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Spotlight: Finding Value in Small Caps, Even in the  
Darkest Times 

A conversation with Justin Howell, CFA — Managing Director, Portfolio Manager and Senior 
Research Analyst

QUESTION. What has been the small-cap experience during the pandemic? 

ANSWER. Small cap value has been hit hard by the COVID-19 related sell-
off, with the asset class down approximately 25% year-to-date (YTD) as of 
June 30, wiping out gains made over the past five years. It is important to 

note the different experiences between growth and value. Small cap growth has massively 
outperformed value to the tune of 2,000 basis points (bps) YTD, and 600 bps annualized 
over the last five years. Several valuation measures now put the spread between growth 
and value at levels not seen since the ‘90s dot-com bubble. Small cap value has also had 
its worst decade of performance relative to the S&P 500 since the Great Depression.

Quarterly Investment Update — From “Atoms” to “Bits” 
COVID-19 as an Accelerant for the Digitization of the Economy

By William W. Priest, CFA — Executive Chairman, Co-CIO and Portfolio Manager 

The last six months have been profoundly transformational, with the 
COVID-19 shock acting as an accelerant for the digitization of the 
economy. This radical transition is especially advantageous for asset-
light business models in the tech, health care and communications 
sectors. It is our firm conviction that “data is the new oil” and, as such, 

digital platforms, with their economies of scale and low marginal costs, are most likely 
to be the future investment winners as “bits” increasingly replace “atoms.” Our paper 
When “Bits” Meet “Atoms” (January 2018) explains how digital platforms and asset-
light business models dramatically improve RoE and corporate profitability. 
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in the news
•  Executive Chairman Bill Priest appeared on 

BNN Bloomberg Money Talk to discuss the 
market’s rebound despite the pandemic. — 
May 15, 2020 
Part I  |  Part II

•  Portfolio Manager John Tobin was interviewed 
on Bloomberg Radio about the capital 
allocation policies of companies in the midst of 
the pandemic. — April 27, 2020

•  John Tobin was on Yahoo! Finance to discuss 
the prerequisites for a market recovery. — 
April 22, 2020

•  Bill Priest joined Tom Keene on Bloomberg TV 
and Radio to talk about the future of capex, 
buybacks and dividends. — April 16, 2020 
Video  |  Radio

•  ESG Analyst Ravi Varghese was featured in the 
UN PRI Blog talking about the long term climate 
change strategy for airlines. — April 22, 2020
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http://www.eipny.com/white-papers/bits-meet-atoms/
https://www.bnnbloomberg.ca/money-talk/markets-rebound-despite-covid-19-uncertainty~1958046
https://www.bnnbloomberg.ca/money-talk/dividend-outlook-amid-covid-19-pandemic~1958051
https://www.bloomberg.com/news/audio/2020-04-23/not-all-companies-should-cut-dividends-epoch-s-tobin-radio?sref=dOs7ktzK
https://www.yahoo.com/video/finance/very-impressive-speed-size-fiscal-154018155.html
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Firm Update

RECENT INSIGHTS ANNOUNCEMENTS  
AND EVENTS

•   Epoch’s Quarterly Capital Markets 
webcast was held on June 25, 2020. 
Bill Priest and Investment Strategist 
Kevin Hebner were joined by Head of 
Quantitative Research and Portfolio 
Manager Lilian Quah to discuss: 

 -  Sputnik and the Pandemic: Implications for 
tech and health care

 -  The outlook for dividends and buybacks: 
Which sectors are most challenged?

 -  How our Systematic Investing team has 
used a data-driven investment approach to 
respond to the pandemic

Listen to the Replay

•   On April 30, 2020. Bill Priest and Kevin 
Hebner were joined by John Tobin for a 
special webinar to discuss: 

 -  The COVID-19 Recession: What sectors will 
be most resilient?

 -  The Outlook for Dividends: Not all cuts are 
the same

 - Are share buybacks a thing of the past?

 -  European underperformance: Will this 
crisis be the catalyst it’s needed for  
a decade?

Listen to the Replay

Factors: Not Driving, Just Along for the Ride
In understanding the performance of any investment strategy, it is important 
to pay attention to how real economic events drove that performance, rather 
than fall back on a set of abstract  factor returns as if they were somehow 
responsible. Read More
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ASSETS UNDER MANAGEMENT $28.5B

Global Shareholder 
Yield  
$11.0B

Global Choice
$3.0B

Global Equity
$2.0B

Non-U.S. Large Cap
$2.6B

U.S. Large Cap
$5.1B

U.S. Small/SMID Cap
$1.0B

U.S. All Cap/
Choice
$1.8B

$18.6B

As of June 30, 2020 in U.S. Dollars. Assets Under Advisement: $33.0

U.S. Equity 
Shareholder Yield
$2.0B

GLOBAL STRATEGIES U.S. STRATEGIES

$9.9B

Totals may not add due to rounding.

The Future of Food
The pace of change in the food industry has never 
been this fast, and will never be this slow again. 
From plant based to gluten free, this episode of 
Actively Speaking looks at the latest food trends, 
the impacts of COVID-19 on consumer habits, and 
how large food companies seek to compete in this 
ever-changing market. 

With Portfolio Manager Glen Petraglia

Navigating a VUCA World
Today’s complex markets cannot be 
understood by solely relying on simple neo-
classical economic models. To fully appreciate 
the risks and opportunities in a high VUCA 
(volatility, uncertainty, complexity and 
ambiguity) environment asset managers must 
adopt a more mindful approach in order to 
adapt to unexpected events.

With CEO Philipp Hensler

Not All Dividend Cuts Are Equal
COVID-19 has had a crippling impact on many 
companies. Economic, political and social 
pressures have led some to either cut or suspend 
their dividends. We discuss the varying reasons 
why companies could be cutting their dividends, 
as well as the implications this crisis could have on 
the other components of shareholder yield.

With Portfolio Manager John Tobin

Actively Speaking is available on:
 Apple Podcast 
Click to Listen

 Google Play 
Click to Listen

Spotify 
Click to Listen 

  Epoch’s Website 
Click to Listen

On Epoch’s Actively Speaking podcast we discuss a broad range of 
investment-related topics. The podcast is the latest step in our commitment 
to generating and sharing thought leadership with our clients and partners. 
Among the topics covered this quarter by host Steve Bleiberg and his guests:

linkedin.com/company/epochinvest @epochinvest
For our latest Insights, follow 
Epoch on social media

https://event.on24.com/wcc/r/2389650/D81FD083D0D581D2AA68187C55950CE5
https://event.on24.com/wcc/r/2299648/04198F424235DEA26E90995ED5398846
http://www.eipny.com/insights/factors-not-driving-just-along-for-the-ride/
https://podcasts.apple.com/us/podcast/actively-speaking-podcast/id1469145945
https://podcasts.google.com/?feed=aHR0cHM6Ly9mZWVkcy5idXp6c3Byb3V0LmNvbS8yMTk3NzMucnNz
https://open.spotify.com/show/5V3SYo6YMHUjMpbyUv8jaw 
http://www.eipny.com/podcasts/
http://www.linkedin.com/company/epochinvest
http://www.twitter.com/epochinvest


Spotlight: Finding Value in Small Caps, Even in the Darkest Times (Cont’d)

We are finding terrific opportunities today in what Tom Lee of 
Fundstrat characterizes as “epicenter” stocks, those sectors 
hardest hit by COVID-19. These areas generally include 
more cyclical sectors like banks, energy, travel and lodging, 
aerospace, restaurants, etc. If you run a discounted cash flow 
(DCF) model on a company with an 8% cost of equity capital, 
essentially wipe out one-year of free cash flow (FCF) and 
assume things return to normal, the intrinsic value decreases 
by approximately 8%. Yet, several of the stocks are down 30% 
to 60%, creating what we believe is a tremendous opportunity. 
The key to success is doing the deep fundamental analysis to 
make sure the companies have the balance sheet and liquidity 
to survive the rough near-term business conditions.

QUESTION. How has the makeup of Russell small 
cap indices changed over the past decade? What is the 
benchmark defining as value today and how may that differ 
from your perspective? 

ANSWER. The benchmark keeps getting smaller in terms of 
market cap and lower quality as defined by the percentage 
of loss-making companies, return on invested capital (ROIC), 
net leverage, etc. These trends are being driven by two things: 
1) Since the late 1990s, the number of public companies has 
declined from over 7,000 to 3,500 as M&As and bankruptcies 
have outnumbered IPOs two-to-one. In order to keep 2,000 
companies in the benchmark, the Russell 2000 has had to 
move toward micro-cap companies that are low quality. Furey 
Research Partners has produced a research paper on this 
called the “Microtization of the Small Cap Index”; and 2) Is 
a cyclical component, as markets become more tolerant of 
loss-making companies (the last time we saw this high of a 
percentage of loss-making companies was in the year 2000 
during the internet bubble). 

The Russell 2000 Value Index utilizes three components in 
deciding inclusion and member weights: price/book (50%), 
trailing five-year sales growth (25%), and two-year forward 
EPS growth (25%). At Epoch, we believe value of any equity 
security is the present value of the future free cash flow. Ratios 
like P/B and P/E are essentially valuation shortcuts that don’t 
always properly account for things like a company’s ROIC, or 
deficiencies in GAAP accounting, providing an incomplete view 
of the company’s intrinsic value. Epoch has spoken about this 
topic for some time, and in 2017, we wrote a paper on it called 
“What Do We Mean When We Talk About Value?”

QUESTION. Why are smaller cap companies more likely to 
be loss-making? 

ANSWER. I think it’s helpful to reverse this question and ask 
why loss-making companies are more likely to be smaller cap. The 
average small-cap company tends to lack what Warren Buffett 
would describe as a competitive moat around its business. In 
addition, they often lack the economies of scale necessary to 
invest heavily in technology to make their business more efficient. 
Lastly, you need to account for “fallen angels,” mid- and large-cap 
companies (i.e., Bed Bath & Beyond) that have been disrupted, are 
struggling to reinvent themselves and, as a result, are declining 
in value. The answer then is straightforward: the market places a 
lower market capitalization on these companies due to the inferior 
outlook and sustainability of future cash flows.

QUESTION. How have these companies fared in the  
current environment?

ANSWER. Loss-making companies, as a group, have actually 
outperformed in the past several years of this growth-driven 
market, an anomaly relative to the rest of the Russell 2000’s 
history dating back to 1978. This outperformance has been 
entirely driven by early stage health care (think biotech) and 
technology companies that are investing aggressively in hopes 
of scaling to a future profitable business model. We attribute 
this outperformance to a few things: 1) The Fed’s QE policy and 
low interest rates have provided these companies with access 
to virtually unlimited low-cost capital; 2) In a DCF model, if you 
lower interest rates toward zero, the present value of near-
term cash flows is hurt much more than longer-term ones, so 
investors are willing to focus on longer duration equities; and 3) 
Many of these companies are being considered secular growth 
stories in a world starved for growth.

The main risk of investing in these loss-making companies is 
that they may never generate the future free cash flows to 
justify their valuations, causing a permanent loss of capital 
when the valuation eventually declines. The other risk is that the 
companies often have weaker financial positions and may not 
survive tough economic times. Just like in the dot-com bubble, 
some of these companies will survive through the current crisis 
and prove their business models can scale, but many will not be 
as fortunate.

QUESTION. That begs the question, can investors find 
returns in small caps that don’t lose money?

ANSWER. Yes, investors can find tremendous opportunities 
to make money in small cap without taking on the risk of 
investing in loss-making companies. In our Insight “The Size 
Paradox” we demonstrate how there is a strong long-term 
correlation between high ROIC and stock price performance 
among small-cap companies. Small cap remains a much less 
efficient asset class versus large cap, given the high number 
of companies with little sell-side coverage. In other words, 
investors can still look to bottom up fundamental research to 
help generate excess returns.

At Epoch, our small-cap strategy seeks to invest in companies 
with a high ROIC and sustainable competitive advantage, but 
we have a very strict valuation discipline and will only make the 
investment when we believe the stock is undervalued relative to 
its long-term future free cash flows.

Justin is a portfolio manager and senior equity research analyst. Prior 
to joining Epoch in 2012, he spent nine years at JPMorgan Chase as a 
research analyst. Justin has experience in the consumer, financial services 
and health care services sectors. Previously he worked in the research 
department at FTN Midwest Research. Justin earned a BA in Business 
Administration from the University of Michigan.
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http://www.eipny.com/white-papers/what-is-value/
http://www.eipny.com/insights/the-size-paradox/
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Quarterly Investment Update — From “Atoms” to “Bits” COVID-19 as 
an Accelerant for the Digitization of the Economy (cont’d)
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teams. Lower interest rates help buy time for “zombie” companies, 
but they can’t escape the headwinds posed by the accelerating 
substitution of technology for labor and physical assets. As 
companies seek to improve their profitability in a slow growth 
world, this means capital-light models will prevail in all industries.

“The retail world that would have existed in the year 2030 has 
been pulled into 2020. Brick and mortar retailers that were 
thinking of moving online have done so at an incredible clip 
over the last 8-10 weeks.”

— Harley Finkelstein, Shopify COO

Other critical factors supporting the digitization of the modern 
economy include massive improvements in tech hardware and 
cloud computing, the ongoing rollout of 5G and exponential gains 
in AI efficiency. According to a recent study from OpenAI, the cost 
to train AI is declining several orders of magnitude faster than the 
pace of Moore’s Law. Moreover, computing power is likely to keep 
improving as recent innovations in semiconductor design suggest 
Moore’s Law naysayers have been outmaneuvered yet again. 
Consequently, we believe this “fourth industrial revolution” is still 
in the early innings and, if anything, is gaining steam. 

LOCKDOWN TECH: WORKING, STUDYING, SHOPPING AND 
EXERCISING FROM HOME

The current, rapid shift to working from home was enabled by two 
preconditions. First, tech hardware, residential broadband services 
and videoconferencing capabilities have improved tremendously 
over recent decades. Second, our economy now revolves around 
services, rather than manufacturing and construction, which is 
more conducive to working from home.

“There will be a long-term adjustment in how we think about 
our location strategy…the notion of putting 7,000 people in a 
building may be a thing of the past.”

— Jes Staley, CEO Barclays

To illustrate the magnitude of this change, between 1960 and 
2000 the share of employees working full-time from home never 
topped 3.5%. Since 2000, this has risen to 5.5%. This year, some 
surveys put that number at 16.6%. Other surveys have found that 
75% of respondents would like to continue working remotely at 
least occasionally, while more than half want it to be their primary 
way of working after the crisis ends. A hybrid arrangement appears 
most likely to prevail, a trend that will boost the demand for a slew 
of tech products and services.

A second telepresence shift has resulted from the closure of 
schools. The physically close-knit nature of the classroom puts 
them not far behind cruise ships and assisted-living facilities 
as ideal theaters of contagion. Online learning has exhibited 
painfully slow growth over the last two decades, largely because of 
institutional barriers, and opposition from teachers and professors. 
As NYU professor Scott Galloway points out, higher education is 
perhaps the only industry in the U.S. that hasn’t faced pressure to 
cut costs. However, with COVID-19 only the most elite institutions 
with huge endowments and brand names may be able to resist 
change. Thus, the long-term outlook for education technology 
(EdTech) has undoubtedly been accelerated by COVID-19. In fact, 

COVID-19 impacts every aspect of our work and life, we have 
seen two years’ worth of digital transformation in two months”

—  Satya Nadella, Microsoft CEO

For investors, the COVID-19 shock is best viewed as a forced 
experiment, compelling much of the economy into the digital 
sphere and offering an opportunity to assess what works and 
what doesn’t. The pandemic massively accelerated the adoption 
of remote activities, such as working from home and, while some 
telepresence activities will snap back after the pandemic, much 
of the transformation will be permanent or, at least, lead to 
hybrid models. As a result, in coming years technology—always 
the great disruptor—is likely to play an even more central role in 
shaping the modern economy and driving equity market returns.

In terms of macro impact, the digitization of the services 
sector is similar, in many respects, to the automation of 
manufacturing that occurred in the 1980s and 1990s. For a 
start, it will be profoundly disinflationary and lead to even 
more vexing difficulties in accurately measuring GDP. Moreover, 
tech disruption in services will be magnitudes larger than what 
occurred in the manufacturing sector, which itself was severe 
with long-lasting consequences for America’s political economy. 
The manufacturing experience also suggests wage growth will 
lag productivity gains, lowering unit labor costs and pushing up 
profit shares.

THE COVID-19 SHOCK: TURBOCHARGING TECH’S WALLET SHARE

While companies that rely exclusively on a physical footprint have 
struggled this year, digital businesses are thriving and gaining 
market share. Today, the digital economy represents about 38% of 
U.S. GDP and has been growing at an impressive multiple relative 
to overall output (Figure 1). The COVID-19 shock is likely to widen 
the gap even further.

figure 1: productivity of digital and physical 
industries in the u.s. (Index 2000 =100) 

Source: The Coming Productivity Boom, NBER, BEA, Bloomberg, Epoch 

Companies that fail to implement a strategy for the digital age will 
surely flounder and ultimately disappear. Reflecting this, “What 
is your business strategy in the digital age?” has become one of 
our favorite questions to ask when meeting with management 



figure 2: six digital platforms account for 50% of 
the s&p 500’s rise since 2015

Source: Bloomberg, Epoch, Minack. FAAANM: FB, AAPL, GOOGL, AMZN, NFLX, MSFT 

figure 3: regardless, the tech sector looks roughly 
fairly valued on a fcf yield basis, especially when 
lower rates are taken into account

 Source: Bloomberg, Epoch, NBER 

Most of the tech sector’s gains over the last year reflect strong 
revenue growth and lower bond yields, which is a vastly different 
backdrop than experienced in the late-1990s. Regardless, this 
still implies that future price appreciation will require both solid 
FCF growth and lower for longer bond yields. While we have high 
conviction about the latter, it is clear that sector valuations imbed 
aggressive earnings growth expectations, and this leaves little 
room for error.

There is certainly the possibility of a pullback in the short term, 
but we are confident the digitization of the economy is still in early 
innings, so the best days likely remain ahead for the tech, health 
care and communications sectors. By the end of the decade, we 
expect the vast majority of the S&P’s market value will consist of 
digital platforms, although they could well be a different group 
than has led the market over the last decade.

the market is forecasted to expand at a 15% CAGR over the next 
five years, especially impressive relative to an economy likely to 
exhibit sub-4% nominal growth. Still, as the pandemic subsides, 
a hybrid model is more likely than an outright shift to online 
learning, with traditional learning methods being increasingly 
complemented by online activities.

Shopping and exercising from home have received mountains of 
press, so we won’t provide a detailed discussion here. The only 
debate about e-commerce seems to be whether the pandemic has 
sped up the trend by two years or by five. Bolstered by the impact 
of COVID-19, global e-commerce sales are expected to expand at 
an impressive 10% CAGR over the next five years. And given that 
the overall e-commerce penetration rate is less than 15% globally, 
there remains plenty of runway for Amazon and its competitors to 
grow for years to come. 

COVID-19 HAS ACCELERATED TELEMEDICINE ‘BY A DECADE’

Health care leaders across the ideological spectrum agree that 
COVID-19 has pushed the inevitable telemedicine revolution 
forward by a decade. Further, health care is being redesigned so 
that telehealth could represent around 25% of patient visits by 
2025. Consistent with this view, Global Market Insights expects 
a 19% CAGR from 2020 to 2026, which is more than five times 
projected nominal GDP growth.

Other reasons to be optimistic about the health care sector include 
advances in molecular genetics and biotechnology that are poised 
to transform the world. For example, the cost of DNA sequencing 
is declining at a rate faster than Moore’s Law and will soon cost 
less than $100. Moreover, one-third of the world’s data resides in 
the health care industry, which makes it ripe for disruption given 
advances in computing power, the cloud, AI and 5G. All the big 
tech firms have serious initiatives in health care and, for each of 
the last six years, biotech has been the leading sector for IPOs 
(tech ranks #2). Health care is no longer punching below its weight 
when it comes to digital innovation and, in our view, this makes it 
one of the three most promising sectors. And that is even before 
taking into account the 140 teams of researchers that are racing to 
develop a safe and effective coronavirus vaccine, which will then 
be distributed to billions of people worldwide.

HOW EXPENSIVE IS TECH AFTER THE PANDEMIC’S SUPER-
CHARGED RETURNS?

“We overestimate the impact of technology in the short-term 
and underestimate the effect in the long run.”

— Roy Amara, Stanford

To illustrate, the acceleration of the digitization of the economy, 
six of the highest profile digital platforms now represent 24% 
of the S&P’s market value (up from 18% at the beginning of the 
year and 10% in 2015) and have accounted for roughly half of the 
S&P’s rise over the last five years (Figure 2).

The vertiginous ascent experienced by the digital platforms has led 
many investors and commentators to assert that the tech sector 
is dangerously expensive, no longer driven by fundamentals, and 
overdue for a sharp correction. However, taking into account the 
decline in bond yields, the sector appears to be fairly valued on a 
free cash flow (FCF) or earnings yield basis (Figure 3).

5 Quarterly Newsletter — july 2020



6Quarterly Newsletter — july 2020

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

Epoch Gross Return 21.44 -11.46 -3.07 5.79 6.72 11.54 7.91 14.80% 0.44

Epoch Net Return 21.34 -11.60 -3.36 5.47 6.39 11.18 7.42

Russell 1000 21.82 -2.81 7.48 10.64 10.47 13.97 7.46 14.95% 0.41 0.10 0.87 0.95 0.91

Russell 1000 Value 14.29 -16.26 -8.84 1.82 4.64 10.41 6.15 15.28% 0.31 0.33 2.26 0.91 0.88

S&P 500 20.54 -3.08 7.51 10.73 10.73 13.99 7.22 14.73% 0.40 0.14 1.05 0.95 0.90

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

Epoch Gross Return 21.91 -11.87 -4.03 5.58 6.70 12.21 11.12 14.36% 0.61

Epoch Net Return 21.75 -12.12 -4.57 5.01 6.14 11.63 10.37

Russell 3000 22.03 -3.48 6.53 10.04 10.03 13.72 9.75 15.22% 0.48 0.21 2.72 0.85 0.82

Russell 3000 Value 14.55 -16.74 -9.42 1.41 4.41 10.23 8.81 15.02% 0.43 0.35 3.41 0.86 0.81

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

Epoch Gross Return 25.44 -14.18 -6.94 0.07 3.05 10.34 9.03 17.80% 0.43

Epoch Net Return 25.36 -14.31 -7.21 -0.27 2.67 9.91 8.42

Russell 2000 25.42 -12.98 -6.63 2.01 4.29 10.50 9.32 19.23% 0.42 -0.05 0.69 0.89 0.92

Russell 2000 Value 18.91 -23.50 -17.48 -4.35 1.26 7.82 7.81 19.31% 0.34 0.19 2.10 0.87 0.89

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

Epoch Gross Return 24.60 -12.62 -6.12 0.41 3.35 10.43 7.15 18.80% 0.33

Epoch Net Return 24.49 -12.78 -6.44 0.05 2.95 10.01 6.71

Russell 2500 26.56 -11.05 -4.70 4.08 5.41 11.46 7.61 19.17% 0.34 -0.12 -0.13 0.96 0.96

Russell 2500 Value 20.60 -21.18 -15.50 -2.60 1.85 8.81 5.26 19.25% 0.22 0.38 2.12 0.94 0.93

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

Epoch Gross Return 22.07 -10.63 -2.31 5.43 6.00 12.02 8.70 16.28% 0.45

Epoch Net Return 22.01 -10.72 -2.49 5.14 5.66 11.64 8.26

Russell 3000 22.03 -3.48 6.53 10.04 10.03 13.72 8.99 15.16% 0.51 -0.07 -0.47 1.04 0.94

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

Epoch Gross Return 12.65 -14.11 -6.55 3.86 7.33 - 10.21 11.59% 0.82

Epoch Net Return 12.55 -14.28 -6.89 3.52 7.00 - 9.85

Russell 1000 Value 14.29 -16.26 -8.84 1.82 4.64 - 9.23 13.47% 0.63 0.20 2.61 0.80 0.87

U.S. QUALITY CAPITAL 
REINVESTMENT
Inception date: 1/1/2018

Epoch Gross Return 26.78 2.93 13.46 - - - 11.31 19.57% 0.48

Epoch Net Return 26.61 2.66 12.86 - - - 10.71

Russell 3000 22.03 -3.48 6.53 - - - 7.51 19.00% 0.30 0.96 3.58 1.01 0.96

U.S. STRATEGIES
IN USD

Annualized Returns Risk Statistics — Since Inception

QTR YTD
1 

Year
3  

Years
5  

Years
10  

Years
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Inform. 
Ratio Alpha Beta R2

Strategy Performance as of June 30, 2020
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GLOBAL EQUITY 
SHAREHOLDER YIELD
Inception date: 12/31/2005

Epoch Gross Return 12.32 -15.22 -8.15 0.60 3.31 8.46 6.55 13.03% 0.41

Epoch Net Return 12.21 -15.40 -8.53 0.19 2.89 8.05 6.08

MSCI World (Net) 19.36 -5.77 2.84 6.70 6.90 9.95 6.07 15.64% 0.31 0.08 1.66 0.78 0.88

GLOBAL CHOICE
Inception date: 9/30/2005

Epoch Gross Return 17.95 -10.30 -3.68 5.69 5.45 9.72 8.37 15.01% 0.47

Epoch Net Return 17.75 -10.61 -4.30 5.04 4.82 9.11 7.65

MSCI World (Net) 19.36 -5.77 2.84 6.70 6.90 9.95 6.18 15.55% 0.32 0.42 2.65 0.91 0.89

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

Epoch Gross Return 23.04 4.06 12.62 11.77 10.37 - 11.16 12.76% 0.81

Epoch Net Return 22.90 3.82 12.16 11.31 9.88 - 10.54

MSCI World (Net) 19.36 -5.77 2.84 6.70 6.90 - 8.38 13.12% 0.58 0.79 3.10 0.94 0.93

GLOBAL ABSOLUTE 
RETURN
Inception date: 12/31/2001

Epoch Gross Return 12.85 -2.28 3.94 8.94 5.88 9.66 9.68 12.25% 0.68

Epoch Net Return 12.58 -2.74 2.88 7.82 4.74 8.35 8.30

MSCI World (Net) 19.36 -5.77 2.84 6.70 6.90 9.95 6.39 15.18% 0.33 0.43 4.97 0.70 0.75

BarCap U.S. Aggregate 2.90 6.14 8.74 5.32 4.30 3.82 4.70 3.39% 1.00 0.39 11.16 -0.13 0.00

EMERGING MARKETS
Inception date: 12/31/2017

Epoch Gross Return 13.90 -10.20 -0.69 - - - -0.99 18.01% -0.16

Epoch Net Return 13.76 -10.42 -1.13 - - - -1.42

MSCI EM Index (Net) 18.08 -9.78 -3.39 - - - -3.59 19.36% -0.28 0.86 2.27 0.92 0.98

NON-U.S. EQUITY 
CHOICE
Inception date: 10/1/2015

Epoch Gross Return 15.67 -9.62 -2.94 1.68 - - 5.26 14.73% 0.27

Epoch Net Return 15.56 -9.82 -3.35 1.25 - - 4.81

MSCI EAFE (Net) 14.88 -11.34 -5.13 0.81 - - 4.51 13.99% 0.24 0.23 0.67 1.03 0.95

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 select-
ing 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 Investment Partners, Inc. claims 
compliance with the Global Investment Performance Standards (GIPS®)

2. 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 pursues long-term capital appreciation by investing in 40-60 large capitalization U.S. companies.  As fundamental investors with a long-term orientation, we select companies based on their ability to 
generate free cash flow and allocate it intelligently for the benefit of shareholders. Our bottom-up security selection process is balanced with diversification and risk control measures that should result in below-
average portfolio volatility.

U.S. All Cap 
Value

June 2004 Russell 3000; 
Russell 3000 
Value

U.S. All Cap Value pursues long-term capital appreciation by investing in a portfolio of 50-60 stocks across a broad range of market capitalizations. As fundamental investors with a long-term orientation, we 
select companies based on their ability to generate free cash flow and allocate it intelligently for the benefit of shareholders. Our bottom-up security selection process is balanced with diversification and risk control 
measures that should result in below-average portfolio volatility. 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 pursues long-term capital appreciation by investing in a portfolio of 60-90 small-capitalization U.S. companies. As fundamental investors with a long-term orientation, we select companies 
based on their ability to generate free cash flow and allocate it intelligently for the benefit of shareholders. Our bottom-up security selection process balances investing in our convictions with diversification and 
rigorous risk control. We limit the market capitalization of the securities in the portfolio to that of the Russell 2000 Index at time of purchase.

U.S. SMID Cap 
Value

September 
2006

Russell 2500; 
Russell 2500 
Value

U.S. SMID Cap Value pursues long-term capital appreciation by investing in a portfolio of 60-90 small- and mid-capitalization U.S. companies. As fundamental investors with a long-term orientation, we select 
companies based on their ability to generate free cash flow and allocate it intelligently for the benefit of shareholders. Our bottom-up security selection process is balanced with diversification and risk control 
measures that should result in below-average portfolio volatility. We limit the market capitalization of the securities in the portfolio to that of the Russell 2500 Index at time of purchase.

U.S. Choice May 2005 Russell 3000 U.S. Choice pursues long-term capital appreciation by investing in a concentrated portfolio of leading U.S. companies we believe have superior risk-reward profiles. Our bottom-up security selection and risk 
management process leads to a portfolio of 20-35 stocks. The portfolio reflects the highest-conviction ideas of our investment team as appropriate for a concentrated portfolio. Companies are selected based on 
their ability to generate free cash flow and allocate it intelligently to benefit shareholders.

U.S. Equity 
Shareholder 
Yield

July 2012 Russell 1000 
Value

U.S. Equity Shareholder Yield pursues attractive total returns with an above-average level of income by investing in a diversified portfolio of U.S. companies with strong and growing free cash flow. Companies in the 
portfolio possess managements that focus on creating value for shareholders through consistent and rational capital allocation policies with an emphasis on cash dividends, share repurchases and debt reduction — 
the key components of shareholder yield. The portfolio generally holds between 75 and 120 stocks, with risk controls to diversify the sources of shareholder yield and minimize volatility. 

U.S. Equity 
Capital 
Reinvestment

December 
2017

Russell 3000 U.S. Equity Capital Reinvestment focuses on companies that reinvest in their businesses to grow free cash flow. We seek companies that are good capital allocators, and that use capital effectively to fund internal 
projects or to make acquisitions. Our research indicates that companies that make investments, internally or externally, that generate a marginal return on invested capital that exceeds their marginal cost of 
capital will increase in value. U.S. Equity Capital Reinvestment pursues attractive total returns by investing in a diversified portfolio of these companies with persistent, high return on invested capital (ROIC) which 
is achieved through their allocation to the growth-oriented uses of free cash flow, namely investment in internal projects and acquisitions. The portfolio generally holds between 90 and 130 stocks, with risk 
controls to diversify the sources of growth and reduce volatility.

Non-U.S. 
Equity Choice

January 
2017

MSCI EAFE 
Index (Net)

Non-U.S. Equity Choice pursues long-term capital appreciation by investing in a concentrated portfolio of 30-50 stocks outside the U.S. that possess superior risk-return profiles.  Companies are selected for their 
ability to generate free cash flow and allocate it intelligently to benefit shareholders. The strategy employs a portfolio construction process designed to reduce the volatility of returns. The portfolio management 
team has latitude to invest across geographies and market capitalizations regardless of the composition of its benchmark, the MSCI EAFE Index.  

Global Equity 
Capital 
Reinvestment

June 2013 MSCI World 
Index (Net)

Global Equity Capital Reinvestment focuses on companies that reinvest in their businesses to grow free cash flow. We seek companies that are good capital allocators, and that use capital effectively to fund 
internal projects or to make acquisitions. Our research indicates that companies that make investments, internally or externally, that generate a marginal return on invested capital that exceeds their marginal cost 
of capital will increase in value. Global Equity Capital Reinvestment pursues attractive total returns by investing in a diversified portfolio of these companies with persistent, high return on invested capital (ROIC) 
which is achieved through their allocation to the growth-oriented uses of free cash flow, namely investment in internal projects and acquisitions. The portfolio generally holds between 90 and 130 stocks from 
equity markets worldwide, with risk controls to diversify the sources of growth and reduce volatility.

Emerging 
Markets 
Equity

December 
2017

MSCI EM 
(Emerging 
Markets) 
(Net)

Emerging Markets Equity pursues long-term capital appreciation by investing in a portfolio of 60-80 securities of companies located in emerging and frontier markets.  Our strategy offers investors access to 
companies with high return potential in the world’s fastest growing markets.  We select companies based on their ability to generate free cash flow and allocate it intelligently for the benefit of shareholders.  Our 
security selection process is balanced with diversification and risk control measures that should result in below-average portfolio volatility.

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 pursues attractive total returns with an above-average level of income by investing in a diversified 
portfolio of global companies with strong and growing free cash flow. Companies in the portfolio possess managements that focus 
on creating value for shareholders through consistent and rational capital allocation policies with an emphasis on cash dividends, 
share repurchases and debt reduction — the key components of shareholder yield. The portfolio generally holds between 90 and 
120 stocks from equity markets worldwide, with risk controls to diversify the sources of shareholder yield and minimize volatility.

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 pursues long-term capital appreciation by investing in a concentrated portfolio of global businesses we believe 
have superior risk-reward profiles. Our bottom-up security selection and risk management process leads to a portfolio of 25-35 
stocks. The portfolio reflects the highest-conviction ideas of our investment team as appropriate for a concentrated portfolio. 
Companies are selected based on their ability to generate free cash flow and allocate it intelligently to benefit shareholders.  

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 
methodology with regards to foreign withholding tax treatment.

Global Absolute Return targets attractive returns over time without assuming a high degree of capital risk by constructing a 
concentrated portfolio of global businesses we believe have superior risk-reward profiles. The portfolio consists of 25-35 securities 
reflecting the highest-conviction ideas of our investment team as appropriate for a concentrated portfolio. Companies are selected 
based on their ability to generate free cash flow and allocate it intelligently to benefit shareholders. Portfolio risk exposure is 
managed through the ability to allocate to cash using quantitative and qualitative asset allocation inputs to lessen the likelihood 
of loss of capital. 

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 ACA Compliance Group from June 21, 2004 through March 31, 2020 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.

http://www.eipny.com

