


In 1952 Harry Markowitz theorized that investors could reduce risk by diversifying their assets and asset allocation1  of 
their investments quantitatively, known as Modern Portfolio Theory. 

This theory remains the foundation of many retail and institutional investment portfolios today.  Acknowledging that Mr. 
Markowitz’s theory has merit, the world we are investing in today is dramatically different than in 1952. 

Research shows that in periods of market stress and downward volatility, many of the asset classes you own are positively 
correlated2 with domestic stocks, merely adding to the pain.  The asset classes providing protection in your portfolio have 
a low return profile begging the question, are they worth owning for black swan events3 while holding you back in other 
market cycles?

Black Swan (2008)4 
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Bull Market (2010-2019)5

1 Investment strategy dividing the portfolio among different asset classes, such as stock, bonds, and cash.
2A statistic that measures the degree in which two securities move in relation to each other.  A correlation coefficient of -1.0 is negatively correlated, meaning the securities move in opposite 
directions.  A correlation coefficient of +1.0 is positively correlated, meaning the securities move in tandem.
 3 Unpredictable event beyond what is normally expected of a situation and has potentially severe consequences.
 4 https://www.portfoliovisualizer.com/asset-class-correlations
 5 https://www.portfoliovisualizer.com/asset-class-correlations

https://www.portfoliovisualizer.com/asset-class-correlations
https://www.portfoliovisualizer.com/asset-class-correlations


With the stated goal of beating the S&P 5006 , Ceres’ investment process aims to recover faster, not to avoid volatility 
which can cost investors long term returns.  A universe of over 25,000 companies undergoes forensic auditing (Uniform 
Accounting) and a quantitative screening process designed to uncover deep value and growth at a reasonable price.   
We can identify companies with implied upside due to macro pressures not detrimental to their business models, or 
companies out of favor with analysts due to Wall Street’s use of as-reported financials7 .  Ceres aims to drive alpha8  and 
recover faster, to avoid owning asset classes that provide lower return potential and don’t adequately protect us in times 
of market stress.  
 

The Engine Behind the Model

• Uniform Accounting 
• Management Compensation 
• Earnings Call Analysis
• Macro Analysis  

Uniform Accounting
GAAP and IFRS accounting have over 130 inconsistencies in how the financial activity of a company may be reported.  In 
our view that is over 130 reasons why one company’s data is incomparable to another.  It is believed that GAAP (and IFRS) 
accounting produce flawed P/E multiples9 , ROAs10 , Asset Growth and P/B11  numbers. 

Uniform Accounting creates a consistent and reliable dataset allowing us to find companies that have the highest ROA 
and Asset Growth and lowest P/E and P/B multiples that are not being realized by the market and analysts, or as we like 
to say, where Wall Street sees problems, we see opportunity. 

Management Compensation
After we leverage the Uniform Accounting principles, we also review each company’s DEF14A and other compensation 
and ownership disclosures.  This provides detail on how management is compensated, the board and management’s 
alignment, and information on key stakeholders in the business.  This helps us understand how the stakeholders in the 
business are incentivized, better understanding what the company’s strategy will be, and if management will execute it.
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6 Market-capitalization weighted index of the 500 largest U.S. publicly traded companies.
7 Financial statements that have not undergone Uniform Accounting
8 The amount an investment has returned in comparison to a market index it is compared against 
9 Price to Earnings Ratio
10 Return on Assets 
11 Price to Book Ratio

 



Earnings Call Analysis
Ceres has engaged a third-party partner that records each company’s earnings calls and uses proprietary technology and 
tools, leveraging techniques from the intelligence community giving us insight into whether management is confident, or 
potentially deceptive about the statements they make.  The findings are cross referenced alongside areas of the business 
important to the company’s growth and success.  Like an EKG, voice inflections measuring confidence or deception are 
analyzed.  These signals provide their confidence level in areas of their call deemed important.  This report is used to 
confirm or add to our other findings in the investment process.

Macro Analysis
Access to 25,000 companies with accurate financials offers insights into where the market is heading as well as other 
factors affecting industries, sectors, credit and more.  In addition to our data aggregation, we use our partner’s results 
from recordings of the Fed Chair’s comments, EU’s Central Bank comments and more.  This analysis is cross referenced 
with our companies to further analyze our conviction and current market context that either supports or contradicts what 
our company data is telling us.

The finished product is a portfolio of 25-30 stocks that are rotated on a quarterly basis.  We have found this number of 
companies provides the opportunity to sufficiently diversify into different sectors but allows our data driven analysis to be 
impactful in generating alpha.  The quarterly screen and rotation are a forced discipline allowing time for the companies 
to realize their potential.  Many positions have been held through multiple market cycles as they continue to screen as 
investable ideas, aligning with our goal of outperforming the S&P 500. 

Understanding Risk

Since the financial crisis of 2008-2009, the United States stock market has seen an unprecedented bull market in terms 
of duration.  The Covid-19 pandemic ended an 11-year bull run, capping out near a 400% gain over that time.  What has 
gone largely unnoticed by investors is the 30+ year bull run in the bond market.  

In the early 1980’s interest rates were raised to reign in historically high inflation rates.  The 10-year US treasury bond, a 
yield that impacts mortgage rates among others, reached 15.84% in 1981.  Bond values have an inverse relationship with 
their yields, when yields go up, the value of a bond goes down.  With that in mind, compare the 1981 yield of 15.84% with 
the current 10-year treasury yield of .94%, off the all time low of .318% in March of 2020.  
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Given the 40-year decrease in 
yields, there is little room for bond 
values to increase short of negative 
yields.  Currently in other countries, 
such as Germany and France, their 
government bonds have a negative 
yield12; investors are paying the 
issuer for the privilege of using their 
money.   

Let us revisit the question, are these 
assets worth owning for black swan 
events while holding you back in 
other market cycles?   
 
Risk is the impact of what happens to your ability to generate cash flow when you need it.  We need to shift the focus from 
asset allocation to purpose.  Ceres uses a hierarchy of financial needs to help clients conceptualize their wealth called 
the Wealth Allocation Framework.  Once we understand the “why” behind investing, we can ensure the investments align 
with the stated purpose.  This positions the client to maximize return potential and tax efficiency in each time horizon.  
Where safety or stability is needed, we will seek alternative solutions when the traditional ones are unfavorable like the 
current bond market.  This approach allows the client to maintain their lifestyle and meet their foundational goals if their 
aspirational investments don’t perform as desired.   
 
 
The Ceres Way
 
As your wealth advisor we can’t control market volatility, tax policy, or legislation.  We can control how we respond to all 
the above and more.  Through effective investment process, risk management, tax efficiency, and behavioral coaching, 
we can create a resilient and impactful wealth plan that empowers clients to live their best life possible.    
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12-.563% and -.3302% respectively at time of writing
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