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AAII Stock Screens
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Featured Stock Superstar:
James O’Shaughnessy
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James O’Shaughnessy

• Founder & co-chief investment officer of 
O’Shaughnessy Asset Management (OSAM)

• Prior to founding OSAM, director of systematic equity 
at Bear Stearns Asset Management and a senior 
managing director of the firm

• Long recognized as one of America’s leading financial 
experts and a pioneer in quantitative equity analysis

• In February 2009, Forbes.com included Jim in a series 
on “Legendary Investors” along with Benjamin 
Graham, Warren Buffett and Peter Lynch

• Author of four books on investing, including “What 
Works on Wall Street”

• 2019 recipient of AAII’s Cloonan Award for Excellence 
in Investment Education
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O’Shaughnessy’s Keys for 
Successful Investing

1. Find a great strategy

2. Stick with it
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Discipline Is Key

• Even the best stock selection strategies 
will go through periods where they 
underperform the market

• Having the discipline and perseverance to 
stay the course through these periods is 
essential to profiting from these 
strategies

• Majority of investors fail to beat market 
averages because they do not follow a 
disciplined approach
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Factor Investing

• O’Shaughnessy is a proponent of “factor 
investing”
– Factors are characteristics of stocks that are most 

indicative of strong total and risk-adjusted returns

– Calls his methodology “fundamental quant”

• Common investment factors
– Value

– Quality

– Financial Strength

– Momentum

– Growth

– Estimate Revisions
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Buy Cheap Stocks

• There is a wealth of academic research and real-world 
performance that shows value investing outperforms 
the overall market in the long term

• There are numerous metrics for measuring value, and 
some fall into and out of favor while others have 
become less effective over time
– Initially, O’Shaughnessy found that the price-to-sales ratio 

was the best single factor for value investors
• Admits that one of his biggest mistakes was ever labeling a 

single value factor “king”

– Accounting rules and structural changes in the market have 
reduced the efficacy of book value and, thus, price to book

• However, he has since discovered that using multiple 
factors to build a value “composite” delivers higher, 
less volatile and more consistent returns
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Factor Composites

• By some estimates, there are hundreds or 

more investment factors

• Individually, these factors fall into and out 
of favor and have their strengths and 

weaknesses

• O’Shaughnessy’s research revealed that 

combining similar factors into a single 

composite offers better results than any 
one factor
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Value Composite

• O’Shaughnessy put together a Value Composite Score using 
these factors
– Price-to-sales ratio
– Price-earnings ratio
– Enterprise-value-to-EBITDA ratio
– Price-to-free-cash-flow ratio

– Shareholder yield (dividend yield + rate of share repurchases)

• Average the percentile rankings for each factor to arrive at 
score from 1 to 100
– Lower the score the better

• AAII added price-to-book-value ratio to its Value Composite
• AAII’s Value Composite takes the average of the percentile 

rankings for these six value factors and then re-ranks the 
average
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Single-Factor vs. 
Value Composite

Source: OSAM Calculations.
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Quality Matters

• Some stocks are cheap for a reason

• O’Shaughnessy also found that factors can 

help investors avoid potential traps

– Avoiding stocks with questionable quality can 
help you pick better stocks to own

• Created composite scores for earnings 

quality and financial strength

• Value identifies what to potentially own 

and “quality” filters out stocks to avoid
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Earnings Quality

• Identifies companies that are aggressively 
reporting or misrepresenting their earnings

• Accounting choices can inflate earnings by 
delaying expenses or recognizing earnings 
early

– Permitted under GAAP but could signal problems 

with the company

• Companies that are aggressively 
manipulating their earnings cannot sustain it 
forever and tend to underperform in the 
future
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Earnings Quality Composite

• O’Shaughnessy put together an Earnings 
Quality Composite Score using these factors:
– Current accruals to total assets
– Change in operating assets
– Total accruals to total assets
– Depreciation to capital expenditures

• To make things easier, O’Shaughnessy 
created a single field
– (Cash From Operations – Net Income) ÷ Market 

Cap

• Score from 1 to 100
– Lower the score the better
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Financial Strength

• Whereas Earnings Quality focused on 

earnings and cash flow, Financial Strength 

shifts focus to the balance sheet

• If a company cannot meet its (debt) 

obligations, it will fail, wiping out owners’ 

equity
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Financial Strength Composite

• O’Shaughnessy put together a Financial 
Strength Composite Score using these factors
– Debt-to-equity ratio

– Cash-flow-to-debt ratio

– External financing

– 1-year change in long-term debt

• As a proxy for cash flow to debt (debt 
coverage), AAII’s uses times interest earned

• Average the percentile rankings for each 
factor to arrive at score from 1 to 100
– Higher the score the better
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Navient Corp. (NAVI) holds the portfolio of education loans 
insured or federally guaranteed under the Federal Family 
Education Loan Program (FFELP). It also holds the 
portfolio of Private Education Loans. It services its own 
portfolio of education loans, as well as education loans 
owned by the U.S. Department of Education (ED), financial 
institutions and nonprofit education lenders. It also 
provides business processing services to guaranty 
agencies and colleges and universities.
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Value Composite Score

• Navient Value Score: 16 (1 is best)

– Price-to-sales ratio: 37 (0.99)

– Price-earnings ratio: 7 (5.3)

– Price-to-book ratio: 24 (0.80)

– Enterprise-value-to-EBITDA ratio: 98 (129.2)

– Price-to-free-cash-flow ratio: 5 (1.6)

– Shareholder yield: 1 (25.8%)
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Earnings Quality Score

• Navient Earnings Quality Score: 87 

(100 is best)

– (1,284 CFO – 364 NI) ÷ 1,708.6 Mkt Cap

= 0.538
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Financial Strength Score

• Navient Financial Strength Score: 89 

(100 is best)

– Debt-to-equity ratio: --

– Coverage ratio: -- (the company has net 

operating interest income)

– External financing (Cash from financing ÷ Total 

assets): 89 (–0.08)

– Year-over-year change in long-term debt 
(latest quarter vs. same quarter a year prior): 

69 (–7.8%)
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Stock Superstars Report (SSR) 
O’Shaughnessy Portfolio 

• O’Shaughnessy’s multi-factor screening 
strategy is the cornerstone for the 
O’Shaughnessy Portfolio & Watchlist for 
the Stock Superstars Report

• 10-stock portfolio & watchlist

• Stocks must meet criteria of AAII’s 
O’Shaughnessy screening strategy

• Additional criteria for liquidity

• Qualitative vetting

• Quant-driven sell rules
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O’Shaughnessy Portfolio 
Watchlist
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$1 Trial for Today’s Attendees
http://www.stocksuperstars.com/subscribe/trial1m.cfm

http://www.stocksuperstars.com/subscribe/trial1m.cfm
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Thank You!

Contact me at wayne@aaii.com

with questions or comments 

about this presentation

Contact SSR at ssr@aaii.com

mailto:wayne@aaii.com
mailto:ssr@aaii.com
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Upcoming Webinars:

Craig Israelsen on Retirement Portfolio 

Analysis: A Multi-Decade Review

Wednesday, June 17, 2020, 7:30 p.m. CDT

Wayne A. Thorp on Making the Grade: Factor 

Investing With A+ Investor

Wednesday, June 24, 2020, 7:30 p.m. CDT

Charles Rotblut on Introducing the AAII Way 

for Creating a Wealth Plan

Wednesday, July 1, 2020, 7:30 p.m. CDT

Register at

www.aaii.com/webinars

http://www.aaii.com/webinars

