
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. 

Spotlight On: Dividend Investing – Auto Pilot vs. Active Pilot
A conversation with Kera Van Valen, CFA — Managing Director, Portfolio Manager 
and Senior Research Analyst

QUESTION. Why are dividend paying stocks so important to an 
investment portfolio? 

ANSWER. Apart from the obvious income benefit, in the long term, 
stocks that pay a consistent dividend tend to outperform those that either 

cut or cancel announced dividends or don’t pay any. In fact, from 1973 to 2016, S&P 500 
companies that paid stable dividends returned 7.2% on an annualized basis and those that 
consistently grew their dividend did even better, returning 9.8%. Companies that did not 
pay a dividend had a considerably lower return of 2.5%, and those that cut their dividends 
actually had a negative return of -0.84%. The consistent dividend payers achieved their 
superior returns with lower volatility. Dividend growers had a standard deviation of 15.9% 
and those with stable dividends had 18% compared to around 25% for both dividend cutters 
and those companies that did not pay a dividend at all.1 

Quarterly Investment Update: The Unwinding of QE and 

the Next Financial Crisis
By William W. Priest, CFA — CEO, Co-CIO and Portfolio Manager 

Global monetary policy has been extraordinarily accommodative for a decade 
now, but an inflection point has been reached. The Fed has already hiked rates 
four times since late-2015, with its “dot plot” suggesting an additional 100 
bps of hiking by the end of 2018. Further, the Fed will commence shrinking 
its balance sheet this month, while the ECB will begin tapering its QE program 
shortly, with details likely announced at its October 26 meeting.

in the news
•  Shareholder Yield Portfolio Manager Kera 

Van Valen was interviewed by Wally Forbes 
for Forbes.com in which she discussed the 
makeup of the strategy. 
September 28, 2017

•  CEO Bill Priest appeared on BNN’s Money 
Talk to discuss potential tax reform in 
the U.S. and the repatriation of cash that 
might follow. He also discussed the impact 
technology is having on the capital markets. 
September 15, 2017

•  Portfolio Manager Bill Booth appeared on 
BNN’s Money Talk with Kim Parlee where he 
discussed the landscape in Europe. 
July 12, 2017
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Europe’s Political Waters
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Firm Update

EVENTS 

Epoch’s Co-Chief Investment Officers 
Bill Priest and David Pearl, along with 
Global Investment Strategist Kevin 
Hebner discuss the key reasons for 
our continued constructive outlook 
on equity markets. They address why 
we expect inflation and interest rates 
to remain weak, the investment case 
for Europe, what we like and don’t like 
about Japanese equities and the impact 
of technology on capital markets. 
Thursday, October 19, 2017 
 
Replay and presentation available on  
www.eipny.com 
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ASSETS UNDER MANAGEMENT $48.6B

Global & Non-U.S. Equity  
Shareholder Yield  
$19.9B

Global Choice
$5.2B

Global Equity
$3.5B

Non-U.S. Large Cap
$2.8B

U.S. Large Cap
$6.2B

U.S. Small/SMID Cap
$2.6B

U.S. All Cap/Choice
$3.5B

$32.1B

Global & Non-U.S.  
Small Cap
$0.7B

As of September 30, 2017

U.S. Equity 
Shareholder Yield
$4.2B

GLOBAL STRATEGIES U.S. STRATEGIES

$16.5B

PEOPLE UPDATE

Stephen Salzone, CFA

Stephen joined Epoch as an equity research analyst. Prior to joining Epoch, he 
spent 13 years at AllianceBernstein, most recently as a research analyst for the 
Value Equities strategies focusing on U.S. small-cap to mid-cap companies in 
several sectors. Stephen received his BS in Business Information Systems from 
Messiah College. 

Tom Pernice

Tom Pernice began his previously announced retirement on August 1, 2017. 
Tom spent more than 11 years with the firm and led our institutional client 
service effort. Responsibility for leading institutional client service has 
transitioned to Maura McNulty. Maura joined Epoch in 2013 and has 20 
years of industry experience. We wish Tom the best of luck in retirement.

For our latest Insights, follow Epoch on Social Media www.linkedin.com/company/epochinvest                   @epochinvest

RECENT INSIGHTS (available on www.eipny.com)

Tech is the New Macro Part II: Implications for Labor Markets and Productivity

Part I of our three part Tech is the New Macro series demonstrated how technology will be positive for all three 
components of ROE. In Part II, we explore the occupations most susceptible to disruption by technology, new 
jobs that may arise from technology, the puzzling decrease in productivity growth and the effect technology has 
had on inflation. Read More

Stay tuned for the final paper in the series, The Promise and Peril of Technology, to be released in 4Q17

www.eipny.com
http://www.linkedin.com/company/epochinvest
http://www.twitter.com/epochinvest
http://www.eipny.com/assets/pdfs/Part_II_-_Tech_is_the_New_Macro_FINAL.pdf


Spotlight (continued)

QUESTION. Can’t investors just invest passively in high 
dividend stocks?

ANSWER. While investors can indeed invest in yield-oriented 
stocks through passive vehicles, these vehicles do little to identify 
high-quality companies that will continue to deliver going forward 
or monitor the portfolio to ensure its objectives are met. Passive 
strategies are designed to hold all stocks that meet the underlying 
indices’ criteria regardless of quality or outlook — they fly on auto 
pilot. An “active pilot” or portfolio manager can make informed, 
timely decisions to ensure the portfolio stays “on course” and 
continues to deliver on its objectives. This flexibility is particularly 
helpful in difficult or stressed market conditions when volatility 
may be heightened and companies may experience challenges. 
For example, if there are doubts about a company’s ability to 
sustain its cash distributions going forward, the portfolio manager 
has the option of adjusting the portfolio accordingly to minimize 
the risk that the portfolio does not achieve its goals. Passive 
products do not have that luxury and may even continue holding 
a company that cut or canceled its dividend until the fund’s next 
scheduled rebalancing, despite the company no longer meeting 
the investment criteria of the strategy.

QUESTION. What is another advantage of active management 
in dividend investing?

ANSWER. Active managers can marry quantitative tools 
with rigorous fundamental analysis, helping them assess the 
sustainability of cash distributions. For example, within our 
Shareholder Yield strategies, our multi-factor quantitative screen 
serves as a starting point in our research process, helping to 
identify potential investment opportunities. Our experienced 
team of research analysts then facilitates a comprehensive review 
of the companies’ fundamentals and their ability and willingness 
to generate, grow and return cash to shareholders. We not only 
review historic performance, but also build a two-year forecast 
of key operating and financial metrics. We also meet with 
management teams to form opinions on their capital allocation 
policies and commitment to the dividend going forward. By 
contrast, passive products tend to rely solely on backward looking-
metrics, which can be easily manipulated by management, when 
selecting and weighting securities.

QUESTION. What about diversification; isn’t holding a larger 
number of stocks more beneficial?

ANSWER. A larger number of stocks isn’t necessarily more 
beneficial and doesn’t always lead to diversification benefits. 
While it is true that a larger number of holdings can help to 
mitigate the risk from any one holding assuming a low correlation 
with the existing portfolio, if the additional holdings are lower-
quality, they may alter the overall risk profile of the portfolio and 
ultimately hurt the  strategy. Take, for example, the utilities sector, 
which generally provides  attractive levels of yield. The majority 
of the sector may meet the criteria of a passive dividend strategy 
and thus be included in the strategy, but the sector cannot be 
purchased as a whole without taking on unwanted risks because 
the buyer would be purchasing the lower-quality companies along 

with the higher-quality ones. An active strategy, on the other 
hand, can be selective and build a pool of utilities holdings that 
work best for the strategy, maintaining the diversification benefit 
while excluding the undesirable companies. For the Shareholder 
Yield strategies, we generally invest in regulated utilities that have 
their allowed rates of return set by regulators and more stable 
demand, both of which lead to more predictable and transparent 
cash flows.

Looking at diversification and risk management from simply 
a number of holdings perspective doesn’t ensure sufficient 
diversification or best position the portfolio to deliver on its 
objectives. Portfolio construction should also play a major role. 
Many passive dividend strategies select and weight companies 
solely based on the company’s dividend yield. As a result, riskier 
stocks can become a  portfolio’s largest holdings if they are 
also the highest yielding. We believe that a better approach is 
to employ inverse risk weighting or weight holdings based on 
their expected risk. Put simply, if two companies have the same 
expected return, the company with lower risk will have a large 
weight in the portfolio than the company with higher risk, all else 
equal. In the Shareholder Yield strategies, we further integrate 
risk management into our portfolio construction process by 
limiting not only individual position sizes, but also how much 
each individual holding can contribute to the portfolio’s yield and 
growth components. 

QUESTION. How do the Shareholder Yield strategies’ broader 
focus compare to traditional passive dividend strategies?

ANSWER. The Shareholder Yield strategies focus on more than 
just dividends. Instead, they invest with a focus on free cash 
flow. The strategies look for companies with sustainable, growing 
free cash flow and a consistently growing return of cash to 
shareholders through not only dividends, but also share buybacks 
and debt reduction. We pursue an aspirational average annual 
return of approximately 9% (for the global strategy over a full 
market cycle) through diversified portfolios with a cash dividend 
yield of approximately 4% to 4.5%, an additional return from the 
impact of share buybacks and debt reduction, and a cash flow 
growth rate sufficient to increase the combined dividend stream 
by at least 3% per year. Thus, we aren’t necessarily investing in 
the highest yielding companies, but rather are focused on finding 
companies with the ability and willingness to consistently return 
growing amounts of cash to shareholders over time.

Kera is a portfolio manager for Epoch’s Equity Shareholder Yield strategies.
Prior to joining the Shareholder Yield team, Kera was an analyst within 
Epoch’s Quantitative Research and Risk Management team. Before joining 
Epoch in 2005, she was a portfolio manager of Structured Equities and 
Quantitative Research at Columbia Management Group where she was 
responsible for the day-to-day management of two index funds. She 
also worked at Credit Suisse Asset Management. Kera received her BA in 
Mathematics at Colgate University and her MBA at Columbia University, 
Graduate School of Business.
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Quarterly Investment Update: The Unwinding of QE and the Next 
Financial Crisis (continued)
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figure 1: the bigger they are the harder they fall?

Since 2009 there has been a 95% correlation between the level of the 
S&P 500 and the combined balance sheet of the G4 central banks 

Source: Autonomous Research

These measures have undoubtedly reduced financial system 
leverage and fragility (Figure 2), but by no means does this imply 
investors can relax. Financial crises are, unfortunately, a common 
feature of today’s global economy. For example, during the last 
35 years there have more than ten financial crises, including the 
European sovereign debt Crisis (2010 to 2014), the bursting of the 
dot-com bubble in (2000 to 2002) and the Asian financial crisis 
(1997 to 1998). Given this backdrop, what is likely to be the nature 
of the problem next time?

figure 2: the largest banks have significantly 
strengthened their capital

Source: Autonomous Research. CET1 (Common Equity Tier 1) ratios 
based on Basel 3 rules

We believe this policy transition constitutes the most significant 
global macro risk and is especially worrisome given the imbalances 
and valuation excesses that currently exist. It is especially difficult to 
reconcile the unwinding of unparalleled central bank balance sheet 
sizes at a time of record peacetime government debt and multi-
century record low yields. Prior to Lehman’s bankruptcy, this trifecta 
would have been all but unimaginable.

For equity investors, the unwinding of QE is important because 
there has been a 95% correlation between the level of the S&P 
500 and the combined balance sheet of the G4 central banks 
(Figure 1). Based on our projections, the combined balance sheet 
will continue to expand through December 2019, albeit at a much 
slower pace than witnessed over the last decade. The balance 
sheet will then begin to shrink but at an extremely gradual and 
predictable manner to keep from unduly spooking markets.

Why is the future size of the balance sheet so critical to the 
market outlook? The answer is that QE has deluged markets 
with a torrent of liquidity, a tide that has driven PE multiples 
dramatically higher. For example, the S&P 500 has enjoyed a 
terrific run, from just under 1,200 in early 2012 to well over 
2,500 today. However, 61% of this appreciation has resulted from 
multiple expansion, versus only 25% from earnings growth and 
14% from dividends. The corresponding proportions for the MSCI 
World since early 2012 are 64% from multiple expansion, 17% 
from earnings growth and 19% from dividends. To illustrate how 
unusual the QE period has been we calculated the corresponding 
proportions for the S&P since 1927: 1% for PE expansion, 73% for 
earnings growth and 26% for dividends. In our view that is what 
a “normal” equity market should look like, with dividends and 
earnings growth being by far the dominant drivers.

The key takeaway from this analysis is that additional multiple 
expansion appears unlikely as QE unwinds. Rather, the direction of 
the equity market is more likely to be determined by its traditional 
factors, that is, earnings growth and dividends (or, more broadly, 
shareholder yield). The good news is this suggests annual equity 
returns in the 6% to 8% range over the next couple years. The bad 
news is that the unwinding of QE will likely lead to greater market 
volatility and a somewhat higher probability of a financial crisis.

LEVERAGE AND FINANCIAL STABILITY
The Fed’s emphasis is now firmly on financial stability and 
preventing a replay of the Global Financial Crisis (2007 to 
2009). This can be seen, for example, by the speeches delivered 
in Jackson Hole two months ago by Janet Yellen and Stanley 
Fischer. The speeches underscored the importance of regulatory 
measures such as the 2010 Dodd-Frank Act and the 2011 Basel 
III Accord in strengthening bank capital requirements and 
decreasing bank leverage.
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FINANCIAL CRISES AND THE FAILURE OF 
CONVENTIONAL ECONOMICS 
The most insightful analysis of liquidity crises that we have come 
across is in Richard Bookstaber’s “The End of Theory: Financial Crises, 
the Failure of Economics, and the Sweep of Human Interaction.” Rather 
than using conventional economic models, he develops an agent-
based approach that clarifies how excessive leverage and stretched 
asset values can create vulnerabilities in a financial system. By 
specifying decision-rules for agents such as banks, broker-dealers 
and hedge funds, he is able to run simulations that demonstrate 
how a moderate price decline or increase in volatility can trigger 
forced selling that creates a fire-sale and potentially, if liquidity 
channels remain impaired, a financial crises.

In an upcoming Insight we will provide a more detailed analysis 
of Bookstaber’s approach, including the unnerving interaction 
between leverage and liquidity. This note will also discuss which 
markets could be most susceptible to a liquidity crisis. Although we 
don’t see the next financial crisis as looming or inevitable, after a 
decade of exceptionally loose monetary policy there is no shortage 
of candidates to trigger the next crisis. Our list includes the usual 
suspects (such as the surging liabilities of Chinese corporations, 
elevated Canadian and Australian housing and consumer debt 
levels, the susceptible Italian sovereign bond market, and U.S. auto 
loans and consumer debt), but with a couple of wrinkles.

One is cyber risk, which the IMF refers to as a textbook example of 
a systemic risk, as cyber-attacks can access vulnerabilities, target 
risk concentrations and induce contagion effects. As has been 
reported, cyber-attacks on financial institutions are becoming more 
common and increasingly sophisticated. It should not come as a big 
a surprise that the finance sector receives the lion’s share of attacks. 
To quote Willie Sutton, “that’s where the money is.” The second 
wrinkle is that, as discussed, several market developments since 
2008 have made severe liquidity disruptions more likely. These 
developments include the shift from active to passive managers 
(who are less likely to buy cheap securities and backstop a market 
disruption), the increased AUM of systematic strategies that sell into 
weakness (such as risk-parity and volatility targeting funds), and the 
declining importance of broker-dealers in liquidity provision.

As QE unwinds, we expect equity market volatility to rise and 
the dispersion of returns across sectors and stocks to increase. 
This is worrisome given that many assets are trading toward the 
high end of their historical ranges. In this environment it should 
prove more important to favor companies with a demonstrated 
ability to produce free cash flow and allocate that cash flow wisely 
between return of capital options and reinvestment/acquisition 
opportunities. Epoch has always favored such companies, believing 
they are the most probable winners. These attributes are likely to 
be more important going forward as the unprecedented monetary 
experiment of the last decade is unwound.

The timing of the next financial crisis is impossible to predict with 
any accuracy, as it will depend on global economic momentum 
(currently solid, but we believe ‘late-cycle’), the pace of central 
bank normalization (likely glacial), and various unforecastable 
factors. However, we believe severe liquidity disruptions will 
be a key attribute of the next crisis, reflecting several market 
developments over the last decade.

One development is the roughly $2 trillion shift from active to 
passive and systematic strategies, which reduces the ability of 
the market to prevent and recover from fire-sales. Many of these 
strategies (e.g. volatility targeting and risk parity) are designed to 
sell on “auto pilot,” a situation that makes disruptive fire-sales more 
likely. In fact, following even a moderate shock, programmatic 
strategies that rely on momentum and asset volatility to determine 
their appropriate level of risk taking would sell into weakness, 
adding fuel to or potentially triggering a fire-sale.

A second trend concerns liquidity provision. Broker-dealers have 
been shifting from human market-makers to faster algorithmic 
or programmatic liquidity that relies on volatility based VAR to 
quickly adjust the amount of risk taking or liquidity provision. 
Additionally, following the Global Financial Crisis and the passing 
of the Dodd-Frank Act, broker-dealers have dramatically reduced 
both their leverage as well as their inventories (Figure 3). While this 
has the advantage of reducing their riskiness, it also reduces their 
ability to act as providers of liquidity during a fire-sale event. The 
unintended result is likely to be less short-term volatility, but at the 
cost of more frequent liquidity disruptions.

FIGURE 3: U.S. DEALER INVENTORY HAS SHRUNK
Liquidity disruptions, market dislocations are more likely as dealer inventory 
has plummeted, even as outstanding U.S. IG and HY market has surged

Source: Deutsche Bank
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“The US stock market today looks a lot like it did at the peak 
before all 13 previous price collapses. That doesn’t mean that 

a bear market is imminent, but it does amount to a stark 
warning against complacency.” - Robert Shiller, Sept 21, 2017



6Quarterly Newsletter — october 2017

U.S. VALUE
Inception date: 7/31/2001

Epoch Gross Return 4.0 13.6 18.4 9.0 13.3 7.3 8.4 13.6 0.5 - - - -

Epoch Net Return 3.9 13.3 18.0 8.7 12.9 7.0 7.9 - - - - - -

Russell 1000 4.5 14.2 18.5 10.6 14.3 7.5 7.0 14.4 0.4 0.3 2.0 0.9 0.9 

Russell 1000 Value 3.1 7.9 15.1 8.5 13.2 5.9 7.1 14.6 0.4 0.3 2.2 0.9 0.9 

S&P 500 4.5 14.2 18.6 10.8 14.2 7.4 6.8 14.2 0.4 0.4 2.2 0.9 0.9 

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

Epoch Gross Return 4.9 16.1 22.2 10.4 14.8 8.0 12.0 13.3 0.7 - - - -

Epoch Net Return 4.7 15.6 21.6 9.8 14.2 7.5 11.2 - - - - - -

Russell 3000 4.6 13.9 18.7 10.7 14.2 7.6 9.8 14.8 0.5 0.3 3.9 0.8 0.8 

Russell 3000 Value 3.3 7.7 15.5 8.8 13.2 6.0 9.9 14.5 0.5 0.3 3.8 0.8 0.8 

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

Epoch Gross Return 1.7 7.9 16.1 10.1 13.0 7.9 10.9 16.3 0.6 - - - -

Epoch Net Return 1.6 7.6 15.7 9.6 12.6 7.5 10.2 - - - - - -

Russell 2000 5.7 10.9 20.7 12.2 13.8 7.8 11.1 18.3 0.5 (0.0) 1.3 0.8 0.9 

Russell 2000 Value 5.1 5.7 20.5 12.1 13.3 7.1 10.7 18.3 0.5 0.0 1.8 0.8 0.9 

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

Epoch Gross Return 2.2 9.2 16.5 10.3 13.9 8.0 9.1 17.3 0.5 - - - -

Epoch Net Return 2.1 8.8 16.0 9.9 13.5 7.6 8.6 - - - - - -

Russell 2500 4.7 11.0 17.8 10.6 13.9 8.2 8.9 18.1 0.4 0.1 0.7 0.9 1.0 

Russell 2500 Value 3.8 5.9 15.7 9.9 13.3 7.6 7.7 18.0 0.4 0.3 1.9 0.9 0.9 

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

Epoch Gross Return 4.2 15.7 20.6 9.0 14.0 7.9 9.7 15.0 0.6 - - - -

Epoch Net Return 4.1 15.3 20.2 8.6 13.5 7.6 9.2 - - - - - -

Russell 3000 4.6 13.9 18.7 10.7 14.2 7.6 8.9 14.4 0.5 0.2 0.8 1.0 0.9 

U.S. EQUITY  
SHAREHOLDER YIELD
Inception date: 6/30/2012

Epoch Gross Return 3.6 11.5 14.4 10.7 14.2 14.2 8.4 1.7 - - - -

Epoch Net Return 3.5 11.3 14.1 10.4 13.8 13.9 - - - - - -

Russell 1000 Value 3.1 7.9 15.1 8.5 13.2 13.9 9.7 1.4 0.1 4.0 0.7 0.7 

U.S. STRATEGIES
IN USD

Annualized Returns Risk Statistics — Since Inception

QTR YTD
1 

Year
3  

Years
5  

Years
10  

Years
Since  

Incept.
Std 
Dev.

Sharpe 
Ratio

Inform. 
Ratio Alpha Beta R2

Strategy Performance as of September 30, 2017
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GLOBAL EQUITY 
SHAREHOLDER YIELD
Inception date: 12/31/2005

Epoch Gross Return 3.9 13.7 13.0 6.0 9.9 6.1 8.3 12.4 0.6 - - - -

Epoch Net Return 3.8 13.4 12.6 5.6 9.5 5.7 7.8 - - - - - -

MSCI World (Net) 4.8 16.0 18.2 7.7 11.0 4.2 6.2 15.4 0.3 0.4 3.4 0.8 0.9 

GLOBAL CHOICE
Inception date: 9/30/2005

Epoch Gross Return 6.9 23.4 21.8 8.3 11.5 6.2 9.5 14.3 0.6 - - - -

Epoch Net Return 6.7 22.9 21.1 7.7 10.9 5.5 8.7 - - - - - -

MSCI World (Net) 4.8 16.0 18.2 7.7 11.0 4.2 6.3 15.3 0.3 0.6 3.7 0.9 0.9 

GLOBAL ABSOLUTE 
RETURN
Inception date: 12/31/2001

Epoch Gross Return 4.5 19.1 18.4 5.1 9.1 5.6 10.0 12.3 0.7 - - - -

Epoch Net Return 4.2 18.2 17.1 3.9 7.7 4.3 8.5 - - - - - -

MSCI World (Net) 4.8 16.0 18.2 7.7 11.0 4.2 6.5 14.9 0.4 0.4 5.1 0.7 0.7 

Barclays Capital U.S. 
Aggregate

0.8 3.1 0.1 2.7 2.1 4.3 4.6 3.4 1.0 0.4 11.5 (0.1) 0.0 

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

Epoch Gross Return 4.2 20.0 17.4 5.1 8.5 4.9 17.6 0.3 - - - -

Epoch Net Return 4.0 19.6 16.9 4.7 8.1 4.6 - - - - - -

MSCI EAFE (Net) 5.4 20.0 19.1 5.0 8.4 3.8 18.7 0.2 0.4 1.2 0.9 1.0 

NON-U.S.  
SMALL CAP
Inception date: 1/31/2005

Epoch Gross Return 8.6 24.9 21.3 8.4 10.5 4.1 9.1 18.6 0.4 - - - -

Epoch Net Return 8.4 24.2 20.4 7.7 9.7 3.3 8.3 - - - - - -

MSCI World ex USA 
Small Cap (Net)

7.3 23.8 20.4 9.6 11.2 4.0 7.1 18.5 0.3 0.5 2.1 1.0 1.0 

GLOBAL SMALL CAP
Inception date: 12/31/2002

Epoch Gross Return 4.6 13.8 17.7 9.3 11.8 6.6 11.7 15.1 0.7 - - - -

Epoch Net Return 4.6 13.6 17.5 9.1 11.6 6.4 11.2 - - - - - -

MSCI World Small Cap 
(Net)

6.2 16.6 19.8 10.4 12.8 6.6 12.0 17.1 0.6 (0.1) 1.3 0.8 0.9 

GLOBAL EQUITY 
CAPITAL  
REINVESTMENT
Inception date: 6/30/2013

Epoch Gross Return 5.7 14.1 19.0 7.1 - - 10.7 10.4 1.0 - - - -

Epoch Net Return 5.5 13.9 18.6 6.5 - - 10.0 - - - - - -

MSCI World (Net) 4.0 10.7 18.2 5.2 - - 9.7 10.4 0.9 0.3 1.4 1.0 0.9 

GLOBAL & INTERNATIONAL 
STRATEGIES IN USD

Annualized Returns Risk Statistics — Since Inception
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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
CREATION 
DATE

CURRENT 
BENCHMARK COMPOSITE DESCRIPTION

U.S. Value June 2004 Russell 1000; 
Russell 1000 
Value; S&P 
500

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

June 2004 Russell 3000; 
Russell 3000 
Value

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 se-
curities 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

June 2004 Russell 2000; 
Russell 2000 
Value

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.

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. 

Global Equity 
Capital 
Reinvestment

June 2013 MSCI World 
Index (Net)

Global Equity Capital Reinvestment strategy seeks to invest in a diversified portfolio of companies who can sustainably allocate capital, at attractive returns, to internal projects and/or acquisitions as the domi-
nant ways of generating shareholder value. This strategy will seek to invest in companies that consistently generate ROIC above their WACC and have a history of value creating M&A, growth capital expenditures, 
and/or R&D investments.

COMPOSITE
CREATION 
DATE

CURRENT 
BENCHMARK PREVIOUS BENCHMARK HISTORY COMPOSITE DESCRIPTION

Global Equity  
Shareholder 
Yield

January 
2006

MSCI World 
(Net) 

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.

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 repur-
chases, debt pay downs, internal reinvestment opportunities and/or acquisitions.

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 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

June 2004 Barclays 
Capital U.S. 
Aggregrate 
and MSCI 
World (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 methodol-
ogy with regards to foreign withholding tax treatment.

Global Absolute Return is a concentrated portfolio of global equity securities managed by Epoch for longer term capital apprecia-
tion. 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 se-
lected 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. 

Non-U.S. 
Small Cap

February 
2005

MSCI World 
ex-USA Small 
Cap (Net)

Effective July 1, 2017, the International Small Cap Composite name has 
been changed to the Non-U.S. Small Cap Composite. 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.

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

June 2004 MSCI World 
Small Cap 
(Net)

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.

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 pre-
sented 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 signifi-
cant 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 June 30, 2017 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

