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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 -7.47% in the second quarter of 2022, compared with the Russell 1000 Value 
Index -12.21%.

Broad market factors were largely a tailwind in the second quarter for the Equity Income portfolio performance. The portfolio’s low exposure 
to higher beta was the largest positive factor, with low exposure to higher stock price volatility and higher earnings variability securities 
contributing as well. The portfolio’s high exposure to more profitable holdings was also a material positive factor in the quarter. Dividend 
yield was a modest detractor, with the portfolio’s high exposure to high dividend yielding securities proving to be a negative performance 
influence.

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Utilities 13.1% 5.6% 7.5% -0.6% -5.3% -16 bps 102 bps
Consumer Discretionary 4.2% 5.0% -0.8% 0.9% -15.9% 3 bps 72 bps
Consumer Staples 11.0% 7.7% 3.2% -1.1% -5.6% -13 bps 67 bps
Financials 18.0% 19.9% -2.0% -14.5% -17.2% -271 bps 62 bps
Materials 3.6% 4.1% -0.5% -6.0% -18.9% -22 bps 51 bps
Industrials 8.5% 10.4% -1.9% -10.0% -14.7% -86 bps 46 bps
Communication Services 9.0% 7.1% 2.0% -9.4% -14.2% -86 bps 45 bps
Real Estate 2.9% 4.8% -1.9% -14.4% -16.8% -41 bps 17 bps
Health Care 11.5% 18.4% -7.0% 3.1% -3.9% 35 bps 16 bps
Information Technology 8.2% 9.1% -0.9% -20.3% -19.0% -179 bps -6 bps
Energy 7.1% 7.9% -0.8% -9.3% -5.4% -70 bps -27 bps

(see disclosures)

The best sector for the Equity Income portfolio in the second quarter was Utilities. Utilities were both the portfolio’s largest overweight 
sector and one of the better performing sectors in the benchmark Russell 1000 Value index. Southwest Gas Holdings (SWX) was the 
portfolio’s best performing security, up 12.0% in the quarter. The stock not only benefited from the downside fundamental protection 
inherent in regulated utilities, but also the ongoing impact of activist investor Carl Ichan’s actions including potential purchase of the 
enterprise or divesture of non-utility divisions. The portfolio continues to hold SWX but did reduce the position due to the dramatic 
outperformance and reduced risk/reward profile.

The second best sector this quarter was Consumer Discretionary. The portfolio’s underweight in this underperforming sector was a 
positive for relative returns, but the greater impact was due to stock selection. Genuine Parts (GPC) was the largest position in the 
Consumer Discretionary space and was up 6.2% in the quarter. GPC’s business benefited from lower cyclical exposure due to the 
counter cyclical nature of the auto repair business (GPC owns the Napa auto part retailing franchise). Adding to this tailwind, the 
current scarcity of new and used car inventory is leading consumers to hold onto their vehicles longer thus requiring more repair work. 
The portfolio continues to hold GPC but did reduce the position size near the end of the quarter due to the strong price performance, 
providing funds for other investment opportunities.

Periods Ended 6/30/22 (%) QTR YTD 1 Yr 3 Yr 5 Yr 10 Yr S. I.1

DCM Equity Income (gross) -7.47 -4.78 2.39 9.82 9.61 11.51 11.69

DCM Equity Income (net) -7.62 -5.07 1.78 9.16 8.96 10.79 10.96

Russell 1000 Value2 -12.21 -12.86 -6.82 6.87 7.07 10.43 9.79

Performance Comparison1



Equity Income Commentary
Second Quarter 2022

The worst sector for the portfolio this quarter was Energy. The portfolio was underweight this outperforming sector, and the portfolio’s 
lower range of outcomes holdings did not keep up with the continued relative strength. Commodity energy prices remained elevated 
during the second quarter. The dearth of quality high dividend yield investment opportunities in the Energy space leads the portfolio to 
chronic under exposure relative to the benchmark. We feel the current stock prices incorporate relatively high energy commodity price 
expectations and are comfortable remaining underweight the sector.

The only other sector with a negative impact on returns relative to the benchmark was Information Technology. The portfolio was 
underweight the underperforming Information Technology sector, but stock selection negated this positive allocation impact. Specifically, 
Intel (INTC), Cisco Systems (CSCO), and Broadcom (AVGO) were down -23.9%, -23.0%, and -22.2%, respectively. These technology 
securities, along with many other in the space were hit hard by rising input costs, economy wide supply constraints, and new questions 
of potentially falling consumer demand. The portfolio continues to hold these positions believing in the long-term investment quality and 
added to both the CSCO and INTC positions during the quarter, taking advantage of the lower price and higher dividend yield.

Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 

1 AT&T INC  1.49 25 bps

2 MERCK & CO INC  2.04 23 bps

3 SOUTHWEST GAS HOLDINGS INC  2.28 20 bps

4 KIMBERLY-CLARK CORP  1.63 16 bps

5 GENERAL MILLS INC  1.11 13 bps

6 GENUINE PARTS CO  2.67 13 bps

7 BRISTOL-MYERS SQUIBB CO  2.14 12 bps

8 PHILIP MORRIS INTERNATIONAL  1.72 10 bps

9 FLOWERS FOODS INC  1.84 6 bps

10 PFIZER INC  2.39 6 bps

 

  Top 10 Detractors Average % Weight Contribution

1 OMNICOM GROUP  2.84 -76 bps

2 ALTRIA GROUP INC  3.11 -58 bps

3 T ROWE PRICE GROUP INC  2.23 -57 bps

4 CISCO SYSTEMS INC  2.10 -54 bps

5 CANADIAN IMPERIAL BANK OF COMMERCE  2.18 -45 bps

6 PRUDENTIAL FINANCIAL INC  2.33 -45 bps

7 BROADCOM INC  1.68 -41 bps

8 CHEVRON CORP  3.23 -35 bps

9 INTEL CORP  1.32 -33 bps

10 US BANCORP  2.18 -28 bps

Selected Contributor(s) to Performance

The highest contributing security in the second quarter was AT&T (T). T was up 19.2% in the quarter. With the spinoff of Warner Media in 
early April and the previous DirecTV divesture, AT&T has narrowed its focus to connectivity services including mobility and broadband as 
it strives for more stable growth. The Mobility segment, its largest at over 50% of revenue, continues to post solid subscriber additions, 
and is likely to continue as AT&T has boosted network capacity. The acquisition of key mid-band spectrum holdings will enable it to 
compete more effectively in 5G. AT&T is also expanding its broadband network to drive growth by expanding fiber coverage, yielding 
solid subscriber and revenue gains. The portfolio continues to hold T.
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The second highest contributing security this quarter was Merck & Co (MRK) up 12.0%. Merck is a leading global pharmaceutical 
company and reported better than expected earnings and sales for the first quarter. The performance was fueled by growth in its 
oncology franchise Keytruda (roughly 30% of revenues), where sales increased 23% on the back of continued momentum in the non-
small cell lung cancer market. Merck’s top vaccine Gardasil also exhibited strong acceleration (+59%), due to lower pandemic-related 
pressures and increased demand in China. Merck’s new COVID-19 pill, Lagevrio, which received FDA approval in December, generated 
$3.2 billion in sales during the first quarter and likely had continued strength in the second quarter. The portfolio continues to hold MRK.

Selected Detractor(s) from Performance

The portfolio’s lowest contributing security in the second quarter was Omnicom Group (OMC), down -24.3%. The stock suffered in 
the second quarter from increasing recession fears as advertising expenses are often the first cuts as companies face lower earnings 
expectations. Organic sales fell 11% in 2020 but rose 10.2% in 2021, with guidance increased to 6-6.5% growth in 2022. Omnicom 
responded swiftly to the pandemic with cost cuts to preserve margins, while a 15%-plus contribution from the resilient health-care 
segment has also helped. M&A has focused on data-driven digital solutions, with a focus on pruning the portfolio, which should help it 
navigate geopolitical uncertainty. The portfolio continues to hold OMC.

The second lowest contributing security in the second quarter was Altria Group (MO), down -18.5%. Through its tobacco subsidiaries, 
Altria holds the leading position in cigarettes and smokeless tobacco in the United States and the number two spot in machine-made 
cigars. The company’s Marlboro brand is the leading cigarette brand in the U.S. with a 43% share. Altria holds strategic investments in 
JUUL Labs (35% economic interest) and Cronos (42%). The company faces many hurdles, including orchestrating a longstanding plan 
to reduce its reliance on combustible-tobacco products (cigarettes and cigars), which generate about 90% of operating profit. The U.S. 
International Trade Commission’s ban on the import and sale of Philip Morris’ IQOS devices, which went into effect in 4Q21, complicates 
its noncombustible-product strategy. Tobacco-product sales have been resilient, yet longer-term U.S. cigarette consumption remains 
in decline. Altria has stepped up share buybacks since 4Q and plans to keep its investment in AB InBev in the near term. The portfolio 
continues to hold MO.

Current Positioning

The Equity Income portfolio continues to be overweight dividend yield and profitability factors while remaining underweight market beta, 
volatility, and earnings variability broad market factors. In terms of sectors, the portfolio is overweight Utilities and Consumer Staples 
and underweight Health Care and Financials.

The Federal Reserve continues to raise interest rates in an effort to control high inflation. Not surprisingly, we are also seeing a slowdown 
in both economic expectations and activity. An excess inventory warning from broadline consumer goods retailer Target (TGT, not held) 
and lukewarm volumes at industrial supplier Fastenal (FAST) are two early warning signs for potential recession. However, the water is 
muddied with continued strong employment and job creation. It feels ever more likely that we will enter a recession in coming quarters. 
This is not necessarily a disaster scenario. A mild recession may tame inflation and clear out some excess where needed, leaving the 
economy to resume expansion over the long term. Plus, market prices already incorporate a material slowdown. The Equity Income 
portfolio remains tilted to defensive positions, though high quality, cyclically exposed firms will become more appealing as prices reflect 
short term fear over long-term opportunities.
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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 entities affiliated 
with C.H. Dean, LLC. The firm manages a variety of equity and fixed income assets for institutional and individual investors. DCM claims 
compliance with the Global Investment Performance Standards (GIPS®). GIPS® is a registered trademark of CFA Institute. CFA Institute 
does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. Past perfor-
mance does not guarantee future results. 

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

The Equity Income style is a fully invested style of primarily large 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 represenation 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 93% 
of the U.S. equity market. The Russell 1000 Value Index measures the performance 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 Invest-
ments (www.russell.com).

Performance represents all fully discretionary commission accounts for the respective strategy. A complete list and description of DCM’s 
composites and additional information regarding the calculation and reporting of returns is available upon request. To obtain a GIPS 
report 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 strat-
egy. Individual account results may vary.

Gross performance figures do not reflect payment of investment advisory fees, but do reflect deduction of brokerage commissions and 
trading expenses. Net of fee performance reflects the deduction of advisory fees, brokerage commissions, and trading and other ex-
penses. Net results reflect the deduction of a model fee equivalent to the highest applicable advisory fee 0.60%. 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. Manage-
ment fee schedules are available on Form ADV Part 2A.

Performance presents results with all dividend and interest income reinvested and is stated in U.S. Dollar terms. Leverage is not used in 
any portfolio in these composites. 

A performance examination has been performed on performance results from 1/1/11 through 12/31/21. A firm-wide verification was 
performed for the periods 7/1/08 through 12/31/21. Data subsequent to 5/31/22 represents preliminary performance results.


