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Spotlight On: Rising Interest Rates and the Effect on
Capital Allocation
A conversation with David Siino, CFA, CAIA — Managing Director, Portfolio
Manager and Senior Research Analyst

QUESTION. There has been talk about the rising cost of capital. How does
this impact the allocation decisions that companies make?
ANSWER. It is important to understand that the cost of capital a company

events
Epoch’s Co-Chief Investment Officers
Bill Priest and David Pearl and Global
Investment Strategist Kevin Hebner discuss
the macro factors impacting the capital
markets, including how President Trump’s
economic policies could have a positive
cyclical influence on earnings but a negative
influence on global trade. They also address
the challenges facing Europe and what rising
interest rates could mean for the market.
Replay and presentation available on
www.eipny.com

would use in evaluating its capital allocation decisions is the weighted
average cost of capital (WACC). As its name suggests, that number is an average of the cost
of debt and equity financing. So, as interest rates rise, the cost of debt increases. On the
other hand, though, lower expected equity returns (and thus risk premium) decrease the
Article continued on page 6

Quarterly Investment Update: Candy Now,
Spinach Later?
By William W. Priest, CFA — CEO, Co-CIO and Portfolio Manager

The equity market has risen by over 6% since the November election,
a trajectory that has significantly outperformed the post-WWII average
when there is a change at the White House (Figure 1). Following the
inauguration, the S&P 500 typically trades in a choppy manner and
we expect 2017 will continue to follow that convention, particularly
Article continued on page 8
The information contained in this newsletter is distributed for informational purposes only and should not be considered investment advice or a recommendation of any particular security,
strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. The information contained in this newsletter is
accurate as of the date submitted, but is subject to change. Any performance information referenced in this newsletter represents past performance and is not indicative of future returns.
Any projections, targets, or estimates in this newsletter are forward looking statements and are based on Epoch’s research, analysis, and assumptions made by Epoch. There can be no
assurances that such projections, targets, or estimates will occur and the actual results may be materially different. Other events which were not taken into account in formulating such
projections, targets, or estimates may occur and may significantly affect the returns or performance of any accounts and/or funds managed by Epoch. To the extent this newsletter contains
information about specific companies or securities including whether they are profitable or not, they are being provided as a means of illustrating our investment thesis. Past references to
specific companies or securities are not a complete list of securities selected for clients and not all securities selected for clients in the past year were profitable.

Firm Update
ASSETS UNDER MANAGEMENT $42.1B
GLOBAL STRATEGIES
Global & Non-U.S. Equity
Shareholder Yield
$18.9B

As of December 31, 2016

U.S. STRATEGIES

Global Choice
$4.6B

U.S. Large Cap
$5.6B

U.S. All Cap/Choice
$3.9B

Global Equity
$2.9B

$28.4B

$13.8B

Non-U.S. Large Cap
$1.4B
Global & Non-U.S.
Small Cap
$0.6B

U.S. Equity
Shareholder Yield
$1.8B

U.S. Small/SMID
$2.5B

EPOCH ASSUMES MANAGEMENT OF FOUR MAINSTAY FUNDS
New York Life Investment Management LLC (NYLIM) has
appointed Epoch Investment Partners the manager of four
Mainstay funds previously managed by Institutional Capital
LLC (ICAP), a NYLIM subsidiary.

New Investment Professional:

Pending shareholder approval:

Chris is a portfolio manager on
the Non-U.S. Choice strategy. Prior
to joining Epoch in 2017, Chris was a portfolio
manager and senior research analyst at Institutional
Capital (ICAP) over an eight year span. He was
also a portfolio manager at Perkins Investment
Management. Prior to starting in the investment
industry, Chris was a member of the U.S. Peace
Corps. He earned a BS from University of North
Carolina Chapel Hill and holds the Chartered
Financial Analyst designation.

• T he MainStay ICAP Equity and Select Equity funds will be
merged into the Mainstay Epoch U.S. Equity Yield Fund
• T he Mainstay ICAP International Fund will be renamed the
MainStay Epoch International Choice Fund
• E poch will become the permanent manager of the portion of
the Mainstay MAP Fund that was previously managed by ICAP
Benefits to Epoch and our clients and partners:
• Adds scale to the U.S. Equity Shareholder Yield strategy

J. Christian Kirtley, CFA
Managing Director, Portfolio Manager and
Senior Research Analyst

• S trengthens Epoch’s non-U.S. equity capabilities with
the addition of a non-U.S. equity portfolio manager from
ICAP and a concentrated international equity strategy
• T he expected impact on Epoch’s day-to-day operations
is minimal
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INTRODUCING OUR LONDON OFFICE
Epoch is pleased to announce the official opening of a new client service office in London, UK. Establishing a permanent presence in
London enables Epoch to provide our UK, Continental European, Middle Eastern and African investors with a point of service that is in closer
geographic proximity to them. In addition, the opening of the office underscores Epoch’s commitment to investors in this region.

Epoch Investment Partners
4th Floor, Carrington House
126-130 Regent Street
London, W1B 5SE
For more information or to schedule a visit please contact:
Stephen Millar, Managing Director, Client Relations, U.K. and Europe
T: (+44) 0203 879 3902 | M:(+44) 07769 958822 | smillar@eipny.com
Kate Rickards, Vice President, Client Relations, U.K. and Europe
T: (+44) 0203 879 3903 | M:(+44) 07879 483138| krickards@eipny.com

IN THE NEWS Links available on www.eipny.com
December 8, 2016
Bill Priest appeared on CNBC Pro where he talked about the reasons that investors might need to temper their
enthusiasm about a Trump administration. Article
November 18, 2016
Bill Priest appeared on Wealthtrack with Consuelo Mack, where he discussed how technology is revolutionizing
business and investing. Video
November 2, 2016
Co-CIO and Portfolio Manager David Pearl was interviewed by Kim Parlee on BNN’s Money Talk. He discussed
America’s economic health and how investors should approach the U.S. elections. Video Part I, Video Part II
October 31, 2016
Bill Priest was interviewed following his participation in Barron’s Art of Successful Investing conference. Video
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Firm Update (cont’d)
RECENT INSIGHTS (available on www.eipny.com)
Vox Populi: In 2017 the Eurozone Will Bend, But
Not Break
January 2017
The 2017 political calendar is extremely busy with general
elections in Germany, France, the Netherlands and,
probably, Italy. Together with rising support for populist
parties, these elections will prevent eurozone leaders
from implementing the reforms urgently required for the
currency union to produce economic stability, prosperity
and convergence. This lack of progress, coupled with tight
fiscal policies will present challenges for the eurozone and
its lackluster economy in 2017. In this paper, we discuss
these issues and the implications for investors.

To stay updated on our latest Insights,
follow Epoch on Social Media

LinkedIn

Read More

Spotlight: Smaller U.S. Companies in the Current
Environment (update)
December 2016
In a follow up to the Spotlight piece from our last
Newsletter, U.S. Small and SMID Cap Portfolio Manager
Michael Caputo looks at the performance of smaller
U.S. companies since the election of Donald Trump. He
explores the drivers of that performance and whether the
outlook for these companies has changed based on the
election results.

www.linkedin.com/company/
epochinvest

Read More

Twitter
The Big Rewind
December 2016
A rising yield environment suggests we could experience a rewind
of the multiple expansion witnessed over the past five years. This
may be balanced by earnings growth, particularly if U.S. Presidentelect Trump implements his stated economic initiatives, which
include corporate tax reform and deregulation, among other things.
The key question is whether the positive cyclical influence will be
enough to combat the elements causing secular stagnation, such
as labor force growth. In this paper, we discuss how the presidentelect’s economic policies may impact earnings within the context of
secular stagnation and higher interest rates.

@epochinvest

Read More
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Epoch and Its Employees are Proud to Support:
In the spirit of the holidays, Epoch’s Charitable Giving Committee set up a number of opportunities for employees to volunteer their time and money to give
back to our community.

Virtual Food Drive
www.cityharvest.org

Epoch employees donated to a “virtual”
food drive held by City Harvest, a NYCbased organization that collects food
for soup kitchens, food pantries and
other community food programs across
the five boroughs. The money raised
by employees, coupled with Epoch’s
matching donation will help feed more
than 140 families for two months.

Every year, people respond to “Dear
Santa” letters from needy children
USPS
received by the U.S. Postal Service.
Operation
For the second straight year, Epoch
Santa
employees “adopted” letters. By
answering the letters, employees were
https://about.usps.com/ able to provide more than 20 families
holidaynews/operation- with holiday presents they might not have
santa.htm
otherwise received.

Coat Drive and
Operation Backpack
www.newyorkcares.org

Matching Gift
Program

New York Cares is an organization that meets
pressing community needs by mobilizing
caring New Yorkers in volunteer service.
Among the programs in which Epoch
employees participated in 2016 were the
Annual Coat Drive and Operation Backpack,
where they volunteered to stuff over 100
backpacks for needy children with school
supplies purchased by Epoch.

Epoch matched employee donations to
eligible organizations of their choice. These
organizations could include non-profit
charitable Healthcare, Education and Civic
and Cultural organizations. Nearly 30
organizations received matched donations.

Epoch is honored to make additional donations to:
New York’s leading service provider for survivors of domestic violence, sex trafficking and
gender violence. www.sanctuaryforfamilies.org

Chosen by the
Charitable Giving
Committee

Organization that enhances the lives of those with disabilities by rescuing and custom
training dogs to assist them. www.freedomservicedogs.org

Health organization Committed to finding a cure for neuroblastoma through research,
education, awareness and advocacy. www.cncfhope.org

A non-profit organization bringing clean and safe drinking water to people in developing
nations. www.charitywater.org

Global organization giving children a healthy start and the opportunity to learn and
protection from harm. www.savethechildren.org

Chosen by Vote of
Epoch’s Employees
Group that delivers emergency medical aid to people affected by conflict, epidemics,
disasters, or exclusion from health care. www.doctorswithoutborders.org
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Spotlight (cont’d)
cost of equity capital. Plus, this equation is different for every
company, dependent on a number of factors, including credit
rating and business prospects. Thus, cost of capital is better
evaluated on a company by company basis. So how does WACC
impact a company’s capital allocation decisions? There are five
possible uses for a company’s free cash. If a company can earn a
return on invested capital (ROIC) that is higher than its (WACC)
by reinvesting in internal projects or participating in mergers and
acquisitions, then it should engage in those projects. Remaining
free cash should be returned to shareholders via cash dividends,
share buybacks and debt reduction. A higher cost of capital
increases the hurdle ROIC for reinvestment. Thus, in general,
companies may be more reluctant to invest in certain projects,
given a higher cost of capital. However, certain companies can
maintain a lower cost of capital than their peers, reflecting the
low level of risk the market has attached to a company’s business,
structure, or domicile. Often, though, what is more important than
the cost of capital is the other side of the equation, ROIC (or ROE
for certain financials). Companies that can consistently earn a high
ROIC can continue to create shareholder value, despite a rise in the
cost of capital and would continue to allocate capital to those uses
of cash. A consistently high return on capital indicates a company
either has pricing power, a low cost production model, or both.
And somewhat circularly, there’s a good chance higher ROIC over
time will lead to lower WACC. So, all else being equal, the lower the
cost of capital, the better, but a higher cost of capital would not
significantly change the allocation decisions of every company.

QUESTION. How might the current global environment further
impact the cost of capital?
ANSWER. As mentioned, the higher interest rates we’ve seen
leading up to, and especially after, the U.S. election would raise
the cost of capital for U.S. companies by raising the cost of their
debt. That assumes the premium they pay over government debt
remains the same. Outside of the U.S., interest rates remain at
their historically low levels. So, for companies operating mainly in
those countries, the debt side of the cost of capital equation would
not change much. On the equity side, we’ve seen a strong rally in
equity prices relative to bond prices, both in the U.S. and abroad.
This reduces the expected future return on equities and risk
premium, lowering the cost of equity. Further complicating things,
the equity “weight” in the calculation has increased due to price
appreciation. As we see, there are a number of factors that go into
calculating the WACC, but, generally speaking, the more volatile
a place the world is, whether due to government policies, higher
interest rates and inflation expectations, or election outcomes, the
higher the WACC.
Another way to look at it would be to assess how easy it is for
companies to raise capital in the current market. Certainly it’s been
easier for U.S. companies since the election, as investors are more
optimistic about faster growth and less regulation in the future.

Lower taxes could have a significant impact on the cost of capital
as well, as it is measured after tax, but here too, it gets a little
tricky. Lower taxes could lower the cost of equity but increase the
cost of debt, since interest is currently tax deductible. There is,
however, some discussion in Congress about eliminating that tax
deduction, which could have a significant impact on the cost of
capital, unless it is offset by a large enough tax reduction.

QUESTION. With a higher cost of capital, would you expect less
M&A and capital reinvestment?
ANSWER. At the margin yes, but there are other potential
developments that would balance this decrease. Both Presidentelect Trump and Congress have proposed a one-time tax reduction
(holiday) for U.S. companies bringing home the assets held in
foreign countries. Currently U.S. companies repatriating their assets
must pay the 35% corporate tax rate on those assets. A tax holiday
to reduce that to say 10% (Trump proposal) might encourage U.S.
companies to repatriate some of the estimated $2.3 trillion in assets
held abroad. This would increase the amount of cash available for
them to use in the U.S. Given the low-growth environment and
difficulty many companies are facing in producing organic growth,
it is likely that at least some of the repatriated assets would go
toward capital reinvestment, likely in the form of M&A. Additionally,
If the cost of capital has gone up because companies and investors
perceive more growth opportunities that must compete for capital,
then activity should remain elevated. For example, CEOs and
Directors might be more confident because their tax burden is lower,
the economy is growing faster and they’ve been able to repatriate
trapped capital from overseas. If that is the case, then they may
be more, not less, likely to deploy that capital in reinvestment and
M&A despite a higher cost of capital. Also important to note is that
interest rates are rising slowly, from historic lows. Plus companies
do not have to replace all of their debt at once. Thus, in the overall
calculation of WACC, small increases to only some of the debt
portion of a company’s WACC may be easily surmountable by ROIC.
Finally, rates are not rising in many countries outside of the U.S., so
companies in those countries may not even face that headwind at all.

QUESTION. How do you determine if a company is good at
reinvesting its capital?
ANSWER. As mentioned, in general, we look for companies
to have an ROIC that’s higher than its WACC. More specifically,
we believe a company should have an ROIC that is higher than
its WACC plus a hurdle rate. Within our Global Equity Capital
Reinvestment strategy we seek companies that are consistently
generating a ROIC of at least 500 bps over their WACC. In
evaluating a company, one of the first things we look at is how its
returns have trended over time. If they’ve trended up, then the
company’s marginal return on incremental invested capital (ROIIC)
is higher than what it has earned historically. If it has trended
down, then either the company’s management has made poor
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reinvestment decisions (AOL buying Time Warner, Hewlett Packard
buying Autonomy, Daimler buying Chrysler) or the industry in which
the company operates has changed. Harvard’s Professor Michael
Porter has analyzed this latter dynamic through a framework he
calls “the five forces,” in which he assesses the attractiveness of
an industry based on five competitive dynamics: the threat of new
entrants, the threat of substitutes, threats from established rivals,
and the bargaining power of buyers and suppliers relative to the
company. A company could have the most skilled management
team around, but due to any of those five factors, may generate a
ROIC that is lower than a company with less-skilled management in
a more attractive industry. The Global Equity Capital Reinvestment
strategy aims to create a diversified portfolio of stocks from across
sectors and sub-sectors that have different “five forces” backdrops.
For example, in the financials sector, it owns stocks from the
banking sub-sector, which is a highly competitive, capital intensive
business and has low barriers to entry and the credit card network
sub-sector, which is capital light with very high barriers to entry. So
we consider both the hard numbers and qualitative factors like the
five forces in order to evaluate how good a company is at allocating
capital. Sometimes a company has skill, sometimes luck, but over
time, persistently high return on incremental invested capital is a
very good indicator of whether a company is good at reinvesting its
capital. In addition, we also look at how a company’s management
is compensated. If management’s long-term compensation is based
on ROIC or similar criteria, we can be more confident that they will
focus on high-return projects rather than growth for growth’s sake,
and vice versa.

David Siino is a portfolio manager for the Global Equity Capital
Reinvestment strategy. Prior to joining Epoch in 2007, he was a
research analyst with Gabelli & Company where he was responsible
for covering the financial services sector, overseeing the automotive
sector research team and making buy/sell recommendations for the
Gabelli mutual funds. Before joining Gabelli & Company, David was an
assistant research director for Barron’s Business and Financial Weekly.
David holds a BA from Hofstra University and an MBA from Baruch
College. He holds the Chartered Financial Analyst and Chartered
Alternative Investment Analyst designations.

QUESTION. Have companies that reinvest well performed better
than those that don’t?
ANSWER. Yes. Not every quarter, and not even every year. But
over the long term, the evidence indicates that stocks earning higher
premiums over their cost of capital generate better returns. We did
a study in which we divided stocks in the MSCI World Index into
quintiles at the end of each year based on the spread between their
ROIC and their cost of capital. We then looked at how those quintiles
performed over the following year. Over the ten years through the
end of 2016, the top quintile had the best cumulative return, beating
the MSCI World index by about 2.5% per year on an annualized basis.
Having said that, I should note that the top quintile didn’t outperform
every year. In fact, it outperformed in six years and underperformed
in four (one of which was 2016), but the cumulative results were still
strong. The second quintile did well too, outperforming by about 1.0%
per year on average, and the stocks in the bottom three quintiles
underperformed over the long term. This shouldn’t really come as a
surprise. Earning a return on your invested capital that is higher than
your cost of that capital is really just the literal definition of how you
grow the value of a business. The trick for investors is how to identify
in advance the companies that will do that.
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Quarterly Investment Update: Candy Now, Spinach Later? (cont’d)
as delivering the much anticipated candy (tax reform,
deregulation, infrastructure spending) is likely to prove more
challenging than optimists expect, while the market becomes
increasingly worried about the spinach (protectionism, rising
interest rates). As a consequence, our base case anticipates
mid-single digit gains this year, but with more uncertainty and a
wider range of potential outcomes than normal.

figure 1: equity markets typically rise between the
election and inauguration, then turn choppy

A secondary reason that we won’t discuss in this note is that
president-elect Trump has been lucky, winning at a propitious
moment as the global manufacturing cycle is improving
(associated PMIs appear to have bottomed in mid-2016) and
earnings revision ratios are near six-year highs.

THE SISYPHEAN TASK OF TAX REFORM
“I hold in my hand 1,379 pages of tax simplification.”
— Delbert L. Latta, ranking Republican on
House Budget Committee, 1986

(50 trading days before and after Inauguration)
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Source: Bloomberg, Epoch
Note: Previous Presidents’ average covers the election years 1952, 1960, 1968,
1976, 1980, 1992

The prime piece of candy that markets have been fixated
on is corporate tax reform, with investors viewing it as over
86% likely by end-2017 (according to PredictIt). However,
the complexity of this task cannot be overstated — there is
disagreement within the GOP on many details (the border
adjustment tax, interest deduction and full capex expensing)
and the details matter, enormously. That helps explain
why the last comprehensive overhaul occurred more than
three decades ago. Over its tortuous, two-year odyssey,
the Tax Reform Act of 1986 came back from the dead so
often it became known as the “Phoenix Project” after the
mythological creature that rose from its own ashes. There
is little reason to believe that 2017 will prove any easier,
especially if reform encompasses both corporate and
individual tax reform (the latter is much more difficult).

On that theme, while it is not at all surprising that global policy
uncertainty is extremely elevated, we find it perplexing that
equity volatility is close to its decade low (Figure 2). We believe
this has occurred primarily because investors have chosen
to focus almost exclusively on the much-anticipated candy,
while being a bit in denial regarding the inevitable spinach.

The key reason for wanting corporate tax reform is abundantly
clear (Figure 3) and, if successful, it could add 5% to 10%
to 2017’s earnings. (Each percentage point reduction in
the effective tax rate increases S&P 500 EPS by $1.50 to
$1.75.) Such a reduction would especially benefit sectors like
healthcare services, consumer staples, consumer durables and
telecoms, that usually face higher tax rates.

figure 2: economic policy uncertainty is extremely
elevated while equity market volatility is close to its
decade low

figure 3: among g20 countries, the u.s. possesses
one of the highest effective marginal corporate tax
rates (%, 2015)
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THE BIG REWIND?

CAN TRUMP AND THE HOUSE GOP REVERSE
DECADES OF REGULATORY CREEP?
The second piece of candy is more difficult to quantify, but
could prove equally potent (Figure 4), especially for the energy
and financials sectors. Given the composition of Trump’s
cabinet, it seems reasonable to be optimistic regarding future
activity in the oil and natural gas industries (including pipeline
approvals). Financial deregulation is likely even more important
for the broader market, as it could allow credit growth to
accelerate, which would spur on the economic machine.
However, repealing most provisions of Dodd-Frank requires
60 Senate votes and that could prove challenging. Still, the
Department of Labor is likely to delay the scheduled April
implementation of its fiduciary standard for retirement brokers
and most of the new, key financial regulators represent probank policy shifts.

The second factor that investors are not paying sufficient
attention to is the dynamic of rising wages, inflation and
interest rates (Figure 5). We wrote a white paper on this topic
in December, emphasizing that a rising yield environment
suggests we could experience a gradual rewind of the multiple
expansion witnessed over the past five years. This constitutes
a key risk to equity markets, especially if the Federal Reserve
responds hawkishly to the cyclical lift in growth and inflation.
But again, investors are otherwise preoccupied, focused on
visions of candy rather than soggy old spinach.

figure 5: u.s. wage growth is at an 8-year high while
inflation expectations are rising
3.2

2.8

figure 4: federal red-tape has multiplied during
recent decades
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PEAK TRADE?
Turning now to two items of underappreciated spinach, one
of Trump’s campaign advisors criticized the media for taking
him “literally, but not seriously.” When it comes to trade,
investors should do both. If there is one economic policy Trump
believes in, it is protectionism. He has promised protectionist
measures on hundreds of occasions and has wide authority
to act unilaterally. Further, Trump’s trade team (Lighthizer,
Navarro, Ross and DiMicco) is the most protectionist of any
administration in over 80 years. The team has been shockingly
clear about its throughts and has repeatedly told us, in
painstaking detail, what they plan to do (especially illuminating
is Lighthizer’s 2010 testimony). Further, China’s retaliation will
be immediate, forceful and in-kind. Trade spats and tit-for-tat
retaliation appear highly likely in coming quarters, although
markets appear remarkably complacent.
9
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Strategy Performance as of December 31, 2016
U.S. STRATEGIES
IN USD
U.S. VALUE

Annualized Returns
QTR

1
Year

3
Years

5
Years

Risk Statistics — Since Inception

Since
10
Years Incept.

Std
Dev.

Sharpe Inform.
Ratio Ratio Alpha

Beta

R2

Epoch Gross Return

4.2

10.2

6.8

13.1

7.4

8.0

13.9

0.5

-

-

-

Epoch Net Return

4.1

9.9

6.5

12.7

7.0

7.5

-

-

-

-

-

Russell 1000

3.8

12.1

8.6

14.7

7.1

6.5

14.7

0.4

0.3

2.1

0.9

0.9

Russell 1000 Value

6.7

17.3

8.6

14.8

5.7

6.9

14.9

0.4

0.2

1.9

0.9

0.9

S&P 500

3.8

12.0

8.9

14.7

6.9

6.2

14.5

0.3

0.4

2.3

0.9

0.9

Epoch Gross Return

5.3

9.9

7.4

13.8

7.6

11.6

13.5

0.7

-

-

-

-

Epoch Net Return

5.2

9.4

6.9

13.2

7.0

10.9

-

-

-

-

-

Russell 3000

4.2

12.7

8.4

14.7

7.1

9.5

15.1

0.5

0.3

3.8

0.8

0.8

Russell 3000 Value

7.2

18.4

8.6

14.8

5.8

9.8

14.7

0.5

0.3

3.5

0.8

0.8

Epoch Gross Return

7.6

18.1

6.7

13.9

8.2

10.9

16.6

0.6

-

-

-

-

Epoch Net Return

7.5

17.6

6.2

13.5

7.7

10.2

-

-

-

-

-

Russell 2000

8.8

21.3

6.7

14.5

7.1

10.9

18.7

0.5

0.0

1.5

0.8

0.9

Russell 2000 Value

14.1

31.7

8.3

15.1

6.3

10.9

18.6

0.5

0.0

1.7

0.8

0.9

Epoch Gross Return

6.7

16.9

6.9

14.1

8.4

8.9

17.8

0.5

-

-

-

-

Epoch Net Return

6.6

16.5

6.5

13.7

8.0

8.4

-

-

-

-

-

Russell 2500

6.1

17.6

6.9

14.5

7.7

8.4

18.7

0.4

0.1

0.9

0.9

1.0

Russell 2500 Value

9.3

25.2

8.2

15.0

6.9

7.7

18.6

0.4

0.2

1.7

0.9

0.9

Epoch Gross Return

4.3

5.4

6.3

13.4

7.6

9.0

15.4

0.5

-

-

-

-

Epoch Net Return

4.2

5.0

5.9

13.0

7.2

8.5

-

-

-

-

-

Russell 3000

4.2

12.7

8.4

14.7

7.1

8.3

14.8

0.5

0.2

0.7

1.0

0.9

U.S. EQUITY
SHAREHOLDER YIELD

Epoch Gross Return

2.6

15.6

9.8

14.0

8.9

1.6

-

-

-

-

Inception date: 6/30/2012

Epoch Net Return

2.5

15.3

9.5

13.6

-

-

-

-

-

Russell 1000 Value

6.7

17.3

8.6

14.4

10.2

1.4

(0.1)

3.2

0.7

Inception date: 7/31/2001

U.S. ALL CAP VALUE
Inception date: 7/31/1994

U.S. SMALL CAP VALUE
Inception date: 12/31/2002

U.S. SMID CAP VALUE
Inception date: 8/31/2006

U.S. CHOICE
Inception date: 4/30/2005
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-

-

-

-
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GLOBAL & INTERNATIONAL
STRATEGIES IN USD

Annualized Returns
QTD

1
Year

3
Years

5
Years

Risk Statistics — Since Inception

Since
10
Years Incept.

Std
Dev.

Sharpe Inform.
Ratio Ratio Alpha

Beta

R2

GLOBAL EQUITY
SHAREHOLDER YIELD

Epoch Gross Return

(0.6)

8.1

3.7

9.2

5.9

7.7

12.7

0.5

-

-

-

-

Inception date: 12/31/2005

Epoch Net Return

(0.7)

7.7

3.3

8.8

5.5

7.2

-

-

-

-

-

-

1.9

7.5

3.8

10.4

3.8

5.2

15.9

0.3

0.4

3.5

0.8

0.9

Epoch Gross Return

(1.3)

(0.6)

0.9

9.4

5.7

8.1

14.7

0.5

-

-

-

-

Epoch Net Return

(1.5)

(1.1)

0.3

8.9

5.0

7.4

-

-

-

-

-

-

1.9

7.5

3.8

10.4

3.8

5.4

15.7

0.3

0.5

3.3

0.9

0.9

MSCI World (Net)

GLOBAL CHOICE
Inception date: 9/30/2005

MSCI World (Net)

GLOBAL ABSOLUTE
RETURN

Epoch Gross Return

(0.6)

(1.3)

(1.4)

7.8

4.9

9.2

12.5

0.6

-

-

-

-

Inception date: 12/31/2001

Epoch Net Return

(1.0)

(2.5)

(2.7)

6.4

3.6

7.8

-

-

-

-

-

-

1.9

7.5

3.8

10.4

3.8

5.8

15.2

0.3

0.4

4.9

0.7

0.7

Barclays Capital U.S.
Aggregate

(3.0)

2.6

3.0

2.2

4.3

4.6

3.5

1.0

0.4

10.9

(0.2)

0.0

Epoch Gross Return

(2.2)

(2.8)

(1.9)

6.7

3.0

18.2

0.2

-

-

-

-

Epoch Net Return

(2.3)

(3.2)

(2.3)

6.3

2.7

-

-

-

-

-

-

MSCI EAFE (Net)

(0.7)

1.0

(1.6)

6.5

1.9

19.4

0.1

0.4

1.1

0.9

1.0

INTERNATIONAL
SMALL CAP

Epoch Gross Return

(3.0)

(2.5)

(1.0)

8.9

3.4

7.7

19.0

0.3

-

-

-

-

Inception date: 1/31/2005

Epoch Net Return

(3.2)

(3.2)

(1.7)

8.1

2.6

6.8

-

-

-

-

-

-

MSCI World ex USA
Small Cap (Net)

(2.7)

4.3

1.4

9.0

2.7

5.6

19.0

0.2

0.5

2.1

1.0

1.0

Epoch Gross Return

3.4

9.2

3.4

11.5

6.7

11.4

15.4

0.7

-

-

-

-

Epoch Net Return

3.4

9.1

3.2

11.3

6.4

10.8

-

-

-

-

-

-

MSCI World Small Cap
(Net)

2.7

12.7

4.6

12.2

5.6

11.5

17.5

0.6

(0.0)

1.4

0.8

0.9

MSCI World (Net)

NON-U.S. EQUITY
Inception date: 8/31/2008

GLOBAL SMALL CAP
Inception date: 12/31/2002
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DISCLOSURES
1. Presentation of the Firm — Epoch Investment Partners, Inc. is a wholly owned subsidiary of the Toronto Dominion Bank. Epoch Investment Partners, Inc. (“Epoch”) became a registered investment adviser under
the Investment Advisers Act of 1940 in June 2004. Performance from April 2001 through May 2004 is for Epoch’s investment team and accounts while at a prior firm. Performance from July 1994 through March
2001 is for Bill Priest and the accounts while at a different prior firm. For both time periods, Bill or the investment team were the only individuals responsible for selecting the securities to buy and sell. Epoch has the
books and records supporting the performance of this track record and will provide these records upon request. Epoch claims compliance with the Global Investment Performance Standards (GIPS®).
2. Composite Structure — Epoch’s composites include all tax-exempt and taxable portfolios above $500,000 in size and are generally managed relative to an applicable market index. Results are based on fully
discretionary accounts under management, including those accounts no longer with the firm. Where indicated, the changes to benchmarks or composites, noted below, were made to present a more representative
and insightful comparison to the investment strategies. Also noted below, are the composite descriptions for each strategy offered at Epoch Investment Partners, Inc.
COMPOSITE
U.S. Value

CREATION
DATE
June 2004

CURRENT
BENCHMARK
Russell 1000;
Russell 1000
Value; S&P
500

U.S. All Cap
Value

June 2004

Russell 3000;
Russell 3000
Value

U.S. Small
Cap Value

June 2004

Russell 2000;
Russell 2000
Value

U.S. SMID
Cap Value

September
2006

Russell 2500;
Russell 2500
Value

U.S. SMID Cap Value is a value equity portfolio managed by Epoch for long-term appreciation through investment in small and mid-capitalization U.S. companies. Epoch employs a research process focused on
free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 60-90 securities which provides
concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 2500 at time of purchase. The companies are selected based on their ability to
generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.

U.S. Choice

May 2005

Russell 3000

U.S. Choice is a value equity portfolio managed by Epoch for long-term appreciation through investment in businesses that reflect the high conviction ideas of all of Epoch’s U.S. strategies. Epoch employs a
research process focused on free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately
20-35 securities which provides concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 3000 at time of purchase. The companies are
selected based on their ability to generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.

U.S. Equity
Shareholder
Yield

July 2012

Russell 1000
Value

U.S. Equity Shareholder Yield Composite contains fully discretionary diversified portfolios of U.S. equity securities managed by Epoch for above average income and long-term capital appreciation. Epoch employs a
research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as P/E or P/B. The portfolio consists of approximately 75-120 securities which are selected on the expectation they will generate excess free cash flow and whose management will allocate it prudently among dividends, share repurchases, debt pay downs, internal reinvestment opportunities and/or acquisitions.

Non-U.S.
Equity

August
2008

MSCI EAFE
Index (Net)

Non-U.S. Equity pursues long-term capital appreciation by investing in a portfolio of approximately 60-80 stocks primarily from developed markets outside the U.S. As fundamental investors with a long-term
orientation, Epoch selects companies based on their ability to generate free cash flow and allocate it effectively for the benefit of shareholders.

CREATION
DATE
January
2006

CURRENT
BENCHMARK
MSCI World
(Net)

Global
Choice

October
2005

MSCI World
(Net)

Effective 1/2009, the benchmark was changed for the Global Absolute
Return and Global Choice composites from the MSCI World (Gross) Index to
the MSCI World (Net) Index because it is more representative of the firm’s
accounting methodology with regards to foreign withholding tax treatment.

Global
Absolute
Return

June 2004

Barclays
Capital U.S.
Aggregrate
and MSCI
World (Net)

International
Small Cap

February
2005

MSCI World
ex-USA Small
Cap (Net)

Effective 5/2015, the S&P 500 Index has been removed as a benchmark as
it is no longer being used for comparative purposes. Effective 1/2009, the
benchmark was changed for the Global Absolute Return and Global Choice
composites from the MSCI World (Gross) Index to the MSCI World (Net)
Index because it is more representative of the firm’s accounting methodology with regards to foreign withholding tax treatment.
Effective 7/1/2009, performance information for these composites is shown
comparative to the MSCI World ex-USA Small Cap (Net) respectively, on a
current and retrospective basis. The benchmark previous to 7/1/2009 was
the S&P EPAC Small Cap Index.

Global Small
Cap

June 2004

MSCI World
Small Cap
(Net)

COMPOSITE
Global Equity
Shareholder
Yield

COMPOSITE DESCRIPTION
U.S. Value is a value-oriented equity portfolio managed by Epoch for long-term appreciation through investment in large-capitalization U.S. companies. Epoch employs a research process focused on free-cash-flow
generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 40-60 securities which provides concentration
with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 1000 at time of purchase. The companies are selected based on their ability to generate free
cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.
U.S. All Cap Value is a value-oriented equity portfolio managed by Epoch for long-term appreciation through investment in large-, medium- and small-capitalization U.S. companies. Epoch employs a research
process focused on free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 50-60 securities which provides concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 3000 at time of purchase. The companies are selected
based on their ability to generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs. Effective 7/1/06, the
U.S. All Cap Value Composite has been redefined to reflect only those discretionary accounts managed by the All Cap Value Team and following the respective All Cap Value model. As a result, all accounts which
are not managed by the All Cap Value Team and have specified client risk preferences have been removed.
U.S. Small Cap Value is a value-oriented equity portfolio managed by Epoch for long-term appreciation through investment in small-capitalization U.S. companies. Epoch employs a research process focused on
free-cash-flow generation as opposed to traditional accounting-based metrics such as P/E or P/B. As long-term-oriented conviction investors, the portfolio consists of approximately 60-90 securities which provides
concentration with diversification, and typically limits the market capitalization of the securities in the portfolio to that of the Russell 2000 at time of purchase. The companies are selected based on their ability to
generate free cash flow and to allocate it accretively among internal reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.

PREVIOUS BENCHMARK HISTORY
Effective 7/1/2009, performance information for these
composites is shown comparative to the MSCI World (Net) indices,
respectively, on a current and retrospective basis. The benchmark previous
to 7/1/2009 was the S&P Developed BMI Index.

Effective 7/1/2009, performance information for these
composites is shown comparative to the MSCI World Small Cap (Net)
respectively, on a current and retrospective basis. The benchmark previous
to 7/1/2009 was the S&P Developed Small Cap Index.

COMPOSITE DESCRIPTION
Global Equity Shareholder Yield is a diversified portfolio of global equity securities managed by Epoch for above average income and
long-term capital appreciation. Epoch employs a research process focused on free-cash-flow generation as opposed to traditional
accounting based metrics such as P/E or P/B. The portfolio consists of approximately 90-120 securities which are selected on the
expectation they will generate excess free cash flow and whose management will allocate it prudently among dividends, share repurchases, debt pay downs, internal reinvestment opportunities and/or acquisitions.
Global Choice is a concentrated portfolio of global equity securities managed by Epoch for longer term capital appreciation. Epoch
employs a research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as P/E
or P/B. The portfolio consists of approximately 25-35 securities which are selected on the expectation they will generate excess free
cash flow and whose management will allocate it prudently among internal reinvestment opportunities, acquisitions, dividends,
share repurchases and/or debt pay downs.
Global Absolute Return is a concentrated portfolio of global equity securities managed by Epoch for longer term capital appreciation. Cash is actively used to limit loss exposure. Epoch employs a research process focused on free-cash-flow generation as opposed
to traditional accounting based metrics such as P/E or P/B. The portfolio consists of approximately 25-35 securities which are selected on the expectation they will generate excess free cash flow and whose management will allocate it prudently among internal
reinvestment opportunities, acquisitions, dividends, share repurchases and/or debt pay downs.
International Small Cap is a diversified portfolio of non-U.S. small cap stocks managed by Epoch for long term capital appreciation.
Epoch employs a research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as
P/E or P/B. The portfolio consists of approximately 125-175 securities which are selected on the expectation they will generate excess
free cash flow and whose management will allocate it prudently among internal reinvestment opportunities, acquisitions, dividends,
share repurchases and/or debt pay downs.
Global Small Cap is a diversified portfolio of global small cap stocks managed by Epoch for long term capital appreciation. Epoch
employs a research process focused on free-cash-flow generation as opposed to traditional accounting based metrics such as P/E or
P/B. The portfolio consists of approximately 150-200 securities which are selected on the expectation they will generate excess free
cash flow and whose management will allocate it prudently among internal reinvestment opportunities, acquisitions, dividends,
share repurchases and/or debt pay downs.

3. Risk Statistics Source — The composite dispersion presented is an asset-weighted standard deviation calculated for the accounts in the composite the entire period. Sharpe ratio is a measure of absolute risk adjusted
return developed by Professor William Sharpe. It divides the excess return of an account above cash returns by the Standard Deviation of the excess return to determine the reward per unit of risk. Information Ratio
is a measure of relative risk-adjusted return. It is determined by dividing excess return by Tracking Error. Alpha is a measurement of the expected residual return adjusted for the account Beta. Beta is a quantitative
measure of the volatility of the account relative to the account benchmark. R-squared is a measure of how closely an account’s performance correlates with the performance of the account benchmark, ranging from
0, indicating no correlation, to 1, indicating perfect correlation. Composite-level risk statistics are calculated using monthly rates-of-return. Statistics calculated using a sample of less than 36 months can be considered
a less reliable estimate of the characteristic’s true value.
4. Benchmark Source — Russell Investments; MSCI Inc.; Standard & Poor’s; and Barclays Capital are the source and owners of the index data contained herein (and all trademarks related thereto), which may not be
redistributed. Reference to an index does not imply that the portfolio will achieve returns, volatility or other results similar to the index. The composition of the indices are provided for your information only and may
not reflect the manner in which a portfolio is constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility or tracking error targets, all of which
are subject to change over time. Indices are unmanaged. The figures for each index reflects the reinvestment of dividends but do not reflect the deduction of any fees or expenses which would reduce returns except
for the MSCI (Net) indices where net total return indices reinvest dividends after the deduction of withholding taxes, using (for international indices) a tax rate applicable to non-resident institutional investors who do
not benefit from double taxation treaties. Investors cannot invest directly in indices.
5. Total Return Methodology — Valuations are computed and performance is reported in U.S. dollars. Composite returns are presented gross and net of management fees and include the reinvestment of all income.
Gross-of-fees returns are presented before management fees but after all trading expenses. Net performance reflects the gross-of-fees return reduced by the investment management fee and performance-based fee
(where applicable) incurred. Effective 1/2008, net performance is calculated by deducting the actual investment management fee incurred by each portfolio in the composite. Prior to 1/2008, net-of-fee returns reflect
the deduction of the highest annual management fee, calculated on a monthly basis. Returns include the effect of foreign currency exchange rates. Composite and benchmark (international indices) returns are presented net of non-reclaimable withholding taxes. Periods over one year are annualized. Internal dispersion is calculated using an asset-weighted standard deviation of annual gross returns of those accounts that were
included in the composite for the entire year. Internal dispersion figures that are not meaningful due to the limited number of accounts in the composite are annotated by N/A. The three-year annualized standard
deviation measures the variability of the composite and the benchmark returns over the preceding 36-month period. Policies for valuing portfolios, calculating performance, and preparing compliant presentations are
available upon request. Past performance is not indicative of future results. An account could incur losses as well as gains.
6. Significant Cash Flow Policy — Effective January 1, 2008, Epoch does not apply a significant cash flow policy as all accounts are valued daily. From January 1, 2006 to December 31, 2007, Epoch defined a significant cash flow as one in excess of 25% of the portfolio market value. Prior to January 1, 2006 Epoch’s policy required the temporary removal of any portfolio incurring a client initiated significant cash flow of 10% or
greater of portfolio market value. Additional information regarding the Epoch’s historical treatment of significant cash flows is available upon request.
7. To receive a complete list and description of Epoch’s composites, GIPS® firm-wide verification or composite examination reports by Ashland Partners & Company LLP from June 21, 2004 through September 30, 2016.
and/or other presentations that adhere to the GIPS® standards, contact us at 212-303-7200, write to Epoch Investment Partners Inc., 399 Park Avenue, New York, NY 10022, or send an email to info@eipny.com

www.eipny.com

