR to the Dividend Screen
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Homework Assignment: BHomework Assignment: B
Step 3: Export to a SpreadsheetStep 3: Export to a Spreadsheet

• Sort the SI Pro database using the 
dividend screen with SGR set at 12

• Export the list of stocks to a  spreadsheet 
for further refinements
– Export the screened stocks for follow-on 

discussion in the next session
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Proposed SI Pro User GroupProposed SI Pro User Group

• Exchange knowledge on how to use SIPro
• Meet on regular basis… once a quarter or more frequently if needed
• Setup a moderated listserver, where group members could 

exchange ideas and share files
• Discuss new and innovative screens
• Presentation topics could include:

– Review popular screens and the underlining criteria
– How to modify screens to suit ones own needs
– How to use the list of stocks for further analysis
– Educate group members on how to use pre-defined screens
– Invite guest speakers from other regional user groups or the national 

office to present how they are utilizing SIPro
– Discussion techniques for back testing screens
– Provide feedback to SIPro developers for future features

• User’s group is opent to AAII members who are users of SIPro
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EndEnd



Table 1. Performance of Stock Screens on AAII's Web Site.

 
Value Strategies YTD* 2005 2004 2003 2002 2001 2000 1999 1998 Total* Std. Dev. Gain Loss Avg. # Turnover %
Cash Rich Firms 8.3 -2.5 18.6 64.0 -9.4 20.1 40.5 37.1 -3.8 314.3 6.6 17.6 -20.7 32 23.9
Dividend (High Relative Yield) 6.4 -1.0 19.1 27.9 0.4 24.1 23.3 -2.1 6.3 156.9 4.3 12.5 -12.0 37 21.3
Dividend Screen--DRPs 13.7 -1.5 17.4 28.3 -1.2 38.9 27.7 -1.1 -4.1 180.3 4.5 15.6 -14.2 30 25.3
Dividend Screen--Non-DRPs 6.8 7.1 22.8 40.5 28.6 54.7 16.5 -3.6 0.6 343.5 3.7 10.5 -13.6 30 28.8
Dogs of the Dow 21.4 -9.8 -1.3 20.4 -9.8 -1.2 4.1 5.7 9.8 39.9 5.2 16.1 -15.5 10 7.0
Dogs of the Dow--Low Priced 5 34.8 -11.8 6.1 17.6 -6.5 7.2 3.2 -2.0 24.6 87.4 6.3 19.4 -15.8 5 16.0
Dreman 8.4 18.7 24.2 37.7 8.3 26.4 38.0 -3.0 -1.5 297.3 4.5 12.6 -15.4 22 30.0
Dreman With Est Revisions 22.2 9.3 35.0 69.2 16.6 -29.9 38.7 6.7 10.7 308.2 6.4 15.2 -25.8 13 80.4
Fundamental Rule of Thumb 13.9 5.0 49.6 83.3 4.7 42.3 28.7 11.7 -9.4 536.1 7.8 33.8 -19.2 50 22.2
Graham--Defensive Investor (Non-Utility) 10.8 26.2 11.7 32.7 3.1 61.5 12.0 3.6 9.6 338.7 6.0 15.7 -14.6 17 21.1
Graham--Enterprising Investor 31.3 21.3 18.9 25.9 43.5 55.3 24.2 -5.0 -7.3 481.3 7.9 33.1 -18.7 5 34.6
Lakonishok 9.0 14.0 31.2 39.9 -5.2 -3.5 36.7 14.8 7.3 251.5 5.5 16.6 -13.7 27 90.5
Neff 2.7 7.7 29.5 85.1 15.0 65.2 37.3 17.4 9.3 786.7 7.0 26.8 -20.2 19 35.2
O'Shaughnessy--Value 12.1 2.2 20.2 47.2 -12.1 10.6 22.3 -3.9 7.2 148.3 5.3 15.5 -14.0 50 19.1
P/E Relative 11.9 17.2 24.7 51.1 11.1 16.1 20.3 -6.0 26.5 355.9 4.6 14.9 -12.4 35 77.1
Piotroski -15.8 -8.5 82.2 154.6 -15.9 100.2 -0.9 27.1 17.9 793.3 8.5 34.3 -17.2 6 26.2
Price-to-Free-Cash-Flow 7.7 10.6 30.9 61.7 13.6 63.8 17.8 10.0 2.6 523.7 5.9 25.1 -14.4 30 23.6
Weiss Blue Chip Div Yield 8.1 6.4 16.6 48.9 -14.1 25.6 18.8 3.9 3.3 175.1 5.9 14.3 -14.8 11 26.5

 
Growth & Value Strategies YTD* 2005 2004 2003 2002 2001 2000 1999 1998 Total* Std. Dev. Gain Loss Avg. # % Turnover
Buffett--Hagstrom 5.9 11.4 27.6 35.2 -8.7 13.9 11.4 31.4 27.5 295.1 5.1 13.2 -15.5 30 22.6
Buffettology--EPS Growth 1.6 11.9 13.2 32.8 -10.9 25.7 5.9 17.7 4.0 148.6 5.6 15.0 -20.4 44 11.9
Buffettology--Sustainable Growth 2.4 9.5 17.5 37.6 -11.9 29.7 3.3 14.6 7.4 163.0 6.0 16.5 -18.0 31 15.1
Fisher (Philip) -14.0 -11.7 -3.9 78.1 -10.7 70.7 -16.7 5.4 2.6 78.6 10.0 27.1 -27.9 24 32.4
Lynch 1.8 7.8 59.8 59.0 -7.2 39.3 3.2 8.9 1.3 310.2 5.2 18.9 -17.4 22 22.8
Muhlenkamp -12.2 23.6 31.0 41.2 5.9 43.5 22.2 12.8 -6.6 292.4 5.3 15.1 -17.6 20 24.9
Oberweis Octagon 18.3 4.1 42.3 67.8 -17.5 20.2 18.4 33.4 15.6 432.7 8.7 23.3 -23.2 19 41.2
O'Shaughnessy--All Cap 9.8 21.9 47.4 28.7 -11.8 63.7 6.3 -15.3 18.2 290.4 5.5 12.9 -15.0 25 35.7
O'Shaughnessy--Growth 4.0 14.4 45.1 90.3 10.1 19.2 11.5 19.5 19.4 585.9 6.8 18.6 -17.9 50 38.1
O'Shaughnessy--Growth Market Leaders 4.0 18.9 6.7 26.2 -8.9 5.7 -9.0 16.8 35.3 130.3 5.2 13.6 -15.7 10 43.0
O'Shaughnessy--Small Cap Growth and Value 20.9 19.1 26.8 107.5 0.8 13.4 13.2 21.1 33.6 693.0 7.0 18.5 -18.2 25 46.7
O'Shaughnessy--Tiny Titans 18.8 7.5 45.8 154.8 51.9 84.1 -6.6 53.8 38.1 2,530.6 9.1 37.4 -21.0 25 42.5
Price-to-Sales 6.5 16.9 11.1 69.8 1.3 43.3 23.3 21.1 13.2 475.6 5.9 14.8 -17.8 46 40.3
Stock Market Winners -0.4 25.9 9.6 131.5 32.1 41.6 27.6 21.7 -12.0 712.7 6.8 22.0 -23.4 16 60.6
T. Rowe Price -8.5 23.1 50.4 39.2 -15.1 8.4 35.2 -4.5 1.8 185.4 6.5 18.3 -18.0 12 33.8
Templeton -1.3 4.7 21.9 46.8 -32.6 22.0 20.3 8.1 16.2 130.0 5.8 14.3 -18.2 24 27.3
Value on the Move--PEG With Est Growth 10.6 23.1 54.1 87.0 7.9 34.8 22.9 11.0 2.1 695.4 6.1 15.7 -23.1 49 44.4
Value on the Move--PEG With Hist Growth 0.4 17.2 32.5 50.1 12.1 22.4 19.4 18.0 1.5 359.1 4.6 12.7 -19.1 99 36.5
Wanger (Revised) 4.2 14.5 19.3 53.2 -13.1 21.1 -2.8 3.2 -2.4 125.1 6.8 22.8 -19.8 31 27.0
Zweig 5.6 27.8 49.5 88.8 16.9 57.9 46.2 17.1 54.5 1,756.9 8.3 32.7 -24.2 15 43.3

 
Growth Strategies YTD* 2005 2004 2003 2002 2001 2000 1999 1998 Total* Std. Dev. Gain Loss Avg. # % Turnover
Driehaus 32.2 4.3 -10.8 87.8 -42.6 -27.4 -8.3 107.4 nmf 83.0 11.5 51.3 -25.7 15 64.7
Foolish Small Cap 8 -1.3 22.6 10.1 107.7 -19.4 -8.6 24.2 80.9 17.7 439.1 9.7 38.8 -22.5 24 34.8
Foolish Small Cap 8 Revised 3.8 15.3 -3.9 67.8 22.2 29.5 51.5 36.5 12.4 610.4 9.0 26.6 -24.2 7 31.5
IBD Stable 70 -0.8 1.8 29.0 48.4 -11.0 9.5 23.9 3.6 21.9 194.6 5.0 12.0 -18.9 55 10.7
Inve$tWare Quality Growth -1.5 14.9 18.0 33.3 -25.0 8.0 18.5 -3.0 14.5 89.8 5.6 18.2 -22.0 28 11.5
O'Neil's CAN SLIM 7.8 24.1 -3.8 79.0 20.5 54.4 38.0 36.6 28.2 935.3 6.8 23.6 -23.1 10 53.4
O'Neil's CAN SLIM Revised 3rd Edition -7.4 -1.0 -2.6 74.7 -10.3 33.4 96.3 59.0 7.8 528.1 9.2 52.7 -26.7 10 62.4
Return on Equity -1.7 17.6 26.2 46.9 -3.8 18.1 31.4 1.0 18.8 283.8 5.8 13.0 -22.2 35 20.3

 
Sector/Specialty Strategies YTD* 2005 2004 2003 2002 2001 2000 1999 1998 Total* Std. Dev. Gain Loss Avg. # % Turnover
ADRs 24.2 12.9 14.5 82.3 -4.4 -5.3 9.9 4.0 2.3 210.0 6.3 31.1 -17.7 22 42.6
Dual Cash Flow 11.5 10.4 24.7 66.9 -13.9 24.6 5.7 114.3 0.9 528.4 7.1 34.7 -16.2 61 31.3
Est Rev Down 4.8 -0.4 13.4 51.8 -43.8 26.7 -7.1 21.9 -15.0 23.2 7.3 17.6 -23.3 191 79.4
Est Rev Down 5% 12.8 2.5 8.0 70.9 -61.5 28.3 -4.2 27.8 -3.9 24.2 9.0 23.6 -23.2 69 89.3
Est Rev Up 13.2 17.3 25.2 57.3 0.8 -3.5 2.2 38.2 29.9 366.4 6.0 12.2 -18.6 171 81.2
Est Rev Up 5% 28.7 24.5 25.8 75.0 12.9 -8.1 3.6 107.1 43.3 1,024.8 9.1 30.8 -21.7 42 93.2
Graham--Defensive Investor (Utility) 14.8 18.5 16.2 16.6 -15.9 5.2 51.4 -8.4 14.6 159.0 4.4 12.0 -11.0 16 16.3
Insider Net Purchases -2.4 -14.6 33.5 86.8 -20.9 21.8 -38.3 7.5 nmf 32.9 8.5 26.7 -19.0 27 29.2
Murphy Technology -11.4 34.1 107.9 -33.7 -79.6 26.7 -52.1 139.7 29.7 -37.1 15.6 58.5 -44.9 11 24.2
Short % Outstanding -6.9 -14.6 -2.3 88.5 -35.6 8.3 -31.7 -26.9 nmf -48.9 11.2 33.3 -26.2 25 18.1
Short Interest Change -7.9 -29.9 11.7 120.5 -34.9 11.6 -51.8 111.1 nmf 17.4 11.0 34.1 -27.4 25 85.8
Short Ratio 2.8 -15.9 -1.7 52.1 -30.7 18.3 -40.9 2.2 nmf -36.0 9.3 37.8 -24.5 25 52.2

Indexes YTD* 2005 2004 2003 2002 2001 2000 1999 1998 Total* Std. Dev. Gain Loss
All Exchange-Listed Stocks 7.2 4.5 22.8 81.1 -13.3 21.2 -14.2 35.1 5.9 221.4 6.4 23.9 -20.2
Dow Jones 30 9.0 -0.1 2.6 25.3 -16.8 -7.1 -6.2 25.2 16.1 47.7 4.5 11.8 -15.1
Nasdaq 100 0.5 1.5 10.4 49.1 -37.6 -32.7 -36.8 102.0 85.5 67.1 10.1 25.0 -27.5
S&P 500 7.0 3.0 9.0 26.4 -23.4 -13.0 -10.1 19.5 26.7 37.7 4.4 9.7 -14.6
 S&P 500/ Citigroup Growth (TR) (incl dividends) 5.1 1.1 7.0 27.1 -28.1 -16.1 -19.1 37.4 38.2 33.7 5.4 10.8 -15.8
 S&P 500/ Citigroup Value (TR) (incl dividends) 7.1 8.7 15.0 30.4 -16.6 -8.2 -0.5 4.9 18.9 65.9 4.0 9.6 -13.1
S&P MidCap 400 2.2 11.3 15.2 34.0 -15.4 -1.6 16.2 13.3 17.7 126.3 5.3 12.0 -18.7
 S&P MidCap 400/ Citigroup Growth (TR) (incl dividends) -0.2 14.4 15.8 37.6 -19.7 -2.6 15.8 36.1 37.2 207.9 6.3 19.0 -22.2
 S&P MidCap 400/ Citigroup Value (TR) (incl dividends) 5.1 10.8 17.2 33.8 -9.4 1.4 19.5 -2.6 3.7 102.5 4.5 10.9 -15.2
S&P SmallCap 600 6.0 6.7 21.4 37.8 -15.3 5.7 11.0 11.5 -2.1 105.2 5.7 13.3 -19.4
 S&P SmallCap 600/ Citigroup Growth (TR) (incl dividends) 5.4 7.3 24.3 38.5 -16.6 3.0 7.6 19.7 -0.1 115.3 6.1 17.0 -21.7
 S&P SmallCap 600/ Citigroup Value (TR) (incl dividends) 13.3 8.5 21.1 39.2 -12.9 9.5 15.8 4.9 -2.6 133.7 5.1 12.8 -16.9
Unless otherwise stated, figures do not include dividends or transactions costs. *Through 9/29/2006
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FEATURE
CI Predicting the Market’s Future With O’Shaughnessy 

By Cara Scatizzi

Investors have tried and will con-
tinue to try a multitude of strategies to 
predict the future of the stock market 
using fundamental analysis, charting 
and technical analysis. Sometimes 
dealing with a frustrating market 
can make you think that drawing 
tickers from a hat is the best way to 
pick stocks. While there is no surefire 
way to choose winning stocks, James 
O’Shaughnessy believes that looking 
at the past is the best way to predict 
where the market is headed in the 
future. 

In his newest book, “Predicting the 

Markets of Tomorrow: A Contrar-
ian Investment Strategy for the Next 
Twenty Years” (Penguin Group, 2006), 
O’Shaughnessy argues that investors 
can predict where the markets are 
going by simply looking at historical 
long-term trends. Through an ex-
amination of stock market history, 
O’Shaughnessy developed a stock 
selection approach for individual 
investors that attempts to take full 
advantage of current market trends.

O’Shaughnessy examined data go-
ing back to the late 1790s and found 
that equity markets tend to move in 

trends lasting about 20 years. Based on 
this pattern, O’Shaughnessy feels the 
U.S. market is currently in the midst 
of a 20-year trend that began in early 
2000, during which greater returns will 
be earned by small- and mid-cap stocks 
as well as large-cap value stocks. 

Overview

O’Shaughnessy introduced four 
new screens in his book: Growth Mar-
ket Leaders, a large-cap screen that 
combines growth and value criteria; 
Small-Cap Growth and Value, which 

Table 1. Companies Passing the O’Shaughnessy Small-Cap Growth and Value Screen

    EPS  
 Market Price  Growth Rel Strength 
 Cap Q1 to Sales PE 12 Mo. 13-Wk 26-Wk 52-Wk 
Company (Exchange: Ticker) ($ Mil) (X) (X) (%) (%) (%) (%) Description

Knology, Inc. (M: KNOL) 227.6 1.0 na 62.0 –4 147 277 broadband communications servs
Chaparral Steel Co. (M: CHAP) 1,548.3 1.1 10.2 100.6 5 71 260 structural steel prods
NewMarket Corp. (N: NEU) 972.8 0.8 16.7 72.7 8 94 241 holding co for petroleum additives
Insteel Industries (M: IIIN) 387.9 1.1 12.7 8.7 15 44 170 holding co for concrete reinforcing
Cray Inc. (M: CRAY) 320.2 1.5 na 78.4 87 59 167 supercomputers
General Cable Corp. (N: BGC) 1,838.3 0.6 17.2 73.0 6 38 133 wire & cable prods
Cenveo, Inc. (N: CVO) 1,014.0 0.6 na 81.5 14 36 127 commercial printing
Gerber Scientific (N: GRB) 302.7 0.6 103 142.3 33 24 115 specialty graphics; lens processing 
Aleris International (N: ARS) 1,627.6 0.5 14.9 633.3 12 31 112 rolled aluminum prods
Alon USA Energy (N: ALJ) 1,999.2 0.8 13 98.2 33 115 110 petroleum prods
AEP Industries (M: AEPI) 360.0 0.5 16.7 119.4 24 67 104 plastic packaging films
Matrix Service Co. (M: MTRX) 243.8 0.5 na 100.0 0 14 102 construct servs for petrol indus
NATCO Group Inc. (N: NTG) 655.7 1.4 28.8 488.0 14 53 95 oil & gas production equip
National Beverage Corp. (A: FIZ) 599.3 1.2 27.5 28.3 15 75 93 beverage products
Waste Industries USA (M: WWIN) 337.4 1.0 22.5 8.0 39 57 92 solid waste servs
Imperial Sugar Co. (M: IPSU) 315.8 0.4 12.2 92.1 –2 27 87 processes refined sugar
EMCOR Group, Inc. (N: EME) 1,624.8 0.3 22.1 100.0 6 30 86 mechan & elec construct servs
Meadowbrook Insurance (N: MIG) 285.8 0.9 14.2 38.0 30 62 85 holding co for insurance
Ampco-Pittsburgh Corp. (N: AP) 259.5 1.0 13.6 884.0 –5 32 81 steel rolls & heat exch coils
L.B. Foster Co. (M: FSTR) 233.5 0.6 31.3 292.0 –3 36 80 surface transport prods
CPI Corp. (N: CPY) 207.9 0.7 24.3 191.3 52 76 79 portrait photo studios
Superior Essex Inc. (M: SPSX) 672.4 0.2 11.6 106.9 7 28 79 wire & cable prods
Valmont Industries, Inc. (N: VMI) 1,220.0 1.0 23.7 42.3 –6 22 77 engineered & utility support struct
Gardner Denver, Inc. (N: GDI) 1,858.3 1.2 17.9 79.6 –5 23 74 air compressors & liquid ring pumps
Sykes Enterprises, Inc. (M: SYKE) 753.8 1.5 28.5 91.4 20 55 74 contact mgmt solutions
Valley National Gases (A: VLG) 292.1 1.5 20.2 21.6 32 43 74 industrial & specialty gases

Exchange Key: M= NASDAQ National or NASDAQ Small Cap Market, N= New York Stock Exchange, A = American Stock Exchange.  
Source: AAII’s Stock Investor Pro/Reuters Research, Inc. Data as of 8/11/2006.    
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looks for cheap stocks on the mend; 
Tiny Titans, an aggressive screen that 
searches for cheap micro-cap stocks 
with upward price momentum; and 
All-Cap Value With a Growth Twist, 
a combination of the Growth Market 
Leaders and Small-Cap Growth and 
Value screens. 

In the August 2006 AAII Journal, 
the four screens were introduced and 
explained in detail (“Predicting the 
Markets of Tomorrow: The James 
O’Shaughnessy Approach”; accessible 
at AAII.com). That article focused on 
the four screens by explaining the cri-
teria for each as O’Shaughnessy used 
them in his testing. 

We built each of O’Shaughnessy’s 
four new screens to use with AAII’s 
fundamental stock screening program 
Stock Investor Pro. The screens were 
backtested over an eight-and-a-half-
year period from January 1998 to July 
of 2006. The screens were run using 
month-end data and tracked assuming 
that all stocks were bought in equal 
dollar amounts and held the entire 
month, when the screen was re-run. 

While we backtested all four screens, 
this article focuses on only the Small-

Cap Growth and Value screen. An 
in-depth look at this screen as used 
in Stock Investor Pro is accompanied 
here by a list of current passing com-
panies, screen characteristics and 
the screen’s performance data. Table 
3 lists the screening criteria used in 
Stock Investor Pro for all four screens. 
See the AAII Stock Screens area at 
AAII.com for more details on the three 
other screens.

Applying the Small-Cap Screen 

O’Shaughnessy believes that small- 
and mid-cap stocks will be in favor 
for about the next 15 years. The 
Small-Cap Growth and Value screen, 
as derived from its name, focuses on 
small-cap stocks with both growth 
and value criteria and those that have 
upward price momentum. According 
to O’Shaughnessy, the screen finds 
“cheap stocks on the mend.”

Using Stock Investor Pro, we first 
limit the possible stocks to only U.S. 
stocks traded on the New York Stock 
Exchange, American Stock Exchange 
or NASDAQ. We exclude over-the-
counter stocks due to their less strin-

gent filing rules. 
This narrows our 
universe to 5,196 
possible stocks 
from 8,638 (using 
data as of August 
11, 2006). 

Market 
Capitalization

The next cri-
terion for this 
s c re e n  e l i m i -
nates large- and 
micro-cap stocks, 
as O’Shaughnessy 
is focusing on 
small-cap stocks 
only. He defines a 
small-cap stock as 
having a current 
market capitaliza-
tion between $200 
million and $2 bil-
lion. We used the 
long-term average 

inflation rate of 3% per year to adjust 
the market capitalization limits each 
year. Using O’Shaughnessy’s current 
market-cap values of $200 million to 
$2 billion, we worked backward to 
find a market-cap range of between 
$160 million to $1.6 billion for January 
of 1998. We continued to increase the 
numbers by 3% each year, ending in 
2006 with a range of $200 million to 
$2 billion market cap.

Adjusting for inflation is important 
for more than simply calculating port-
folio returns. By adjusting the market 
capitalizations when backtesting and 
going forward, you are better able to 
maintain a database of your desired 
cap-size stocks  regardless of inflation’s 
effect on asset size. Applying these size 
limitations to the database cuts our 
universe from 5,196 to 2,196 stocks. In 
the Stock Investor Pro database, 3,999 
stocks have market capitalizations 
above $200 million, while 7,188 stocks 
have market capitalizations less than 
$2 billion. 

The market caps for companies cur-
rently passing the complete screen 
(Table 1) range from just over the lower 
limit—CPI Corp. with $207.9 million—

Table 2. Characteristics of Stocks Passing the New O’Shaughnessy Screens

 Small-Cap Growth  All-Cap Exchange-
 Growth and Market Tiny Value With a Listed
Portfolio Characteristics (Median) Value Leaders Titans Growth Twist Stocks

Price-earnings ratio (X) 17.6 10.8 16.4 11.2 18.4
Sales 12 mo. ($ millions) 524 29,284 206 4,199 247
Sales growth 12 mo. (%) 14.4 12.9 16.7 13.7 14.8
Earnings per share 12 mo. ($) 1.43 2.61 0.26 2.33 0.79
Earnings per share growth 12 mo. (%) 91.8 35.6 88.6 27.9 11.4
Price-to-sales ratio (X) 0.9 1.1 0.6 0.5 1.8
Cash flow per share 12 mo. ($) 2.24 2.71 0.39 4.94 0.96
Market cap. ($ million) 493.6 21,543.3 123.4 1,730.3 418.2
13-week relative strength vs. S&P (%) 13 1 7 3 –5
26-week relative strength vs. S&P (%) 44 14 38 16 –4
52-week relative strength vs. S&P (%) 94 38 102 20 –1

Monthly Observations     

Average no. of passing stocks 25 10 25 25 
Highest no. of passing stocks 27 12 27 27 
Lowest no. of passing stocks 24 9 24 24 
Monthly turnover (%) 46.5 43.0 42.6 35.9 

Data as of 8/11/2006.     
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to just below the upper limit—Alon 
USA Energy, Inc. at $1,999.2 billion. 
The median market capitalization 
for the passing stocks (Table 2) leans 
toward the lower end of the small-
cap spectrum at $493.6 million and is 
slightly larger than the median market 
capitalization of all exchange-listed 

stocks ($418.2 million). 

Price-to-Sales Ratio
An important value element in the 

screen, the price-to-sales ratio serves 
as a defense against overpriced stocks. 
The price-to-sales ratio is calculated by 
dividing the current stock price by the 

sales per share for the last four fiscal 
quarters (trailing 12 months). 

Unlike earnings, sales are less subject 
to management assumptions, making 
them more difficult to manipulate, 
and are often less volatile. All viable 
companies have sales, so the majority 
of companies will have a meaningful 

Table 3. Screening Criteria

Category Field Operator Factor Compare to
O'Shaughnessy Small-Cap Growth and Value
Company Information Country Equals United States

Exchange Not Equal Over the Counter
Price and Share Statistics Market Cap Q1 >= 200

Market Cap Q1 <= 2000
Multiples Price/Sales < 1.5
Growth Rates EPS-Growth 12m > 0
Price and Share Statistics Relative Strength 13 week > Average Relative Strength 13 week
Price and Share Statistics Relative Strength 26 week > Average Relative Strength 26 week
Price and Share Statistics Relative Strength 52 week > (adjust number until 25 cos pass)

O'Shaughnessy Growth Market Leaders
Company Information Country Equals United States

Exchange Not Equal Over the Counter
Sector Not Equal Utilities

Price and Share Statistics Market Cap Q1 > Average Market Cap Q1
Shares Average Q1 > Average Shares Average Q1

Cash Flow-Annual Cash flow/share 12m > Average Cash flow/share 12m
Income Statement-Annual Sales 12m > 1.5 Average Sales 12m
Multiples Price/Sales < *see footnote
Growth Rates EPS-Growth 12m > 0
Price and Share Statistics Relative Strength 52 week > (adjust number until 10 cos pass)

Company Information Country Equals United States
Exchange Not Equal Over the Counter

Price and Share Statistics Market Cap Q1 >= 25
Market Cap Q1 <= 250

Multiples Price/Sales < 1
Price and Share Statistics Relative Strength 52 week > (adjust number until 25 cos pass)

Company Information Country Equals United States
Exchange Not Equal Over the Counter

Price and Share Statistics Market Cap Q1 > 200
% Rank % Rank-Price/Sales < 30

% Rank-Price/CFPS < 30
% Rank-Yield > 70

Price and Share Statistics Relative Strength 52 week > (adjust number until 25 cos pass)

*Compare to the average price/sales ratio of Market Leaders (found by running criteria 1-7 of Growth Market Leaders screen).

O'Shaughnessy All-Cap Value With a Growth Twist

O'Shaughnessy Tiny Titans

For use with AAII's Stock Investor Pro 
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price-to-sales ratio. O’Shaughnessy 
believes that a low price-to-sales ratio 
is a way to identify “cheap” stocks. 

The Small-Cap screen eliminates 
any stock with a price-to-sales ratio 
greater than 1.5, meaning its stock 
price is no larger than 1.5 times its 
sales per share. Applying this criterion 
eliminates over 50% of the remaining 
companies, leaving the universe at 
915 stocks. Overall, 3,491 stocks met 
the price-to-sales criteria. 

The stocks that currently pass based 
on this criterion have price-to-sales 
ratios ranging from 0.2 to 1.5, while the 
median ratio is 0.9. The median price-
to-sales ratio for all exchange-listed 
stocks is much higher at 1.8.

this by looking for EPS 
growth over the trail-
ing 12-month period 
(the most recent four 
quarters) that is greater 
than zero. Adding this 
criterion shrinks the 
possible companies 
from 915 to 506 (4,545 
companies meet this 
criterion alone).

Eleven of the 26 stocks 
that currently pass the 
complete screen have 
EPS growth of 100% 
or greater; the me-
dian is 91.8%. This is 
the highest median 
EPS growth rate of 
O’Shaughnessy’s four 
screens and greater 
than the median of 
exchange-listed stocks 
(11.4%). A reasonable 
explanation is that 
most new companies 
are in the small- to mid-
cap size range and, 
as mentioned before, 
these young companies 
tend to grow earnings 
fairly quickly.

The highest EPS 
growth rate, 884.0%, 
comes from Ampco-
Pittsburgh Corp. A 
closer look reveals that 
this company, incorpo-

rated in 1929 and by no means a start-
up, battled with small and negative 
earnings during 2004. The company 
blamed litigation fees and payouts 
for various lawsuits—including those 
alleging personal injury from exposure 
to asbestos-containing components 
used in certain products the company 
produced—as reasons for the negative 
earnings in 2004. 

Additionally, in the fourth quarter 
of 2005 the company received a boost 
of $0.37 per share due to a one-time 
insurance claim—one drawback of 
not using earnings from continuing 
operations, which exclude these ex-
traordinary, or “one-time” items. 

The earnings for the last three quar-

Earnings per Share Growth
Earnings per share (EPS) are defined 

as revenues minus cost of sales, oper-
ating expenses and taxes. EPS growth 
over a given period of time is a popular 
way to measure a company’s growth 
potential and can play a critical role in 
a stock’s price, mainly due to market 
expectations. Low or negative earnings 
are often signs of young companies; 
however, these start-ups attempt to 
grow earnings quickly and can be 
profitable investments. 

The Small-Cap Growth and Value 
screen searches for companies with 
current earnings that are simply 
higher than the previous year. Using 
Stock Investor Pro, we can quantify 
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O'Shaughnessy--Small-Cap Growth and Value
O'Shaughnessy--Tiny Titans

O'Shaughnessy--All-Cap Value With a Growth Twist

Monthly
Std. Dev.

YTD* 2005 2004 2003 2002 2001 2000 1999 1998 Total* (%)
O'Shaughnessy--Small-Cap Growth and Value 11.7 19.1 26.8 107.5 0.8 13.4 13.2 21.1 33.6 633.0 7.1
O'Shaughnessy--Growth Market Leaders 4.9 18.9 6.7 26.2 (8.9) 5.7 (9.0) 16.8 35.3 132.3 5.3
O'Shaughnessy--Tiny Titans 9.6 7.5 45.8 154.8 51.9 84.1 (6.6) 53.8 38.1 2,327.0 9.1
O'Shaughnessy--All-Cap Value With a Growth Twist 13.3 21.9 47.4 28.7 (11.8) 63.7 6.3 (15.3) 18.2 302.8 5.6
All Exchange-Listed Stocks 4.0 4.5 22.8 81.1 (13.3) 21.2 (14.2) 35.1 5.9 211.9 6.5
S&P 500 2.3 3.0 9.0 26.4 (23.4) (13.0) (10.1) 19.5 26.7 31.6 4.5
S&P MidCap 400 0.1 11.3 15.2 34.0 (15.4) (1.6) 16.2 13.3 17.7 121.5 5.4
S&P SmallCap 600 2.7 6.7 21.4 37.8 (15.3) 5.7 11.0 11.5 (2.1) 98.8 5.7

*Price performance of hypothetical portfolio rescreened and rebalanced monthly using month-end closing prices and no transaction costs.
Data through 7/31/2006.

Return (%)

Figure 1.
Performance of the New O’Shaughnessy Screens
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ters of 2004 (two of which reported a 
loss) and the first quarter of 2005 are 
the basis of comparison for calculating 
this growth rate. Currently, Ampco-
Pittsburgh’s earnings per share for 
the four most recent fiscal quarters are 
$1.96. When you compare this number 
to a loss of $0.27 per share for the four 
previous quarters, the huge growth 
rate is not surprising. 

Although this does not mean 
Ampco-Pittsburgh would make a bad 
investment, it shows the importance of 
additional research to fully understand 
the basis of the underlying data.

Relative Strength
O’Shaughnessy’s initial testing 

called for stocks with a greater than 
average three- and six-month price 
appreciation. Due to limited price data, 
O’Shaughnessy added the three- and 
six-month price appreciation criteria to 
his backtesting starting in 1963, while 
his other criteria were tested over the 
entire 52-year period. 

He found that stocks with the highest 
price changes over the past year tend 
to produce the highest returns the 
following year. Although this can be 
a very effective filter, it is also a highly 
volatile approach. Stocks with high 
price appreciation may be at or close 
to their peak, meaning they may have 
smaller upside and larger downside 
potentials.

For use in Stock Investor Pro, we look 
for 13- and 26-week relative strength 
numbers greater than the universal 
average. Relative strength measures 
how well a stock has performed ver-
sus a benchmark (the S&P 500 index 
in Stock Investor Pro) over a certain 
timeframe. A negative number in-
dicates underperformance, while a 
positive number denotes a stock has 

outperformed the benchmark. Add-
ing these criteria shrinks the universe 
from 506 stocks first to 224, and then 
to 169. Overall, 5,142 stocks meet the 
13-week relative strength criterion and 
4,786 stocks meet the 26-week relative 
strength criterion. 

Lastly, O’Shaughnessy believes that 
proper diversification is a key factor 
in maintaining a profitable portfolio. 
He recommends at least 25 stocks in 
a micro-, small- or mid-cap portfolio 
and at least 10 in a large-cap portfolio. 
Smaller-cap stocks tend to be more vol-
atile, so additional stocks are needed 
to mitigate some of the risks.

From the 169 passing companies, we 
pick the 25 stocks with the greatest 12-
month price appreciation for the final 
portfolio. This is attained by adjusting 
the 52-week relative strength each 
month until only 25 companies pass. 

As expected, the stocks passing the 
Small-Cap Growth and Value screen 
have higher 13-, 26-, and 52-week rela-
tive strength figures than the typical 
exchange-listed stock. Interestingly 
enough, the exchange-listed stock me-
dian relative strength numbers for all 
three timeframes are negative, mean-
ing underperformance of the market 
over 13-, 26- and 52- week periods. The 
stocks passing the Small-Cap screen 
have outperformed the S&P 500 by 
13%, 44% and 94% over these three 
time periods.

Monthly Portfolio Observations
Table 2 summarizes various port-

folio statistics for all four screens. 
O’Shaughnessy recommends choosing 
25 stocks for the Small-Cap Growth 
and Value portfolio; however, this 
number was sometimes as high as 27 
and as low as 24 during the course 
of backtesting, due to securities with 

identical 52-week price appreciation 
(which explains why the current pass-
ing companies list in Table 1 contains 
26 names). This screen also produced 
a relatively high monthly turnover 
rate of 46.5%. 

Performance
O’Shaughnessy’s Small-Cap screen 

has outperformed both the S&P 500 
and S&P SmallCap 600 indexes since 
1998, logging a cumulative return of 
633.0% (Figure 1). In 2002, the market 
sank. However, the Small-Cap Growth 
and Value screen managed a small 
0.8% gain for the year, while the S&P 
500 lost 23.4% and the S&P SmallCap 
600 lost 15.3%. The screen’s best year 
was 2003, a good year for most small-
cap stocks: The Small-Cap screen re-
turned an impressive 107.5%. Even in 
the rocky market we’ve seen recently, 
this strategy seems to find profitable 
investments. As of July 31, 2006, the 
strategy was up 11.7% year-to-date.

Conclusion 
Over the years, O’Shaughnessy has 

created a variety of screens to offer 
investors a multitude of options. He 
encourages investors to choose the 
strategies that match their risk-toler-
ance and investment philosophies. 
As an advocate of diversification, he 
recommends combining many strate-
gies to create a portfolio of small-, mid-, 
and large-cap growth and value stocks. 
By combining approaches, investors 
can reap the benefits of the upswings 
in one asset class while minimizing 
the effects of a slow or down market 
in another. 
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