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Stock Superstar

Definition: 
An investor with a systematic 
approach to investing who has 

outperformed the market over the 
long term.
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AAII Guru Screens
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Featured Stock Superstar:
William O’Neil
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William O’Neil’s Story
• Started his career as a stockbroker in 1958
• In 1963, O’Neil bought a seat on the NYSE (the youngest at the 

time ever to do so) and founded William O’Neil Co.
– The company developed the first computerized daily securities database

• In 1972, Daily Graphs was created by O’Neil as a printed book of 
stock charts delivered weekly to subscribers (now called 
MarketSmith)

• Pioneered the use of historical precedent to analyze equities in 
tandem with fundamental and technical analysis

• O’Neil identified seven basic factors that occurred over and over 
again and in 1971, he summarized, adapted, and published his 
findings as “The Model Book of Greatest Stock Market Winners”
– The approach eventually became known as CAN SLIM

• Realizing the need to deliver his time-sensitive information ahead 
of the competition, in 1973 O’Neil founded O’Neil Data Systems, a 
high-speed printing facility that pioneered the field of database 
publishing using state-of-the-art computer technology

• In 1984, O’Neil designed and launched Investor’s Daily (later 
renamed Investor’s Business Daily)

• Author of the book “How to Make Money in Stocks: A Winning 
System in Good Times or Bad,” which is in its fourth edition
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The 3 “Big Rocks” of CAN SLIM

• Big Rock #1
– Only buy stocks when the market is in an uptrend
– Take defensive action as a downtrend begins

• Big Rock #2
– Focus on companies with big earnings growth and 

a new, innovative product or service

• Big Rock #3
– Buy stocks being heavily bought by institutional 

investors
– Avoid stocks institutional investors are heavily 

selling
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The CAN SLIM Concept

• To find tomorrow’s big winners, look for 
stocks with the same traits past winners 
had just before their big price runs

• To know when it’s time to sell, look for the 
same warning signs these past winners 
flashed when they eventually topped and 
began to decline
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Studying History to Identify 
Future Winning Stocks

• O’Neil studies the biggest winners of all 
time to identify the common traits they 
have before they make their big price 
moves
– Each letter of his CAN SLIM approach stands 

for one of these traits

• O’Neil also studies what happens to 
leading stocks after they’ve had a big run 
and found that they often flash similar 
warnings signs as they top and begin to 
decline
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3 “BIG ROCKS” OF CAN SLIM 
INVESTING  & 7 TRAITS OF 
WINNING STOCKS
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Big Rock #1

• Only buy stocks in a market uptrend & take 
defensive action as a downturn begins

• M: Market Direction
– The “M” in CAN SLIM stands for market direction

• Stay in sync with the direction of the overall 
market—Nasdaq composite, S&P 500 index, etc.

– Although it is the last letter, it is the starting point 
when buying and selling stocks

– History shows that 3 of 4 stocks follow the 
direction of the overall market—up and down

– O’Neil is a strong believer in learning to read stock 
charts
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Identifying Changes in 
Market Trend

• Learn to identify the two main signals of a 
shift in market direction
– “Follow-through days” and “distribution days”
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Start of a New Uptrend

• New Low: Look for a new low in one of the 
major market indexes—Nasdaq, S&P 500, 
etc.—when the market is in a downtrend.

• Attempted Rally: After hitting a new low, look 
for a day when the index closes higher on 
above-average trading volume (day 1 of 
attempted rally).

• Follow-Through Day: Confirmation that a new 
uptrend has started
– Typically occurs sometime after day 4 of attempted 

rally, with many occurring on days 4–7
– The index makes a big one-day price gain, usually 

1.5% or more, on heavier volume
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Sign of Weakening Market

• All uptrends eventually end
– Distribution days—days of heavy selling—alert you 

that a shift may be taking place
• Distribution day is when the market closes 

down 0.2% or more on increasing or above-
average volume
– Flat, heavy-volume days are also considered 

distribution days
• An increase in the number of distribution 

days signals that institutional owners are 
selling more aggressively

• 4 or 5 distribution days over a few weeks is 
an indication that the uptrend is failing
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Big Rock #2

• Focus on companies with big earnings 
growth & a new, innovative product or 
service
– Big, accelerating earnings growth is O’Neil’s #1 

factor to look for in a stock

• C: Current quarterly EPS
• A: Annual EPS
• N: New company, product/service, 

industry trend or management
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C: Current Quarterly EPS

• Earnings should be strong and 
accelerating in recent quarters

• Confirming elements that the company 
can sustain that growth
– Solid sales growth
– High ROE
– Industry-leading profit margins
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A: Annual EPS

• To help make sure the current quarterly 
growth isn’t a fluke, also look for strong 
annual earnings over the last 4 to 5 years
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What About P/E Ratios?

• Value investors will probably notice no 
mention of valuation metrics such as 
the price-earnings (P/E) ratio among the 
CAN SLIM traits

• O’Neil’s studies showed that P/Es are not 
an important factor in a stock’s movement

• O’Neil’s research indicates that focusing 
on P/E will cause you to miss the big 
winners
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N: New Company, Product/Service, 
Industry Trend or Management

• Focus on companies with something “new”
– An innovative product or service in high 

demand
– A new CEO
– A game-changing industry trend

• New (or near) new high price
– Stock should be near to or making a new high 

in price after undergoing a price correction and 
consolidation
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Big Rock #3

• Buy stocks being heavily bought by 
institutional investors & avoid those 
they’re heavily selling
– Institutional investors are primarily mutual 

funds, but also hedge funds, banks, pension 
funds, insurance companies and other large 
institutions

– “Ride their coattails”
• S: Supply & demand
• L: Leader or laggard
• I: Institutional sponsorship
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S: Supply & Demand

• At key buy point, the best stocks will have 
above-average increases in volume
– This shows that fund managers and other 

professional investors are heavily buying the 
stock
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L: Leader or Laggard

• Focus on the top-rated stocks in the top-
rated industries

• A stock becomes a true leader by showing 
strong earnings and innovation AND by 
being the clear leader in a top-rated 
industry group (where institutions are 
investing their money)
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I: Institutional Sponsorship

• “Institutional sponsorship” refers to 
ownership of a stock by large institutions, 
primary mutual funds
– The primary drivers of the overall market and 

individual stock prices

• Look for an increasing number of funds 
owning a stock

• Ownership by a few top-rated fund 
managers with a record of outperforming 
the market

“It’s key to buy the better stocks mutual funds buy and avoid ones 
they may be selling on a heavy basis.” ―O’Neil
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When to Sell

• O’Neil believes that the stock price will 
reflect changes in fundamentals long 
before a company reports them

• When buying a stock, focus on both 
fundamentals and the chart action

• When selling, focus on the chart action
• Decelerating YoY EPS growth over multiple 

quarters is O’Neil’s primary fundamental
sell rule
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Offensive Selling: 
Lock in Your Profits

• Sell most stocks if they rise 20% to 25% 
above a proper buy point

• If a stock rises over 20% within 3 weeks
from a proper buy point, hold the stock at 
least 8 weeks
– Only apply 8-week rule to stocks breaking out 

of a base pattern
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Defensive Selling: Cut Losses 
Short & Protect Gains

• Start taking defensive action when uptrend is 
under pressure or enters a correction

• Sell if a stock drops 7% to 8% below what 
you pay for it

• Sell following biggest single-day decline since 
start of stock’s run on heaviest volume in 
months

• Sharp drop below 50-day moving average on 
heaviest volume in months

• Sharp drop—and close—below 10-week 
moving average line on heavy volume
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Use Charts for 
Buying & Selling

“Just as doctors would be irresponsible not 
to use X-rays on their patients, investors 
are just plain foolish if they don’t learn to 
interpret the price and volume patterns 
found on stock charts.” ―O’Neil
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Why Use Charts?

• By using charts, you can see what big 
institutional investors are doing, since 
they ultimately determine the fate of 
stocks

• Charts show you what is really going on 
with a stock
– Are fund managers buying or selling?
– Are institutional investors supporting a stock 

and buying on the dips?
• Or are they heading for the exit in increasing 

numbers?
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3 Basic Concepts of 
Chart Reading

• What’s the trend?
• Always check price and volume
• Is the stock finding support or hitting 

resistance?
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What’s the Trend?

• Which direction is the stock heading in right 
now?
– Uptrend
– Sideways
– Downtrend

• Look at both daily and weekly charts
– Weekly charts show longer-term trends
– Daily charts help pinpoint specific entry and exit 

points

• Stocks hitting new lows tend to go lower, and 
stocks hitting new highs tend to go higher
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Always Check Price and Volume

• Combining price and volume shows you 
what institutional investors are up to

• Track the changes in volume as the share 
price changes
– Changes in volume tell you how serious the 

buying or selling of institutional investors 
really is
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10-Week or 50-Day 
Moving Averages

• Watch price behavior around moving 
averages
– 10-week line on weekly chart and 50-day line on 

daily chart

• Support: Institutional investors protect their 
positions when price pulls back to or dips 
below the moving average line; volume tends 
to be light on the pullback and strong on the 
rebound

• Sell-Off: Stock fails to find support at 
benchmark lines and falls below them on 
heavy volume
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Support & Resistance at 
Specific Price Points

• Also look for support and resistance at 
certain price areas

• As always, pay attention to relationship 
between price and volume

• Often, a former support (resistance) area 
becomes new resistance (support) if price 
breaks below (above) that area
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3 Chart Patterns to Look For

• Cup-With-Handle
– Looks like a teacup viewed from the side

• Double Bottom
– Looks like a lopsided “W”

• Flat Base
– Period of sideways trading to “digest” earlier 

gains
– Often occurs after a stock forms a cup-with-

handle or double bottom
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Cup-With-Handle

• Forms after a prior uptrend of 30% or more
• The bottom of the pattern represents a 15% to 30% 

retracement of previous high
• The base forms over a period of at least 7 weeks, but can 

last several months
• The handle

– Volume in handle should be below average
– 10% to 12% retracement from high of right side of cup
– Should form in upper half of base
– Peak of handle should be within 15% of high of left side of cup

• Buy within $0.10 of peak in the handle (prior resistance)
– Buy up to 5% above breakout

• Volume on day of breakout should be at least 40% to 50% 
above average

• https://www.aaii.com/journal/article/the-cup-with-
handle-pattern

44



45

Double Bottom

• Forms after a prior uptrend of 30% or more
• The bottom of the pattern represents no more 

than a 40% retracement of previous high
• The base forms over a period of at least 7 weeks
• Peak in middle of “W” should form in upper half 

of base but below left-side peak
• Buy point is $0.10 above peak in middle of “W”
• Buying range is up to 5% above peak in middle 

of “W”
• Volume on day of breakout should be at least 

40% to 50% above average
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Flat Base

• Forms after a prior uptrend of 30% or more
• The bottom of the pattern represents no 

more than a 15% retracement of previous 
high

• The base forms over a period of at least 5 
weeks

• Buy point is $0.10 above peak within the 
base

• Volume on day of breakout should be at least 
40% to 50% above average
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AAII’s CAN SLIM Approach

Based on criteria set out in the second edition of
“How to Make Money in Stocks”

• YoY EPS growth for latest fiscal quarter of at least 
20%

• YoY EPS growth for latest fiscal quarter greater 
than YoY EPS growth for previous quarter

• Rising annual EPS for each of the last five fiscal 
years

• Average annual EPS growth of at least 25% over 
the last 5 years

• Price within 10% of 52-week high
• 52-week relative price performance versus S&P 

500 ranks in the top 30% of all U.S.-listed stocks
• At least 5 institutional owners

50

PayPal Holdings Inc. (PYPL) is a technology platform and digital payments
company that enables digital and mobile payments on behalf of consumers
and merchants. The company's combined payment solutions include its
PayPal, PayPal Credit, Braintree, Venmo, Xoom and Paydiant products. It
operates a two-sided global technology platform that links its customers—
merchants and consumers—around the globe to facilitate the processing of
payment transactions. PayPal enables consumers to exchange funds with
merchants using funding sources, which include bank account, PayPal account
balance, PayPal Credit account, credit and debit card or other stored value
products. It offers consumers person-to-person payment solutions through its
PayPal website and mobile application, Venmo and Xoom.



51

52

C: Current Quarterly EPS
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A: Annual EPS
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N: New Company, Product/Service, 
Industry Trend or Management
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S: Supply & Demand

Closed 
below 
recent 
support 

on 
uptick 

in 
volume

56

L: Leader or Laggard
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I: Institutional Sponsorship
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M = Market Direction

Nasdaq has seen 5 
distribution days since 
hitting new high on 9/2
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• O’Neil’s CAN SLIM approach is the 
cornerstone for the Group 1 O’Neil 
portfolio & watchlist for the Stock 
Superstars Report (SSR)

• 10-stock portfolio & watchlist
• Stocks must meet criteria of AAII’s CAN 

SLIM screening strategy
• Additional criteria for liquidity
• Qualitative vetting
• Quant-driven sell rules
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O’Neil Portfolio Watchlist
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Disclaimer

• AAII’s superstar guru screens are inspired 
by their works and philosophies

• However, the various superstars were not 
involved in the creation of these screens 
and the passing companies do not 
necessarily reflect stocks they would 
invest in
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$1 Trial for Today’s Attendees
https://tinyurl.com/SSR-trial
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Thank You!

Contact me at wayne@aaii.com
with questions or comments 

about this presentation

66

Upcoming Webinars

• Which Is the 
Best 1-, 2-, 3-
and 4-Fund 
Strategy?
– Wednesday, 

September 23, 
7:30 p.m. (Central)

– Presented by Paul 
Merriman

• Update on The 
AAII Way Project
– Wednesday, 

September 30, 
7:30 p.m. (Central)

– Presented by 
Charles Rotblut, 
AAII Journal Editor

Register at www.aaii.com/webinars


