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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 -22.33% in the first quarter of 2020, compared with the Russell 
1000 Value Index -26.73%.

The first quarter decline was far broader than is typical. Lower volatility, lower valuation, and most importantly, higher 
dividend payers were not spared in investors’ rush to the exits. However, the portfolio’s tilt toward more profitable companies 
with less variable earnings was additive in the quarter.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Financials 20.4% 23.1% -2.7% -30.4% -34.3% -608 bps 115 bps
Utilities 10.1% 7.2% 3.0% -7.3% -14.2% -58 bps 102 bps
Real Estate 4.9% 5.3% -0.4% -10.1% -29.1% -49 bps 95 bps
Energy 6.8% 7.0% -0.2% -45.8% -51.3% -349 bps 55 bps
Consumer Staples 10.1% 9.4% 0.8% -7.0% -12.5% -88 bps 54 bps
Industrials 10.0% 9.7% 0.3% -24.8% -28.5% -255 bps 43 bps
Communication Services 8.9% 8.3% 0.6% -21.5% -22.6% -201 bps 14 bps
Materials 4.6% 4.1% 0.5% -29.8% -29.1% -159 bps -1 bps
Information Technology 6.3% 6.5% -0.2% -18.7% -19.5% -101 bps -5 bps
Consumer Discretionary 3.4% 5.7% -2.4% -49.5% -35.5% -209 bps -45 bps
Health Care 11.0% 13.7% -2.6% -14.7% -12.5% -154 bps -60 bps

(see disclosures)

The best sector for Equity Income in the first quarter was Financials. Equity Income financial holdings performed better than 
the benchmark Financials due to their generally higher quality and lower risk profile. Also, the portfolio was underweight 
this underperforming sector with a significant positive contribution from the underweight in the banking industry. Banks 
fared particularly poorly in the market rout due to fears of a major fall in credit quality and the corresponding jump in 
nonperforming loans. Similarly, the portfolio’s underweight in Diversified Financials was beneficial as asset managers and 
others that rely on the capital markets underperformed the wider market. Taking advantage of the extreme price weakness, 
we added to both the Banking and Diversified Financial industries in the quarter. Time will tell if we were early, but as of 
quarter end, we remain underweight Diversified Financials and are modestly overweight Banks.

The second best sector in the quarter was Utilities. The portfolio was overweight this outperforming sector. Security 
selection was additive, with all holdings but one outperforming the benchmark Utilities sector return. Utilities are typically 
a source of safety in fearful times due to the noncyclical nature of the earnings. As we enter what we feel will surely be a 
recession, Utilities sector earnings will fall far less than the average company. During the quarter we took advantage of 
market volatility, reducing the portfolio weight in the Utilities sector modestly.

The worst sector for Equity Income in the first quarter was Health Care. The portfolio was underweight this outperforming 
sector. Almost all of the negative attribution is due to the portfolio’s underweight industry positioning in Health Care 

Periods Ended 3/31/20 (%) QTR YTD 1 Yr 3 Yr 5 Yr S. I.1

DCM Equity Income (gross) -22.33 -22.33 -14.12 0.33 5.19 9.27

DCM Equity Income (net) -22.46 -22.46 -14.64 -0.27 4.52 8.53

Russell 1000 Value2 -26.73 -26.73 -17.17 -2.33 1.83 7.26

Performance Comparison1
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Equipment and Services. This positioning is predominantly a function of the relatively low number of high dividend yielding 
securities available. Much of the industry group is made up of higher growth companies paying little or no dividends. 
Equity Income is overweight Pharmaceuticals, Biotechnology & Life Sciences, the other Health Care industry group, which 
includes many large, well established pharmaceutical companies with high free cash generation and correspondingly high 
dividend payouts. Health Care performed well this quarter for two reasons. First, it is generally less cyclical, meaning that 
the expected recession will not impact their earnings and cash flow as much as most. Secondly, the coronavirus may 
possibly have a positive impact on earnings for many in the Health Care sector. 

The second worst sector for Equity Income this quarter was Consumer Discretionary. While the portfolio was underweight 
this underperforming sector, security selection was negative. Going into the quarter, the portfolio held Carnival Cruise Lines 
(CCL). Adding fuel to the coronavirus fire, we traded one cruise line for another when we sold CCL to buy Royal Caribbean 
Cruises (RCL) in February. While it seems obvious now, at the time the idea was to reduce the risk of exposure to China 
and Southern Europe, where Carnival is most impacted and Royal Caribbean much less so. In retrospect this was a poor 
decision. We realized the extent of the virus impact and rapidly increasing downside risk and sold out of RCL in March. The 
best that can be said of these investments is that we held relatively small weights in the cruise line securities, limiting the 
damage. At quarter end, the portfolio does not hold any cruise ship exposure and indeed the only Consumer Discretionary 
investment is Genuine Parts Co (GPC) with more than half of their business in the counter cyclical replacement auto parts 
business through their Napa franchise.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 

1 LAMAR ADVERTISING A  0.18 44 bps

2 DIGITAL REALTY  1.85 25 bps

3 CLOROX CO  1.75 18 bps

4 WEC ENERGY GROUP  1.27 13 bps

5 AMDOCS LTD  0.13 12 bps

6 IDACORP INC  0.14 12 bps

7 DONALDSON CO INC  0.15 11 bps

8 AMERIPRISE FINANCIAL  0.14 7 bps

9 NORTHWESTERN CORP  1.09 6 bps

10 BLACKSTONE MORTGAGE A  0.97 2 bps
 

  Top 10 Detractors Average % Weight Contribution

1 KEYCORP  2.24 -119 bps

2 OMNICOM GROUP  2.72 -97 bps

3 GENUINE PARTS CO  2.12 -93 bps

4 DELTA AIRLINES  1.31 -87 bps

5 EXXON MOBIL CORP  2.09 -85 bps

6 PRUDENTIAL FINANCIAL  1.87 -85 bps

7 CHEVRON CORP  1.86 -78 bps

8 KINDER MORGAN INC  2.23 -76 bps

9 METLIFE INC  1.88 -76 bps

10 PRINCIPAL FINANCIAL  1.66 -73 bps

Selected Contributor(s) to Performance

The highest contributing security in the first quarter was Lamar Advertising (LAMR). Lamar is an outdoor advertising 
company organized as a real estate investment trust (REIT) and was up 29.2% in the first quarter holding period. Lamar’s 
core business is leasing space for advertising on billboards, buses, shelters, and in airport terminals. LAMR is a new 
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holding added after the stock had fallen nearly -60% in the first quarter. Lamar faces short-term business risk as demand 
for outdoor advertising is hurt by aggressive social distancing amid the coronavirus pandemic. Still, we believe in the 
potential of outdoor advertising, which has been among the most resilient traditional advertising mediums. Further, a 
diverse client base, local focus, and pricing power should help the company weather the advertising volatility storm with 
political ads in the second half of the year a likely boost. The portfolio continues to hold LAMR.

The second highest contributing holding in the quarter was Digital Reality Trust (DLR). Digital Reality Trust is a real estate 
investment trust (REIT) that owns and manages technology related properties, including Internet gateway data centers 
and technology manufacturing facilities. The stock was up 17.0% in the first quarter as the company is well positioned 
to benefit from social distancing and working from home due to the pandemic. Rising internet traffic, streaming service, 
e-commerce, and business cloud demand adds to already increasing demand for DLR’s data center properties. The 
portfolio continues to hold DLR.

Selected Detractor(s) from Performance

The lowest contributing security in the first quarter was KeyCorp (KEY). KeyCorp is an Ohio-based bank that is primarily 
focused on serving middle-market commercial clients. KEY was down -48.2% in the first quarter, compared with the 
benchmark Russell 1000 Value Banking industry group, down -41.2% in the quarter. Going into the quarter Equity Income 
was underweight banks and held predominantly lower-risk banks. KeyCorp was the exception to that. KeyCorp was 
hurt during the 2008/2009 financial crisis largely because of its ventures into higher-risk commercial real estate lending 
in out-of-footprint states. Since the crisis, KeyCorp has wound down most of its construction-related commercial real 
estate business and refocused on its core corporate banking operations and capital markets services. With increasing 
credit quality and declining credit-related costs, along with significant operational improvements, KeyCorp has returned to 
healthy profitability. KEY does tend to be more volatile than the average bank stock which showed itself in the first quarter. 
The portfolio continues to hold KEY but has not added to the position to hold the falling weight.

The second lowest contributing security this quarter was Omnicom Group (OMC). Omnicom is the second largest advertising 
company in terms of worldwide billings. OMC was down -31.5% in the first quarter versus the Russell 1000 Value Media 
and Entertainment industry, down -27.3%. While advertising is one of the first expenses to be cut in an economic downturn, 
OMC’s variable cost structure allows them to cut costs nearly as fast, maintaining margins. Additionally, earnings are 
typically relatively quick to recover. During 2008/2009, earnings only fell -20% peak to trough and were above prior 
peak earnings within two years. During the recession, OMC increased their market share both organically and through 
acquisition, taking advantage of their financial strength going into the downturn. The portfolio continues to hold OMC.

Current Positioning

After the extreme volatility and deep market sell off in the first quarter, Equity Income retains its relatively defensive 
positioning. However, after taking advantage of massive price performance variation, the portfolio is closer to neutral 
sector weights with continued overweight in Utilities and underweights in Health Care and Consumer Discretionary 
sectors. During the quarter we reduced the weight in Consumer Staples, Utilities, and cash holdings while increasing the 
portfolio exposure to Financial Services, Information Technology, Industrials, and Real Estate. From a broad market factor 
point of view, the portfolio is heavily overweight dividend yield and profitability and underweight market capitalization size, 
volatility, momentum, and earnings variability factors. 

With the ever-widening range of expectations for the economy, perceived safety is being priced at an unusually large 
premium. Despite this long-term pricing dislocation, we have been slow to become aggressive. It seems the virus is 
controlling the timetable as we wait for more information on testing, treatment, and a potential vaccine. We feel the 
coronavirus is likely to throw the world into recession. Social distancing and resultant economic weakness may last 
considerably longer than current prices imply, and we are becoming less convinced about the potential for a strong 
snapback in growth. As such, we will continue to focus our efforts on opportunities in quality high dividend yield investments 
protecting the downside risk and paying us to be patient.
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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: 2.7%  2020*: 2.2%.

*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 12/31/19 represents preliminary performance results.


