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The name of the strategy you quality and cyclicality, free cash flow, as well as other 

co-manage is  Small Cap Quality potential company specific catalysts.

Value. Can you explain what you Can you explain what you mean by value?mean by Quality?
What we are trying to do is buy a company for less 

There are a lot of different definitions of Quality. than it’s truly worth. We agree with a common phrase 
Quality indexes, for example, tend to use a collection in investing that says — Price is what you pay. Value 
of factors to define quality, such as high return on is what you get. It’s a broadly accepted financial 
equity, low debt to equity and low earnings volatility. principle that the fair price, or intrinsic value, of a 
These factors may help to indicate that a company is business is simply based on the present value of 
a quality company but they can also be manipulated future cash flows. Through a detailed and disciplined 
within the rules of accounting. We look at things a fundamental research process, our analysts forecast 
little differently and took the time to identify 6 key a normalized level of free cash flow over the next 
fundamental factors we believe drive long term several years and discount that back to present 
shareholder value. Our fundamental analysts evaluate value. We then evaluate that present value vs. where 
these factors during their research process. We even the shares trade today. Of course, we’re also very 
require the analyst to score the companies they focused on the terminal value of the business where 
evaluate on each factor and roll that up into an overall we analyze competition, obsolescence risk, and other 
quality score for each company. The fundamental long-term factors. If you wanted to use currently 
factors include management and board quality, available multiples, we would highlight free cash flow 
capital allocation, competitive position, industry to enterprise value (FCF/EV) and free cash flow yield 
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(FCF Yield) as the two key metrics that can be used to How has this focus shaped the U.S. 
measure value. We are agnostic to the book value or Small Cap Quality Value Strategy?

Our portfolio’s metrics over the last 5 years prove 
that we do what we say we do. Again, our goal 
is to buy high quality companies at a discount to 
their FCF-based valuation. When you compare our 
portfolio to its benchmark, the Russell 2000 Value 
Index, our portfolio is cheaper on a Price to FCF basis. 
It also has superior operating margins and returns on 
equity. Lastly, it has been able to do this with balance 
sheets similar to, or better than, the benchmark on 
a net debt to EBITDA basis. This is not easy to do. 
It is only possible thanks to our dedicated team of 
fundamental analysts’ adherence to our rigorous and 
disciplined investment process, which is laser focused 
on finding quality companies with strong cash 
generating enterprises.

price to book ratios. 

Why not use Price to Book, like most 
Value managers?
While book value does tend to be very stable, which 
is a positive, we believe book value has been losing 
relevance over time and that might even get worse. 
This is because corporate America continues to shift 
their mix of investment from tangible assets towards 
intangible assets. Tangible investments are physical 
goods, things you can touch and feel. Think about 
things like factories, all the machines and tooling 
inside those factories, retail stores, inventory, trucks 
and construction equipment. Intangible investments 
include those things you can’t really touch and feel. 
Think about software code, all the patents and 
formulas across the medical and pharma industry, 
name brands, ecommerce technology. While we still 
need tangible assets in our lives, even these tangible 
assets are filled with intangible investments. Think 
about all the technology in your car and home and 
how that compares to a few decades ago. With the 
growth in Artificial Intelligence, it’s possible this trend 
accelerates further from here. So, it shouldn’t be that 
surprising to know that over the last 40 years, the mix 
has flipped and  the majority of capital investment 
is now going towards intangible investments. This is 
where the accounting comes in and the distortions 
arise. In general, tangible assets are depreciated 
over their useful life while intangible investments are 
expensed up front. To avoid these distortions and 
stay relevant with the modern and future economy, 
we focus on FCF based valuation metrics and not 
Price to Book. 

Is there any data that supports FCF 
based valuations being a better 
indicator of company success?
Absolutely. Bloomberg does a great job analyzing 20 
different valuation metrics. Over longer time periods, 
such as 10 and 15 years, price to book is one of the 
worst performing value metrics. This is probably 
why it’s become common for people to say things 
like “value investing is dead” or “value investing only 
works one out of every five years.” On the flip side, 
FCF/EV and FCF yield are some of the top performing 
metrics over 10 and 15 years, according to Bloomberg. 
So, value investing is not dead, it is alive and well, as 
long as you look to buy companies attractively valued 
based on their free cash flow, rather than companies 
with cheap price to book ratios. 
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For institutional investors only. TD Global Investment Solutions represents TD Asset Management Inc. (“TDAM”) and Epoch Investment Partners, Inc. (“TD Epoch”). TDAM and TD 
Epoch are affiliates and wholly owned subsidiaries of The Toronto-Dominion Bank. ®The TD logo and other TD trademarks are the property of The Toronto-Dominion Bank or its 
subsidiaries. The information contained herein is distributed for informational purposes only and should not be considered investment advice or a recommendation of any particular 
security, strategy or investment product. The information is distributed with the understanding that the recipient has sufficient knowledge and experience to be able to understand 
and make their own evaluation of the proposals and services described herein as well as any risks associated with such proposal or services. Nothing in this presentation constitutes 
legal, tax, or accounting advice. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. Certain information provided herein 
is based on third-party sources, and although believed to be accurate, has not been independently verified. Except as otherwise specified herein, TD Epoch is the source of all 
information contained in this document. TD Epoch assumes no liability for errors and omissions in the information contained herein. TD Epoch believes the information contained 
herein is accurate as of the date produced and submitted, but is subject to change. No assurance is made as to its continued accuracy after such date and TD Epoch has no 
obligation to any recipient of this document to update any of the information provided herein. No portion of this material may be copied, reproduced, republished or distributed in any 
way without the express written consent of TD Epoch.

Past Performance: Any performance information referenced represents past performance and is not indicative of future returns. There is no guarantee that the investment objectives 
will be achieved. To the extent the material presented contains information about specific companies or securities including whether they are profitable or not, they are being provided 
as a means of illustrating our investment thesis. Each security discussed has been selected solely for this purpose and has not been selected on the basis of performance or any 
performance-related criteria. Past references to specific companies or securities are not a complete list of securities selected for clients and not all securities selected for clients in 
the past year were profitable. The securities discussed herein may not represent an entire portfolio and in the aggregate may only represent a small percentage of a clients holdings. 
Clients’ portfolios are actively managed and securities discussed may or may not be held in such portfolios at any given time. Projected or Targeted Performance: Any projections, 
targets, or estimates in this presentation are forward-looking statements and are based on TD Epoch’s research, analysis, and its capital markets assumptions. There can be no 
assurances that such projections, targets, or estimates will occur and the actual results may be materially different. Additional information about capital markets assumptions is 
available upon request. Other events which were not taken into account in formulating such projections, targets, or estimates may occur and may significantly affect the returns or 
performance of any accounts and/or funds managed by TD Epoch.

TD Epoch’s approach to ESG is rooted in our belief that the consideration of ESG factors complements traditional financial analysis. As set forth in our ESG Policy, our ESG 
approach is aligned with the firm’s investment philosophy and integrated into our investment analysis process and investment professionals generally will take ESG issues into 
consideration, as appropriate, when making investment decisions, subject to Epoch’s investment strategy objectives, clients’ investment guidelines and applicable laws. Examples of 
how Epoch’s investment professionals may incorporate ESG considerations in their research and company engagements are set forth in Epoch’s ESG Policy. We recognize there is 
regulatory uncertainty and scrutiny relating to ESG, that require Epoch to make judgments concerning how the firm will comply before industry best practices have been developed. 
Accordingly, Epoch’s ESG Policy and related procedures will change as the firm’s judgments concerning its regulatory obligations change.

The use of ESG factors in the investment process could result in selling or avoiding investments that subsequently perform well or purchasing investments that subsequently 
underperform. Epoch uses proprietary, internal research and analysis, and also subscribes to various independent third party research providers that provide corporate ESG 
research. Epoch is generally dependent upon information and data obtained through third-party reporting that may be incomplete, inaccurate or unavailable, which could cause 
Epoch to incorrectly assess a company’s ESG practices. 

Non-US Jurisdictions: This information is only intended for use in jurisdictions where its distribution or availability is consistent with local laws or regulations.

Australia: Epoch Investment Partners, Inc. (ABRN: 636409320) holds an Australian Financial Services Licence (AFS Licence No: 530587). The information contained herein is 
intended for wholesale clients and investors only as defined in the Corporations Act of 2001.

United Kingdom: Epoch Investment Partners UK, LTD is authorized and regulated by the Financial Conduct Authority of the United Kingdom (Firm Reference Number: 715988). 

South Africa: Epoch Investment Partners, Inc. is a licensed Financial Services Provider (license number 46621) with the Financial Sector Conduct Authority.

Learn more about TD Global Investment Solutions

www.tdgis.com




