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Periods greater than 1 year are annualized
1DCM Equity Income inception was January 1, 2011
2Effective 1/1/19, the benchmark was changed from Russell 3000 Value to Russell 1000 Value. Benchmark returns presented reflect Russell 3000 Value for time periods 
prior to January 1, 2019.

Performance Summary

The DCM Equity Income composite gross total return was 2.19% in the third quarter of 2019, compared with the Russell 
1000 Value Index 1.36%.

Higher dividend yields and more profitable companies outperformed in the third quarter, providing strong tailwinds to 
the Equity Income portfolio. Additionally, the portfolio’s exposure to lower earnings variability was a positive factor in the 
quarter.

The principal detracting factor in the quarter was size. Relative to the benchmark Russell 1000 Value, Equity Income has 
higher exposure to small and mid-capitalization stocks whereas large caps outperformed this quarter.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Health Care 9.0% 12.7% -3.8% 2.5% -3.1% 23 bps 67 bps
Industrials 8.1% 9.5% -1.4% 3.8% -1.9% 31 bps 51 bps
Utilities 10.4% 6.7% 3.6% 10.4% 8.3% 111 bps 47 bps
Energy 7.5% 8.7% -1.2% -4.3% -6.7% -34 bps 31 bps
Communication Services 9.6% 8.2% 1.4% 6.3% 3.8% 60 bps 27 bps
Consumer Discretionary 4.4% 6.0% -1.6% 6.2% 3.3% 28 bps 9 bps
Materials 4.2% 4.3% -0.1% -0.6% -2.2% -4 bps 7 bps
Information Technology 6.5% 6.1% 0.4% 1.2% 3.0% 7 bps -11 bps
Real Estate 5.7% 5.3% 0.4% 4.8% 8.0% 26 bps -14 bps
Consumer Staples 10.0% 9.0% 0.9% 2.3% 5.9% 22 bps -30 bps
Financials 20.2% 23.5% -3.2% -1.8% 2.2% -49 bps -91 bps

(see disclosures)

The best sector for Equity Income in the third quarter of 2019 was Health Care. The portfolio benefited from Health Care 
security selection while the relatively large weight in Pharmaceuticals versus Health Care Equipment & Services was a 
modest detraction. Health Care was an underweight sector in the Equity Income portfolio while the benchmark sector 
underperformed the benchmark overall. Health care services provider CVS (CVS) and Pharmaceutical and Biotechnology 
leaders Bristol-Myers Squibb (BMY) and Amgen (AMGN) were up 16.8%, 12.8%, and 5.8%, respectively during the quarter. 
At the same time both Pfizer (PFE) and Johnson & Johnson (JNJ) lagged the benchmark, but the Equity Income portfolio 
weight was below that of the benchmark, thus providing further relative performance gains. The portfolio continues to hold 
these Health Care positions.

The second best sector this quarter for Equity Income was Industrials. The portfolio was underweight the benchmark 
while the benchmark sector performance lagged. Additionally, stock selection was positive. Shipping giant UPS (UPS) 
was a strong holding in the period up 17.0%. UPS reported second quarter earnings ahead of Wall Street estimates and 
provided fiscal year 2019 guidance ahead of expectations. The company reported +30% growth in next day volumes as 
e-commerce moved from competitors’ two day service to UPS’ one day service. Also favorable to the portfolio’s relative 

Periods Ended 9/30/19 (%) QTR YTD 1 Yr 3 Yr 5 Yr S. I.1

DCM Equity Income (gross) 2.19 16.68 6.94 9.65 10.37 12.26

DCM Equity Income (net) 2.04 16.16 6.31 8.98 9.65 11.50

Russell 1000 Value2 1.36 17.81 3.40 9.35 7.82 10.68

Performance Comparison1
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performance, General Electric (GE), the second largest member of the Russell 1000 Value index Industrial sector, was 
down -14.8%. Equity Income did not have a position in GE. An independent accounting expert claims General Electric 
filed fraudulent financial filings. Those claims have not been verified, but it was enough to punish the stock in the quarter. 
Equity Income continues to hold UPS and not GE.

The portfolio’s worst sector in the third quarter was Financials. Stock selection was the drag on performance for Equity 
Income. The three holdings contributing the most to the weakness were Invesco (IVZ), Prudential (PRU), and MetLife 
(MET), down -12.8% (during IVZ holding period), -9.9%, and -4.1%, respectively.  PRU and MET were negatively impacted 
by falling interest rates as recessionary fears grew with further indications of macroeconomic weakness. Interest rates 
have an outsized impact on life insurance companies due to the relative importance of their long-term investments, or 
float, principally held in fixed income securities. See further discussion of PRU below. Invesco continued to struggle 
fundamentally and was sold during the period as it appears their acquisition of Oppenheimer may result in more risk than 
reward. The portfolio continues to hold PRU and MET.

The second worst sector for Equity Income was Consumer Staples. The portfolio was overweight this outperforming 
sector, however stock selection more than negated that position. In particular, Altria (MO, formerly Philip Morris) was 
down -11.9% in the period due to numerous deaths seemingly related to vaping. Altria is exposed to vaping products 
through 35% ownership of Juul. Altria’s investment is certainly worth less than the $12 billion paid. The extent of the 
value destruction is difficult to measure, but it does seem to be more than fully priced into the stock. Clorox (CLX) was 
down -0.2% in the quarter due to management’s reduction in earnings guidance for this fiscal year. The revised guidance 
reflects deteriorated foreign currency assumptions. The company’s organic sales growth outlook remains unchanged. The 
portfolio added to both the Altria and Clorox positions during the quarter hoping to take advantage of the price weakness 
minimally related to the intrinsic value of the companies.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 

1 AT&T INC  3.04 43 bps

2 PROCTER & GAMBLE  2.87 38 bps

3 TARGET CORP  1.61 38 bps

4 UNITED PARCEL-B  2.40 37 bps

5 WEC ENERGY GROUP  2.53 35 bps

6 SOUTHERN CO  2.76 34 bps

7 BRISTOL-MYERS SQUIBB  1.89 24 bps

8 DIGITAL REALTY  1.76 20 bps

9 DUKE ENERGY CORP  1.30 20 bps

10 CVS HEALTH CORP  1.33 19 bps
 

  Top 10 Detractors Average % Weight Contribution

1 PFIZER INC  1.37 -25 bps

2 PRUDENTIAL FINANCIAL  2.14 -25 bps

3 EXXON MOBIL CORP  3.48 -25 bps

4 ALTRIA GROUP INC  1.87 -23 bps

5 INVESCO LTD  0.56 -20 bps

6 CISCO SYSTEMS  1.43 -14 bps

7 JOHNSON & JOHNSON  1.68 -12 bps

8 NORTHWEST BANCSHARES  1.87 -12 bps

9 OMNICOM GROUP  2.79 -11 bps

10 BLACKROCK INC  2.05 -10 bps
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Selected Contributor(s) to Performance

The highest contributing holding in the third quarter was AT&T (T), up 14.6%. AT&T, the second largest U.S. wireless carrier, 
also serves fixed line telecommunications, satellite television (through Direct TV), and owns WarnerMedia with assets such 
as HBO, the Turner Cable Networks, and Warner Brothers studios. The stock performed well in the third quarter due to 
their relatively defensive nature and high dividend yield (over 6% at the start of the quarter) while market volatility jumped 
in the quarter. Taking advantage of the outperformance in the quarter, the portfolio reduced the position size in T to better 
reflect the current risk/reward but continues to hold an above average position size.

The second highest contributing holding in the third quarter was Procter & Gamble (PG), up 14.2%. Procter & Gamble is 
the world’s largest consumer product manufacturer with leading brands such as Tide laundry detergent, Charmin toilet 
paper, and Pampers diapers. Similar to AT&T, PG performed well during the quarter in large part due to lower volatility and 
perceived safety. Reinforcing these factors, the company reported second quarter earnings ahead of street estimates and 
provided fiscal year guidance above estimates. The company is enjoying strong growth in organic sales and gross margins 
indicating improved pricing power like we have seen elsewhere in the consumer staples space. The portfolio reduced the 
position size in PG during the quarter but continues to hold a position.

Selected Detractor(s) from Performance

The lowest contributing security in the third quarter was Pfizer (PFE), down -16.2%. Pfizer is one of the world’s largest 
pharmaceutical companies. The stock was weak in the third quarter due to market displeasure with the announced deal 
to merge Pfizer’s off-patent drugs business with generic drugmaker Mylan. The deal would bring together two businesses 
whose sales have slowed since former big sellers lost patent protection. For Pfizer, these include Lipitor cholesterol pills 
and the male-impotence drug Viagra. The deal would further Pfizer’s efforts to focus on patent-protected drugs and 
vaccines. The combination comes with various risks and opportunities, and we decided to buy PFE in the quarter to hold 
the position size as the price fall seems to more than reflect the increase in the range of outcomes.

The second worst contributing security this quarter was Prudential Financial (PRU), down -9.9%. Prudential is a diversified 
insurance company offering annuities, life insurance, retirement plan services, and asset management products. Prudential 
is the second largest life insurance company in the U.S. The company, like other life insurers, is operationally leveraged to 
the capital markets. Low interest rates have been an ongoing headwind. The capital markets continue to plague Prudential, 
as both second quarter earnings and forward guidance were below expectations. On the other hand, management was 
relatively upbeat in their outlook for business trends, steady share buybacks, and a superior dividend yield. The portfolio 
continues to hold PRU.

Current Positioning

Equity Income remains overweight Utilities, Communication Services, and Consumer Staples sectors. The portfolio is 
underweight Financials, Health Care, and Consumer Discretionary. During the quarter, the portfolio reduced Utilities and 
Communications while adding to Financials and Health care. Changes made reflect the price outperformance of less 
economically sensitive areas of the market as recessionary fears grow. 

Economic storm clouds continue to gather on the horizon principally related to trade tensions, international weakness, 
and reductions in domestic manufacturing activity. The yield curve remains inverted, and several manager surveys indicate 
a weakening macroeconomic environment with mixed signals in housing and employment. Auto sales and consumer 
spending figures remain solid for now, though there are moderating indications there as well.

While Equity Income is a defensive oriented strategy, currently the positioning is more so than average. It appears the 
market is overly optimistic that the longest American economic expansion will continue for the foreseeable future. Equity 
Income has faced strong market headwinds against our defensive sails, but at some point the winds will change, and 
many indications suggest that may be sooner rather than later. Short term market moves are impossible to predict. 
However, it appears prudence is called for in this environment, and we are positioned to minimize the impact of potential 
market weakness.
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ABOUT DEAN CAPITAL MANAGEMENT, LLC
Dean Capital Management, LLC (“DCM”) is an employee-owned registered investment 
advisor founded in March 2008. Located in Overland Park, Kansas, DCM is a long-only, 
fundamental U.S. Value equity manager. DCM manages portfolios across the 
capitalization spectrum for institutional clients, financial intermediaries and advisors. 

DCM is majority-owned by the founding principals, who also comprise the investment 
team.  Additionally, all investment professionals maintain
significant personal investments in DCM managed products, further aligning the 
investment team with our clients.

FOR MORE INFORMATION

Patrick J. Krumm
Founding Member/
Director of Institutional Sales

7400 W. 130th St., Suite 350
Overland Park, KS 66213

pkrumm@deancapmgmt.com
913-944-4452
www.deancapmgmt.com

Disclosures

Dean Capital Management, LLC (DCM) is an independent investment management firm owned by LLC members and enti-
ties affiliated with C.H. Dean, LLC. The firm manages a variety of equity and fixed income assets for institutional and indi-
vidual investors. DCM claims compliance with the Global Investment Performance Standards (GIPS). Past performance is 
no guarantee of future results.

The information provided in this report should not be considered a recommendation to purchase or sell any particular se-
curity. There is no assurance that any securities discussed herein will remain in an account at the time you receive this re-
port or that securities sold have not been repurchased.

The Equity Income style is a fully invested style of large, mid, and small cap stocks which ranges from 90%-100% equity, and 
the number of holdings typically ranges between 40 and 60. The remainder of the portfolios is typically invested in short 
term U.S. Treasury Bills or other cash equivalents.

Effective 1/1/19, the benchmark was changed from Russell 3000 Value to Russell 1000 Value to provide a better repre-
senation of the investment strategy. The Russell 1000 Index measures the performance of the large-cap segment and 
includes approximately 1000 securities based on a combination of their market cap and current index membership. The 
Russell 1000 represents approximately 92% of the U.S. equity market. The Russell 1000 Value Index measures the per-
formance of those Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values. These 
stock indexes assume reinvestment of dividends and capital gains and assume no management, custody, transaction or 
other expenses. Russell statistics used in this presentation were obtained from Russell Investments (www.russell.com).

Performance represents all fully discretionary commission accounts for the respective strategy. A complete list and de-
scription of DCM’s composites and additional information regarding the calculation and reporting of returns is available 
upon request. To obtain a GIPS compliant presentation and/or the firm’s list of composite descriptions, please contact us at 
1.913.944.4452.

The securities discussed do not represent an account’s entire portfolio and in the aggregate may represent only a small 
percentage of an account’s portfolio holdings. It should not be assumed that any of the securities’ transactions or holdings 
discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future 
will be profitable or will equal the investment performance of the securities discussed herein. The contributors/detractors 
listed do not represent all securities purchased or sold for our clients. To obtain a list showing the contribution of each 
holding that contributed to overall performance during the period and the calculation methodology, please call 
1.913.944.4452. The detailed sector attribution table is specific to the policy portfolio for the strategy. Individual account 
results may vary.

Gross performance figures do not reflect payment of investment advisory fees, but do reflect deduction of brokerage com-
missions and trading expenses. Net of fee performance reflects the deduction of advisory fees, brokerage commissions, 
and trading and other expenses. Net results reflect the deduction of a model fee equivalent to the highest applicable advi-
sory fee. The net compounded effect of the deduction of fees over time will be affected by the amount of the fee, the time 
period, and investment performance. Management fee schedules are available on Form ADV Part 2A.

Performance presents results with all dividend and interest income reinvested and are stated in U.S. Dollar terms. Leverage 
is not used in any portfolio in these composites. Certain accounts owned or controlled by DCM or C.H. Dean, LLC employ-
ees are non-fee paying assets and represent the following percentage of the composites: 2011: 10.6%  2012: 12.1%  2013: 
10.6%  2014: 7.0%  2015: 7.6%  2016: 4.8%  2017: 4.2%  2018: 3.8%  2019*: 2.3%.

*A performance examination has been performed on performance results through 12/31/18. A firm-wide verification was 
performed for the periods 1/1/93 through 12/31/18. Data subsequent to 6/30/19 represents preliminary performance results.


