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Three ways to make 
money:  

1) Find a group of 
stocks that 
outperform the 
general market over 
time; 

 2) Select the best risk-
adjusted stocks from 
that group;  

3) Scale to cash when 
risk outweighs future 
return potential 

 
 
 
 
 

 

 

2015 
Exposure 
Summary 

 
Average Equity 

Exposure: 81.4% 
 

Low: 68.7% 

High: 92.8% 
 
 

 

 

  

 

 
 
Executive Summary 

What is CAN SLIM®? --- The NorthCoast CAN SLIM® Investment Program is a separate account 
strategy which encompasses the philosophy of William O’Neil’s original stock selection process, 
CAN SLIM®. The strategy, built from the original guidelines, has evolved into a comprehensive 
portfolio solution for today’s investor.  

What is the objective? ---The CAN SLIM® Investment Program aims to achieve two goals, both 
equal in their importance to long-term performance: 1) appreciate capital and 2) preserve capital.   

CAN SLIM® aims to accomplish its stated objectives utilizing three unique tactics 

Cash Scaling Utilize cash as a hedge when data indicates bear market risk is high 

Universe Create a group of equal-weighted growth stocks that historically outperform the 
general market 

Stock Selection Select stocks that exhibit the best risk-adjusted return potential & complement 
existing portfolio holdings 

The following report provides in-depth analysis into the successes and challenges of the strategy 
throughout 2015, important research into the mechanics of the strategy, and a brief outlook for 
2016.  

① Cash Scaling – There were dark clouds, but no thunderstorm in 2015 

The first step in the investment process is to determine proper equity exposure by understanding the 
current risks in the market. Identifying the current risk level is done through the analysis of 40+ market-
moving indicators across four broad dimensions (Macroeconomic, Sentiment, Technical, and 
Valuation). In our research, specific indicators have been identified as the data points that help forecast 
future performance. When used in combination, they help determine the appropriate equity exposure 
in the strategy (more information on the market exposure model is available in the “Cash Scaling 
Whitepaper” by clicking here). These adjustments in equity exposure, also known as “Cash Scaling”, 
are the primary tactic to preserve capital in the portfolio.  

Each of the four dimensions represents a quarter of the investment level. If each of the four dimensions 
are completely bullish, we’ll be 100% invested in equities. If data points within the dimensions indicate 
a more risk-averse environment, we’ll adjust the exposure accordingly.  

Below is a chart that displays the 2015 daily exposure model.  Each dimension, representing 25% of the 
model, experienced periods of bullishness while at times indicated caution. When combined together, 
our aggregate exposure ranged between 68%-92%, with an average level of 81%.  
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http://www.northcoastam.com/whitepaper-cash-scaling.pdf
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2015 Daily Outlook (“Navigator”) 

 
Over the course of the year, macroeconomic data provided the best case for maintaining a full 
investment level; positive job growth, decreasing unemployment and jobless claims, and a stabilizing 
housing market continued to bolster growth of the U.S. economy. However, as equities rose 
throughout different parts of the year, valuations rose as well, providing caution. The major data 
change came in the grouping of technical indicators as equities experienced a volatile Q3. 

For over a decade, we’ve presented the statistics of bear market declines and the 
impact significant losses can have on a client’s portfolio.  However, there are costs 
associated with “playing defense” and these costs should be considered when 
managing a portfolio.  Earlier this year, we published a report highlighting this 
research, titled “Proper Benchmarking & the Cost of Playing Defense”. You can 
click here to review the report.  

The NorthCoast “Navigator” in Action 

 
 
 

 

2015 Broad 
Indicator 

Dimensions 
 

Strongest: Macro 

Weakest: Valuation 
 

 

The cash position in 
2015 attributed +1.5% 
to the strategy 
performance.  As we 
move into 2016, we 
enter with a cautious 
posture of 70% equity 
exposure. 

 

 

 

 

 

 

In the five trading days 
from 8/19-8/25 (boxed 
in red), the S&P 500 
dropped almost 10% in 
value.  

← 

http://www.northcoastam.com/pdf/marketupdate/20150731-Proper_Benchmarking_PC.pdf
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   3-Month Insert from previous chart  

 

② Stock Universe – The “pond” from which we fish  

Research demonstrates that stock selection using a multi-factor approach is very powerful.  It is best to 
demand that a stock be balanced – attractive earnings, sustainable relative strength, quality 
management, and broad institutional support.  

The table displayed by clicking here shows the relative performance between our stock universe, the 
S&P 500, and seven (7) commonly used investment factors since 2003. The data shows the annual 
performance of the top quintile (20%) scoring stocks within each factor. Stocks are rebalanced each 
month-end to incorporate the change in stock scoring. Every day, we score 3,000+ stocks based on 
our multi-factor score. The top quintile (NorthCoast Composite) is our universe from which we 
select.  As shown in the heat map (which can be viewed by clicking here), our 2015 universe was not 
as productive as years past and provided a slight detraction to overall strategy performance. 

Market indices provided a skewed view of the average stock performance in 2015.  

In 2015, while the S&P 500 index as 
a whole was +0.7%, the average 
stock in the index finished -2.7%. 
On a broader scale, the average 
stock in the Russell 1000 finished -
4.0% for the year.   

This deviation is the result of the 
largest companies providing the 
majority of gains in 2015. This is 
illustrated in the chart to the left 
which breaks down the 
performance by market-

capitalization.  2015 finished as a year in which concentrating in the largest mega-cap companies was 
the best investment decision. However, we know this is not always the case. Over the last ten years 
(2006-2015), the average stock outperformed the largest-cap names, as shown in the graph above.  

 

 On August 26th, we 
sent the following 
message to every 
client (click “This is the 
Plan”)  

Our research indicated 
a bullish outlook as 
equities declined. We 
held our current 
exposure and equities 
rallied 10%+ over the 
next two months.  

 

 

 

 

 

 

 

 

 

 

 

 

S&P 500 Index Return: 

0.7% 
 

Average S&P 500 
Index Stock Return: 

-2.7% 
 

Average Russell 1000 
Index Stock Return: 

-4.0% 
 

 

http://www.northcoastam.com/pdf/marketupdate/Stock_Scoring_HeatMap_2003-2015.pdf
http://www.northcoastam.com/pdf/marketupdate/Stock_Scoring_HeatMap_2003-2015.pdf
http://www.northcoastam.com/pdf/marketupdate/2015_08_26_MarketUpdatePC.pdf
http://www.northcoastam.com/pdf/marketupdate/2015_08_26_MarketUpdatePC.pdf
http://www.northcoastam.com/pdf/marketupdate/2015_08_26_MarketUpdatePC.pdf
http://www.northcoastam.com/pdf/marketupdate/2015_08_26_MarketUpdatePC.pdf
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③ Stock Selection – There were a few fish we had to throw back…  

Specific names within the portfolio broke 
down more than usual in 2015. Stocks like 
Micron (MU), Gap  (GPS), Hewlett-Packard 
(HPQ), Sonic (SONC)  and Invesco (IVZ) 
contributed a combined 3.5% detraction on 
portfolio performance.  However, the 
strategy took advantage of big gains in 
Electronic Arts (EA), Arun Networks (ARUN) 
and Alphabet (GOOGL), better known as 
Google.  

While a minor detraction in 2015, CAN SLIM®‘s high active share of 87% (as of 12/31/2015) allows 
individual stock selection to add value more so than closet indexing over time. 

 
 
More information about the specifics of CAN SLIM® stock selection can be found by clicking on the 
following whitepaper, “Stock Selection Whitepaper”.  
 
 
Annualized Performance Comparison (as of 12/31/2015) 
 
 2015 3-Year 5-Year 10-Year 
CAN SLIM® Investment Program -5.3% 11.0% 6.0% 6.4% 

Competitive Benchmarks 
    

Morningstar Moderate Target Risk Index -1.8% 5.6% 5.8% 5.7% 
Aggressive Allocation Category Average -2.8% 7.9% 6.7% 4.8% 
Tactical Allocation Category Average -5.9% 1.3% 2.7% 3.4% 

General Market Indices 
    

S&P 500 0.7% 14.4% 11.8% 6.6% 
U.S. Aggregate Bond Index 0.6% 1.5% 3.3% 4.5% 
 
 
 

 

 
 
 
 
 
 
 
 
 
 

2015 Stock 
Selection 

Attribution 
 

Best: EA 
Delta Airlines,  +1.5% 

 
Worst: MU 
Sonic,  -1.4% 

 
(Percentage above 

represents contribution 
to overall portfolio) 

 

Strategy Turnover: 

150% 

 

 

 

 

 
 

2015 Stock 
Selection 

Attribution 
 

Best: EA 
Electronic Arts,  +1.5% 

 
Worst: MU 

Micron,  -1.4% 
 

(Percentage above 
represents contribution 

to overall portfolio) 
 

Strategy Turnover: 

133% 

 

 

 

 

http://www.northcoastam.com/whitepaper-stock-selection.pdf
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The Morningstar Moderate Target Risk Index represents a portfolio of global equities, bonds, and 
traditional inflation hedges, such as commodities and TIPS. This portfolio is held in a static allocation of 
60% equities and 40% fixed income, which is appropriate for U.S. investors who seek average exposure 
to equity market risk and returns. Data provided by Morningstar.  
 
Morningstar Aggressive Allocation Category portfolios seek to provide both capital appreciation 
and income by investing in three major areas: stocks, bonds, and cash. These portfolios tend to hold 
larger positions in stocks than moderate-allocation portfolios. These portfolios typically have 70% to 
90% of assets in equities and the remainder in fixed income and cash. Aggressive Allocation includes 
445 funds. Data provided by Morningstar.  

Morningstar Tactical Allocation Category portfolios seek to provide capital appreciation and income 
by actively shifting allocations between asset classes. These portfolios have material shifts across 
equity regions and bond sectors on a frequent basis. The cumulative asset class exposure changes 
must exceed 10% over the measurement period. Tactical Allocation includes 329 funds. Data provided 
by Morningstar. 

 

This information contained herein has been prepared by NorthCoast Asset Management, LLC 
(“NorthCoast”) on the basis of publicly available information, internally developed data and other third 
party sources believed to be reliable. NorthCoast has not sought to independently verify information 
obtained from public and third party sources and makes no representations or warranties as to accuracy, 
completeness or reliability of such information. All opinions and views constitute judgments as of the date 
of writing without regard to the date on which the reader may receive or access the information, and are 
subject to change at any time without notice and with no obligation to update. This material is for 
informational and illustrative purposes only and is intended solely for the information of those to whom it is 
distributed by NorthCoast. No part of this material may be reproduced or retransmitted in any manner 
without the prior written permission of NorthCoast. NorthCoast does not represent, warrant or guarantee 
that this information is suitable for any investment purpose and it should not be used as a basis for 
investment decisions.  

 
PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS.  
 
This material should not be viewed as a current or past recommendation or a solicitation of an offer to buy 
or sell any securities or investment products or to adopt any investment strategy. The reader should not 
assume that any investments in companies, securities, sectors, strategies and/or markets identified or 
described herein were or will be profitable and no representation is made that any investor will or is likely to 
achieve results comparable to those shown or will make any profit or will be able to avoid incurring 
substantial losses. Performance differences for certain investors may occur due to various factors, including 
timing of investment.  Investment return will fluctuate and may be volatile, especially over short time 
horizons.  
 
INVESTING ENTAILS RISKS, INCLUDING POSSIBLE LOSS OF SOME OR ALL OF THE INVESTOR'S PRINCIPAL.  
 
The investment views and market opinions/analyses expressed herein may not reflect those of NorthCoast 
as a whole and different views may be expressed based on different investment styles, objectives, views or 
philosophies. To the extent that these materials contain statements about the future, such statements are 
forward looking and subject to a number of risks and uncertainties.  

 

 

 

 


