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Spotlight: The State of Return on Invested Capital (ROIC)
A conversation with Steven Bleiberg — Managing Director, Portfolio Manager

QUESTION. The global economy has been experiencing a synchronized 
expansion over the last couple of years. Have we seen a similar rise in 
ROIC for individual companies? 

ANSWER. It is important to note at the outset that GDP growth at the 
country level and ROIC at the company level are not directly linked. 
Broadly speaking, you can think of GDP as measuring output, while 

ROIC is a measure of profitability, and profitability doesn’t necessarily go up just 
because output does. Having said that, it is true that we have seen a rise in ROIC over 
the last three years. Globally, the median ROIC has gone from about 6.8% three years 
ago to 8.3% today. Of course, what really matters is not just a company’s ROIC, but 
how that ROIC compares to its weighted average cost of capital (WACC).

Quarterly Investment Update — Trees Don’t Grow to the 

Sky: Is E-Commerce a Bubble?
By William W. Priest, CFA — CEO, Co-CIO and Portfolio Manager 

Equity markets have been challenging, choppy and directionless so far this 
year. The S&P 500 is up a measly 1% and, in USD, is the only major equity 
market squeaking out a positive return. Moreover, the VIX has averaged 
16.3% YTD, up markedly from its 2017 mean of 11.1%. Why the big change in 
market behavior compared to last year? We believe it is the reflection of two 
developments — the transition from QE to QT and the escalation of trade 
disputes. We have written extensively on both of these topics and believe 
they will continue to be key market themes through at least the end of 2019.1
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Firm Update

IN THE NEWS

•  Shareholder Yield PM John Tobin 
appeared on Money Talk to discuss Fed  
policy, global trade and shareholder yield. 
— June 14, 2018 
Fed Policy and Global Trade 

Stocks that Provide Shareholder Yield

•  Portfolio Manager Steve Bleiberg joined 
Grant’s Podcast to discuss modern portfolio 
theory and its connection to baseball.  
— April 24, 2018

•  Co-CIO David Pearl spoke about a capital 
light world on Bloomberg TV and earnings 
versus cash flows on Bloomberg Surveillance. 
— April 23, 2018

•  Steve Bleiberg’s paper The Limits of 
Theory was featured in Barron’s “Other 
Voices” section.  
— January 16, 2018

•  CEO and Co-CIO Bill Priest joined Money 
Talk to speak about the trade wars and 
developments in the technology sector.  
— January 13, 2018 
Growing Fears of a Trade War 

The Challenges Facing Tech Stocks
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ASSETS UNDER MANAGEMENT $44.2B

Global Shareholder 
Yield  
$17.4B

Global Choice
$4.3B

Global Equity
$3.1B

Non-U.S. Large Cap
$3.5B

U.S. Large Cap
$5.6B

U.S. Small/SMID Cap
$2.4B

U.S. All Cap/Choice
$3.4B

$29.0B

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

As of June 30, 2018

U.S. Equity 
Shareholder Yield
$3.7B

GLOBAL STRATEGIES U.S. STRATEGIES

$15.9B

PEOPLE UPDATE

Nigel Frankson, CFA
Nigel joins Epoch as Vice President, Research Analyst on the Capital 
Reinvestment strategies. Prior to joining Epoch he consulted as an Equity 
Research Specialist at a long/short equity manager and held research 
positions at Brown Advisory, Artisan Partners, Citigroup and Thomas Weisel. 
Nigel holds a B.A. in Economics from University of Rochester and an M.B.A. 
from Columbia Business School.

Lilian Quah, CFA
Lilian has been named Head of Quantitative Research. Since joining the 
firm in 2013, Lilian has been a leading force in developing and promoting 
the use of quantitative research in our investment process. Lilian has more 
than 15 years of industry experience and holds a B.A. in Economics from 
Wellesley College and a Masters in Economics from Stanford University.

Christian Kirtley, CFA
Christian has left Epoch to pursue other opportunities. He was a portfolio 
manager on the Non-U.S. Choice strategy. Bill Booth and Michael 
Welhoelter will continue serving as portfolio managers on the strategy and 
will be joined by Non-U.S. Equity PM Glen Petraglia.

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

RECENT INSIGHTS (available on www.eipny.com)
The Limits of Theory

Modern portfolio theory 
(MPT) dominates investment 
thinking today. This paper 
explores the limits of MPT in 
aiding successful investing. 
Read More

The Bull vs. Bear Case for EM

This paper lays out the 
positive case along with the 
attendant risks of investing 
in emerging markets over the 
coming several years.  
Read More

The Return of Price Discovery

This paper looks at three 
developments that will lead to 
higher volatility, wider credit 
spreads and the potential for 
rates rising for “bad” reasons. 
Read More

Totals may not add due to rounding.

https://www.bnnbloomberg.ca/money-talk/moneytalk-two-more-hikes-expected-by-the-fed~1417115
https://bit.ly/2t72MIs
https://t.co/xlbPhNpDio
https://www.bloomberg.com/news/videos/2018-04-23/david-pearl-says-technology-makes-companies-more-profitable-video
https://www.bloomberg.com/news/audio/2018-04-23/surveillance-trade-could-derail-it-all-pearl-says
https://www.bnn.ca/video/moneytalk-growing-fears-of-a-trade-war~1363221
https://www.bnn.ca/video/moneytalk-the-challenges-facing-tech-stocks~1363222
http://www.linkedin.com/company/epochinvest
http://www.twitter.com/epochinvest
http://www.eipny.com/white-papers/the-limits-of-theory/
http://www.eipny.com/insights/the-bull-vs-bear-case-for-emerging-markets/
http://www.eipny.com/white-papers/the-return-of-price-discovery/


Spotlight: The State of Return on Invested Capital (continued)

QUESTION. Don’t leave us hanging! What has been happening 
to the cost of capital, and what has that meant for the ROIC – 
WACC spread?

ANSWER. The cost of capital has risen over these three years, 
but only marginally. In the U.S., corporate bond yields are 70 
basis points higher than they were at this point three years ago. 
But in Europe, while yields have risen over the last six months, 
they are actually lower than they were three years ago, because 
the European Central Bank has been buying corporate debt as 
part of its still-ongoing quantitative easing policy. And in Japan, 
corporate bond yields are essentially unchanged. Globally, the 
median level of WACC has only risen about 10 basis points over 
the last three years, so most of the increase in the median level 
of ROIC has flowed through into a wider ROIC – WACC spread. 

QUESTION. Has the increase been uniform across the 
various market sectors, or has it been concentrated in 
certain types of stocks?

ANSWER. There are two things to note here. First, every sector 
has seen an increase in its median ROIC – WACC spread, but 
some sectors have seen bigger increases than others. The 
biggest increase has been in the materials sector, but keep in 
mind that three years ago the median ROIC – WACC spread in 
the sector was negative, at about -1%. That has risen to 1.6% as 
of today, but even so, that’s still below the overall median of 
1.7%. Consumer staples also saw a pretty big improvement, but 
the difference is that this was the sector that already had the 
highest median spread three years ago, and still does today. 

That brings me to the second point, which is that the median 
ROIC – WACC spread varies quite a bit across sectors, more so 
than it does across regions. The sectors with the highest median 
spread, after consumer staples, are consumer discretionary and 
information technology. That’s not too surprising, since these 
are the sectors where companies tend to have more pricing 
power, whether it’s because they have powerful brand identities 
or protected intellectual property that keeps competition at 
bay. We find the lowest spread in the energy sector; it’s been 
consistently negative over the last few years, although it will be 
interesting to see if it returns to positive territory in the wake of 
the rise in the price of oil over the last year. The broader point, 
though, is that energy companies generally don’t have much 
control over pricing, so their profitability is heavily dependent 
on forces outside of their control. Similarly, we see lower than 
average spreads in the utilities and telecommunications services 
sectors, where many companies are subject to regulation either 
of pricing or specifically of their ROIC. What might surprise 
you, though, is that the median ROIC – WACC spread is actually 
negative in one sector where you might have assumed it would 
be positive: health care.

QUESTION. That is surprising. Why is that the case?

ANSWER. To some extent it’s the nature of the industry. 
There’s a kind of “feast or famine” aspect to it. You’ve got a 
whole bunch of small companies that are trying to get their 
drugs or their devices approved, but in the meantime they 
are not generating any cash and their ROIC is negative. And 
then you’ve got the companies that have made it, whose 
products have been approved and so they are generating 
lots of cash and high levels of ROIC. The health care sector 
has the highest level of dispersion across companies in 
terms of the ROIC – WACC spread, of any sector, followed by 
information technology, where a similar dynamic is at work. 
By raw number, there are more companies in health care with 
negative ROIC – WACC spreads than there are with positive 
spreads, so of course the median, which shows us the middle 
of the distribution, is negative. As I mentioned, information 
technology also has a lot of dispersion, but it has more 
companies with positive spreads than negative, so it ends up 
with a positive median. But when you look at a capitalization-
weighted average, you find that the health care sector has 
a positive spread. In fact, in every single sector, the cap-
weighted spread is higher than the median spread, and that 
tells us something really important about ROIC – WACC. 

QUESTION. So does it tell us that large-cap companies earn 
higher spreads?

ANSWER. Think of it in the reverse way: it’s important because 
it tells us something about how companies get large to begin 
with. In other words, instead of thinking about this as evidence 
that larger companies have higher ROIC – WACC spreads, think 
of it as evidence that companies with higher spreads become 
larger. That confirms the argument that we always make: the 
way a company creates value for shareholders is by earning a 
return on its invested capital that exceeds its weighted average 
cost of capital. We know it sounds good on paper, but this 
shows that in the real world the market agrees — it does assign 
higher values to businesses with higher spreads.

Steven is a portfolio manager and is involved with the design and 
development of investment strategies. He is also a contributor to Epoch’s 
thought leadership. Prior to joining Epoch in 2014, Steven served as a 
portfolio manager at Legg Mason responsible for managing $7.5B in 
various asset allocation-based funds including Target Risk, Target Date and 
Dynamic Risk Management. Prior to that, he was the head of investment 
strategy at Citigroup Asset Management and a portfolio manager at Credit 
Suisse Asset Management. Steven is an author (with co-authors Bill Priest 
and Michael Welhoelter) of Winning at Active Management: The Essential 
Roles of Culture, Philosophy and Technology. Steven holds an A.B. from 
Harvard and an M.S. from the Sloan School of Management at MIT with a 
concentration in Finance.
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Quarterly Investment Update — Trees Don’t Grow to the Sky: Is 
E-Commerce a Bubble? (continued)
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exceeded that of the entire German equity market. However, 
neither of these incongruous situations lasted long. NTT’s 
market cap subsequently stumbled and by 1995 was worth 
less than one-quarter of Germany’s market cap and today it is 
valued at less than one-twentieth.

A comparable oddity exists today, with the market cap of 
Facebook exceeding that of the entire MSCI India Index as shown 
in Figure 2. While Facebook is an admirable company in many 
ways, and has been consistently free cash flow generative since 
going public in 2012, we still find it difficult to wrap our mind 
around it being more valuable than all companies in the second 
most populous country on the planet. This too shall pass?

figure 2: market cap of facebook (28k employees) has 
soared past that of msci India (population 1.3 bn)

Source: Bloomberg. 

Epoch has always preferred companies that are generating 
sustainable free cash flow (FCF) with management teams who 
are good capital allocators when deciding whether to return 
capital to shareholders or reinvest capital for future value 
creation. On this basis the e-commerce index does appear 
stretched and vulnerable. Four of the 15 members of the index 
are FCF negative (including Netflix, which has the second- 
highest weighting in the group), while another four have a 
FCF yield of less than 2% (this list includes Twitter, Amazon, 
PayPal and GrubHub). This raises the risk that some of these 
companies possess business models that might never produce 
sufficient FCF to justify their lofty valuations.

By contrast, all but two of the 72 companies in the S&P 500’s 
tech sector are FCF positive, with a majority featuring a FCF 
yield of over 4%. Furthermore, the tech sector is trading on a 
FCF yield that is only marginally below its post-1996 median 
as shown in Figure 3. This provides a sharp contrast to the 
e-commerce index, which is trading on a very low FCF yield 
(currently 2.3%) and is closer to that of tech in the late-1990s 

Regardless, the U.S. tech sector has performed terrifically, up 
over 11% for the first half of this year, while the e-commerce index 
(as represented by the 15 companies in the Dow Jones Internet 
Commerce Index) has hit it out of the ballpark, up an eye-popping 
30%. Even more remarkable, they both enjoyed a stellar 2017, with 
tech up 36% and e-commerce surging 43%. Given such returns, 
how nervous should we be about “irrational exuberance” and the 
prospect of a late-1990s style bubble?

THIS TIME IS DIFFERENT (NOT)

There have been (at least) seven clearly identifiable bubbles over 
the last 40 years or so as shown in Figure 1. Each instance involved 
a dislocative event that promised to upend the existing order, 
produced outsized gains for a number of years, and generated 
clever explanations for why traditional valuation metrics were 
inaccurate, inappropriate and irrelevant. This was certainly true of 
the Nikkei bubble in the late-1980s (Japan Inc was going to take 
over the world, so a PER of 80x was not unreasonable) and tech’s 
massive gains a decade later (a WSJ article suggested that investors 
“re-think” the “quaint idea” of profits). The current hype about 
platforms, scalability and AI, featuring a “growth” over “profits” 
mentality, certainly raises the possibility that e-commerce might be 
yet another bubble just waiting to be popped.

figure 1: e-commerce is the second-largest bubble of 
the last four decades (up over 8 times since mid-2010)

While bubbles are easy to spot in retrospect, they can be 
challenging to identify conclusively and persuasively in real 
time. However, sometimes the associated anomalies are so 
jarring that investors just have to shake their heads in disbelief. 
To illustrate, in the late-1980s, the real estate value of the 
Imperial Palace in Tokyo was thought to be worth more than 
the entire state of California, and the market cap of Japan’s NTT 

Source: Bloomberg, DoubleLine, Bank of America, Epoch Investment 
Partners. Note: All eight series are indexed to begin at 100. Implying, for 
example, that e-commerce is up over 8x from its base.
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networked VC firms. Further, we often do not have a great deal 
of transparency into key metrics such as churn rates, client 
acquisition costs and so on. This is much more than a nuisance 
as such metrics are essential to properly value digital firms, 
including most of those in the e-commerce index.

In light of these challenges and obstacles, we have tried 
to make sense of the type of multiples that e-commerce 
companies such as Netflix and Amazon trade on. However, in 
many cases we have not been able to gain sufficient insight that 
they will be able to generate sustainable free cash flows that are 
enough to justify their present valuations. Regardless, we are 
willing to admit that we might be wrong and are concerned that 
we might be missing something (e.g., their ability to monetize 
massive proprietary data sets that detail clients’ buying habits).

Nonetheless, for now, given present valuations, we are inclined 
to remain skeptical of the positive fervor surrounding many 
of these companies, particularly with the likelihood of higher 
interest rates coming our way as indicated by Fed policy 
makers. Our assessment of each firm’s ability to produce free 
cash flow on a sustainable basis will ultimately determine our 
view. This framework has led us to be broadly constructive on 
the tech sector but, for the reasons discussed above, our stance 
is considerably less supportive of many e-commerce companies 
at current valuations.

As a final matter, we are also concerned about the impact of the 
looming trifecta of quantitative tightening, soaring U.S. budget 
deficits and the upcoming wall of maturities (in Treasurys and 
corporate debt).4 These developments could result in higher 
interest rates (not for a “good” reason like growth, but rather 
because of rising fixed income supply), increasing volatility 
and wider corporate bond spreads. This is worrisome as each 
of these could prove negative for long duration assets such as 
e-commerce companies.

(averaged 2.1% from 1996-99) than it is to any reasonable 
notion of fair value if we take into account historical measures.

figure 3: the e-commerce index trades on fcf yield 
of only 2.3%, just slightly higher than the tech 
sector’s in the late-1990s

Source: Bloomberg 

WHEN “BITS” MEET “ATOMS”: HOW TO VALUE THE 
INNOVATION TSUNAMI

For quite a while now one of our key investment themes has 
been “tech is the new macro,” which emphasizes the transition 
underway from the Industrial Age to the Digital Age, aka The 
Second Machine Age. This is a transition, if you will, from 
“atoms” to “bits.”2 Since much progress in the Digital Age is 
exponential rather than linear, one can argue that the business 
world has never seen disruption at this speed and scale before. 
In particular, witness the dramatic transformation in industries 
such as music, film, marketing, telecommunications, retail, 
transportation, and accommodation.

Further, digital platforms can produce extremely powerful 
business models that benefit from low (sometimes near zero) 
marginal costs, turbo-charged by powerful network effects. 
Such scalability produces winner-takes-all dynamics that 
have resulted in neo-monopoly profits for dominant firms 
and increased concentration in most sectors of the economy. 
Moreover, the pace of technological change continues to 
accelerate, suggesting we are nowhere near the late stages of 
this transformation.

However, properly valuing such companies raises a host 
of challenges.3 For example, how can investors distinguish 
between the most successful innovators, those who will 
capture the bulk of profits, and the rest of the pack who are 
left scrambling for scraps? Separating the wheat from the chaff 
is extremely difficult, even for the most experienced and highly 
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1.  “The Winds of Change: The Transition from Quantitative Easing to Quantitative 
Tightening” (Dec 2017) and “Trump and Trade: What are the Risks?” (Feb 2017).

2.  “When “Bits” Meet “Atoms”: Implications of the Second Machine Age for 
Corporate Profitability and Traditional Business Models” (January 2018).

3.  “User and Subscriber Businesses: The Good, the Bad and the Ugly!”, by Aswath 
Damodaran, NYU (June 2018).

4. “The Return of Price Discovery” (June 2018).
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U.S. VALUE
Inception date: 7/31/2001

Epoch Gross Return 2.7 1.3 11.5 9.2 11.6 8.8 8.5 13.4 0.5 - - - -

Epoch Net Return 2.6 1.2 11.1 8.9 11.3 8.4 8.0 - - - - - -

Russell 1000 3.6 2.9 14.5 11.6 13.4 10.2 7.3 14.2 0.4 0.3 1.8 0.9 0.9 

Russell 1000 Value 1.2 (1.7) 6.8 8.3 10.3 8.5 7.0 14.4 0.4 0.3 2.4 0.9 0.9 

S&P 500 3.4 2.6 14.4 11.9 13.4 10.2 7.0 14.0 0.4 0.3 2.1 0.9 0.9 

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

Epoch Gross Return 1.8 (0.0) 11.9 9.6 12.6 9.2 11.9 13.2 0.7 - - - -

Epoch Net Return 1.6 (0.3) 11.3 9.0 12.0 8.6 11.1 - - - - - -

Russell 3000 3.9 3.2 14.8 11.6 13.3 10.2 9.9 14.7 0.5 0.3 3.7 0.8 0.8 

Russell 3000 Value 1.7 (1.2) 7.3 8.5 10.4 8.6 9.7 14.3 0.5 0.3 3.8 0.8 0.8 

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

Epoch Gross Return 5.0 1.9 9.8 8.4 10.9 9.9 10.9 16.0 0.6 - - - -

Epoch Net Return 4.9 1.7 9.4 8.0 10.4 9.5 10.3 - - - - - -

Russell 2000 7.8 7.7 17.6 11.0 12.5 10.6 11.3 18.0 0.6 (0.1) 1.2 0.9 0.9 

Russell 2000 Value 8.3 5.4 13.1 11.2 11.2 9.9 10.7 17.9 0.5 0.0 1.8 0.8 0.9 

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

Epoch Gross Return 3.8 0.6 9.6 8.5 11.1 10.0 9.1 16.9 0.5 - - - -

Epoch Net Return 3.7 0.4 9.2 8.0 10.6 9.6 8.7 - - - - - -

Russell 2500 5.7 5.5 16.2 10.3 12.3 10.7 9.2 17.7 0.5 (0.0) 0.5 0.9 1.0 

Russell 2500 Value 5.8 3.0 11.5 9.8 10.8 10.1 7.9 17.6 0.4 0.3 1.8 0.9 0.9 

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

Epoch Gross Return 1.2 (1.2) 10.8 8.1 12.4 10.1 9.6 14.8 0.6 - - - -

Epoch Net Return 1.1 (1.4) 10.3 7.7 12.0 9.7 9.1 - - - - - -

Russell 3000 3.9 3.2 14.8 11.6 13.3 10.2 9.2 14.1 0.6 0.1 0.4 1.0 0.9 

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

Epoch Gross Return 1.9 (1.9) 7.4 10.9 11.6 13.0 8.4 1.5 - - - -

Epoch Net Return 1.8 (2.0) 7.0 10.6 11.3 12.7 - - - - - -

Russell 1000 Value 1.2 (1.7) 6.8 8.3 10.3 12.7 9.5 1.3 0.1 3.4 0.7 0.7 

U.S. STRATEGIES
IN USD

Annualized Returns Risk Statistics — Since Inception
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GLOBAL EQUITY 
SHAREHOLDER YIELD
Inception date: 12/31/2005

Epoch Gross Return 0.5 (4.2) 3.2 6.0 7.5 7.4 7.8 12.2 0.5 - - - -

Epoch Net Return 0.4 (4.4) 2.8 5.6 7.1 7.0 7.3 - - - - - -

MSCI World (Net) 1.7 0.4 11.1 8.5 9.9 6.3 6.3 15.1 0.3 0.2 2.8 0.8 0.9 

GLOBAL CHOICE
Inception date: 9/30/2005

Epoch Gross Return 3.5 0.8 14.3 8.1 10.0 7.7 9.5 14.1 0.6 - - - -

Epoch Net Return 3.4 0.5 13.6 7.4 9.4 7.0 8.7 - - - - - -

MSCI World (Net) 1.7 0.4 11.1 8.5 9.9 6.3 6.4 15.0 0.4 0.6 3.6 0.9 0.9 

GLOBAL ABSOLUTE 
RETURN
Inception date: 12/31/2001

Epoch Gross Return 5.0 5.9 19.2 7.1 9.1 7.8 10.4 12.2 0.7 - - - -

Epoch Net Return 4.7 5.4 17.9 5.8 7.8 6.5 8.9 - - - - - -

MSCI World (Net) 1.7 0.4 11.1 8.5 9.9 6.3 6.6 14.7 0.4 0.5 5.4 0.7 0.7 

BarCap U.S. Aggregate (0.2) (1.6) (0.4) 1.7 2.3 3.7 4.3 3.4 0.9 0.5 12.0 (0.2) 0.0 

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

Epoch Gross Return (0.8) (4.4) 3.0 3.5 6.0 4.4 17.1 0.2 - - - -

Epoch Net Return (0.9) (4.6) 2.5 3.1 5.6 4.1 - - - - - -

MSCI EAFE (Net) (1.2) (2.7) 6.8 4.9 6.4 3.7 18.1 0.2 0.2 0.8 0.9 1.0 

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

Epoch Gross Return 0.3 0.6 15.9 8.7 9.6 6.0 9.1 18.2 0.4 - - - -

Epoch Net Return 0.1 0.3 15.1 7.9 8.8 5.2 8.3 - - - - - -

MSCI World ex USA Sm 
Cap (Net)

(0.9) (1.4) 11.9 9.5 10.3 6.1 7.0 18.1 0.3 0.5 2.2 1.0 0.9 

GLOBAL SMALL CAP
Inception date: 12/31/2002

Epoch Gross Return 3.8 2.1 13.2 8.7 10.4 8.5 11.7 14.8 0.7 - - - -

Epoch Net Return 3.8 2.0 12.9 8.5 10.2 8.3 11.2 - - - - - -

MSCI World Sml Cap (Net) 3.3 2.7 14.8 10.1 11.6 9.0 12.0 16.8 0.6 (0.1) 1.3 0.9 0.9 

GLOBAL ALL CAP  
Inception date: 12/31/2007

Epoch Gross Return (0.1) (2.4) 7.7 5.8 8.4 6.8 5.6 13.8 0.4 - - - -

Epoch Net Return (0.2) (2.6) 7.2 5.4 7.9 6.1 4.9 - - - - - -

MSCI World (Net) 1.7 0.4 11.1 8.5 9.9 6.3 4.8 16.0 0.3 0.2 1.4 0.8 0.9 

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

Epoch Gross Return 2.2 2.4 15.1 10.5 11.6 11.6 9.9 1.1 - - - -

Epoch Net Return 2.0 2.1 14.6 10.0 10.9 10.9 - - - - - -

MSCI World (Net) 1.7 0.4 11.1 8.5 9.9 9.9 10.0 1.0 0.5 2.1 0.9 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 
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

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 
dominant 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 
repurchases, 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 
methodology 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 
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. 

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 ACA Compliance Group  from June 21, 2004 through March 31, 2018 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

