
Letter Summary

Amid a variety of crosscurrents and rich valuations, the U.S. equity market as proxied by the S&P 500 declined modestly in the fist quarter of 
2026.  Beneath the surface of this headline decline, however, individual stock movements were much more varied with many underperforming 
or outperforming by 20 to 40 percentage points.  Rather than add to the noise of voices opining about the various headwinds facing the 
market and the related investor angst that contributed to this wide dispersion in individual stock returns, we want to use this letter to focus 
on the opportunities it has created.  Specifically, by systematically rotating out of names that have appreciated in price and gotten more 
expensive and reinvesting those proceeds into less expensive names, there is an ability to increase underlying free cash flows at the portfolio 
level (see Figure 1 below) on top of the growth generated by the underlying companies.  We think this rebalancing benefit is underappreciated 
and is a powerful force that explains the outperformance of free-cash-flow-based value strategies over time.  While valuation changes can 
cause shorter-term returns to swing around, longer-term returns are a product of fundamentals.  We are focused on those fundamentals and 
will continue to take advantage of market turmoil to the benefit of our value-driven strategies.

Performance Summary
U.S. Fundamental Stability & Value (U.S. FSV):  Amid a modest decline for US stocks in Q1, our U.S. FSV strategy net of fee return 
of -1.41% bested the S&P 500’s comparable gain of -4.35% but lagged the Russell 1000 Value’s 2.07% gain where a large energy weight 
supported returns.  Annualized net of fee performance since inception is now 0.32% behind that of the S&P 500 and 3.61% ahead of the 
Russell 1000 Value Index.  

U.S. Small/Mid Cap Quality & Value (SMID QV):  Our SMID QV strategy returned 5.94% in Q1 2026 on a total return basis net of 
fees which compares to the Russell 2000 index’s total return of 0.92% and the Russell 2000 Value’s 5.04%.  Annualized excess returns of our 
SMID QV since inception are 4.4% and 4.0% ahead of those benchmarks, respectively.

International Fundamental Stability & Value (Intl. FSV):   Our 0.23% Q1 return after fees lagged the MSCI All Country Ex US ETF 
benchmark’s gain of 1.63% in Q1 and annualized net of fee performance since inception is ahead of the benchmark by 0.60%.  

U.S. Large Cap Value 130/30 (U.S. Value 130/30):  Our 130/30 strategy returned 6.93% vs. the S&P 500 Index’s return of -4.35%.  This 
strategy is 3.4% ahead of the S&P 500 Index and 7.22% above the Russell 1000 Value Index on an annualized net of fee basis since inception.

U.S. Free Cash Flow 500:  Our broader free-cash-flow-weighted portfolio returned -0.31% in Q1 vs. -4.35% for the S&P and is 2.61% ahead 
of that benchmark since its year-end 2024 inception on a net of fee annualized basis.

Figure 1: Indexed Next Twelve Months (NTM) Free Cash Flow 
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Fundamentals Drive Returns: 
The U.S. stock market, as measured by the S&P 500 Index, declined 
modestly in the first quarter amid a variety of both financial and 
geopolitical headwinds.  Under the surface, there was much greater 
turbulence and an enormous dispersion in individual stock returns.  
Rather than add to the cacophony of opinions by expounding on 
these various crosscurrents, we instead want to focus on how that 
dispersion in individual stock returns can create an opportunity to 
improve underlying fundamentals at a portfolio level.

Very simply, stock prices are a product of their underlying 
fundamentals (free cash flow or earnings per share) and the valuation 
multiple applied to those fundamentals.  We have shown before how 
over shorter time periods valuation multiples can vary widely and 
have a large impact on returns, but that over longer time horizons the 
variations average to near zero such that fundamentals are the only 
real determinant of returns longer term.  This is evident in Figure 2 
which shows the indexed performance of the S&P 500 going back 
to 1900 alongside the fundamental component (earnings per share) 
and the valuation multiple.  Despite the market’s current elevated 
PE, nearly all of the equity market’s return is the result of earnings 
growth.

Earnings per share gains are the main reason the S&P 500 price has risen 
significantly since 1900.

Figure 2: Indexed S&P 500 Price Return, Earnings Per 
Share Growth, and Valuation Multiple Since 1900

Looking at a more recent history when free cash flow data is available, 
thereby improving comparability over time, and then segmenting 
the market by valuation quintile, produces a similar result (See 
Figure 3).  Crucially, this analysis highlights that when free cash 
flow is utilized to assess valuations, value investing still works as the 
cheapest 20% of stocks produced far superior returns.  Performance 
for the next cheapest quintiles follow a steady stairstep lower with the 
most expensive 20% of stocks underperforming all other groups and 
the overall Russell 1000 benchmark. While this supports the notion 
that value investing can still produce strong results, it does not show 
whether this outperformance came from underlying fundamental 
gains, as was the case with the S&P 500 back to 1900, or if the driver 
is valuation expansion.

On a free cash flow basis, the cheapest stocks have outperformed the most 
expensive ones significantly.

Figure 3: Indexed Total Return for Russell 1000 and 
Quintiles of Stocks by Quarterly FCF Yield

To see whether fundamentals or valuation expansion drove returns, 

Figure 4 breaks down the performance for the cheapest quintile of 
stocks and the Russell 1000 Index by combining dividends and free 
cash flow growth into a single indexed measure of “fundamentals.” 
The figure then compares those fundamental measures to indexed 
total returns.  This highlights again that the cheapest stocks 
outperformed the broader benchmark, but shows that the returns 
for both that group of stocks and the broader market were almost 
identical to their indexed fundamentals.  So again, fundamentals 
drive return.

For both the outperforming cheapest quintile of stocks and the Russell 
1000, gains since 1990 are nearly entirely due to fundamentals.

Figure 4: Indexed Total Return vs. Fundamental Growth 
for Russell 1000 vs. Cheapest Quintile of Stocks on FCF

Valuation, or the multiple of free cash flows, for the cheapest 20% 
of stocks and the Russell 1000 since 1990 is shown in Figure 5 and 
highlights several key things.  First, valuations for both the cheapest 
stocks and the benchmark are roughly even with where they were in 
1990, and so were not a significant driver of returns.   This matches 
what we saw with the S&P 500 going back to 1900.
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Second, while fundamentals drive longer-term returns, valuation 
multiples do swing around and impact shorter-term returns. This 
was especially true for the Russell 1000 as its multiple increased 
significantly in the late 1990s and early-2000 period, and has done 
so again recently.  Third, the valuation for the cheapest stocks has 
been much more stable with a range of 8x to 15x and a median of 12x 
vs. the Russell 1000 free cash flow multiple which has ranged from 
13x to 48x with a median of 22x.  Lastly, the current free cash flow 
multiple for the broader market looks very rich at present relative to 
its historic median, while the cheapest 20% of stocks are trading at a 
multiple that is slightly below their historic median.  This is similar 
to the valuation divergence experienced in 2000.

Valuation multiples for the Russell 1000 and cheapest quintile of stocks are 
not drivers of long-term returns but can be volatile in the short term.

Figure 5: FCF Multiple for Cheapest Quintile of Stocks vs. 
the Russell 1000 Benchmark

The key point of this analysis is that fundamentals are the key driver 
of returns. But secondly, and somewhat counterintuitively, is that 
the outperformance of free-cash-flow-based value strategies is due 
to better growth in underlying fundamentals and not valuation 
changes at a portfolio level.  Perhaps versus what is expected, value as 
a strategy does well because of fundamental growth.

What ties these drivers together is rebalancing.  Each time a stock in 
the value strategy gets more expensive and is sold, the proceeds of that 
sale are reinvested into a less expensive stock with a greater amount 
of underlying free cash flow per $ invested.  The net result is better 
free cash flow growth at the portfolio level.  For example, if stock A 
has a free cash yield of 5% and generates $5 of free cash flow for every 
$100 invested and is a 10% weight in a portfolio, it contributes 0.5% 
to the overall portfolio free cash yield or $0.50 for every $100 held.  If 
that stock is sold and the proceeds are reinvested into a cheaper stock 
with a 10% free cash yield, the new stock’s contribution to the overall 
portfolio will be $1.00 of free cash flow compared to the previous 
$0.50.  So by rebalancing out of the expensive name and into the 
cheaper one, the portfolio was able to increase its underlying free 
cash flows by $0.5 per $100 owned.  If this is done systematically and 
consistently, a value-based investing approach can produce better 
growth in underlying fundamentals than the broader market.  Since 
fundamentals drive returns, better performance should follow.

Higher Fundamental Growth 
via Rebalancing - A Real World 
Example:
To understand the benefit of systematic rebalancing back into 
less-expensive high-quality names, we examine the real-world 
example of how it has driven positioning in our large cap U.S. 
Fundamental Stability and Value (U.S. FSV) strategy during the 
most recent quarterly rebalance. Mentioned prior, the year began 
with an enormous amount of dispersion in individual stock 
performance, despite that the overall market was only modestly 
down.  This created an unusually large opportunity as our holdings 
experienced significant differences in performance as well with many 
stocks rising well ahead of gains in their underlying fundamentals.  
Many of those stocks were sold or reduced as a result as they became 
relatively more expensive.  On the flip side, many underperforming 
stocks got cheaper, resulting in additions to several held names 
and the initiation of positions in a meaningful number of new 
companies.  In general, stocks that outperformed the market were 
sold or trimmed and ones that underperformed were purchased or 
added to.  This is shown in Figure 6.

Outperforming stocks were generally sold and underperformers added.

Figure 6: Relative Return of Stocks in Distillate’s U.S. 
FSV Strategy Shaded by Portfolio Change

In aggregate, the group of stocks that were sold or trimmed had 
a weighted average next-twelve-month free cash flow yield (FCF 
yield) of 6.1% while the stocks that were purchased or added to 
had a comparable weighted FCF yield of 7.3%.  Since each group 
had a weight of 29% (an unusually high amount of turnover due 
to the large price moves), the exiting/trimmed group of stocks 
contributed a weighted 1.7% points to our strategy’s FCF yield 
before the rebalance (7.3% x 29%) while the purchased and added 
stocks contributed 2.1% points to the rebalanced portfolio’s FCF/
EV yield (7.3% x 29%).    The remainder of the portfolio held stable 
and contributed 5.7 percentage points of free cash yield to both the 
old and rebalanced portfolios.  These yields and their contribution 
to the portfolio are shown in Figure 7 on the next page.
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By rebalancing out of expensive names into cheaper ones, Distillate’s U.S. 
FSV strategy increased its underlying free cash flow.

Figure 7: U.S. FSV Strategy Free Cash to EV Yield by 
Exited/Trimmed vs. Bought/Added Names

By rebalancing out of more expensive names and reinvesting those 
proceeds into cheaper names, Distillate’s U.S. FSV strategy saw its 
underlying free cash flow increase from $7.4 for each $100 invested 
to $7.8 in the quarter.  Importantly, the gain was achieved without 
any sacrifice in our quality metrics or by reducing diversification.  

Each of our strategies is rebalanced quarterly, and since the US FSV 
strategy’s inception inception in 2017, the free cash flow growth at 
the portfolio level has been much stronger than either the S&P 500 
or Russell 1000 (See Figure 8) as a result.  
Underlying free cash flow growth has been better for Distillate’s U.S. FSV 
strategy than for its benchmarks.

Figure 8: Indexed NTM Free Cash Flow

The evidence is that fundamentals ultimately drive returns. A 
such, systematic rebalancing into better-valued stocks, if valuation 
is measured accurately, stands to generate better-than-market 
fundamental growth over time.  While the benefits of such an 
approach can be outweighed temporarily when the broader market 
sees significant multiple expansion as happened in the late 1990s and 
early 2000 period, and again most recently, fundamentals ultimately 
always mattered far more in the past, and we expect that to remain 
true in the future.

U.S. Large Cap Strategy

As a result of the large benefit of rebalancing, our U.S. FSV strategy 
saw its consensus estimated next-twelve-month free cash to enterprise 
value yield (FCF/EV) increase sharply in Q1.  The valuation for the 
overall market also improved, but to a much lesser degree and due to 
price weakness instead of rebalancing-related benefits.   The result 
is that our U.S. FSV strategy is now trading at its cheapest level ever 
both in absolute and relative terms (See Figure 9). 
Distillate’s U.S. FSV is significantly cheaper than its benchmarks.

Figure 9: Free Cash (NTM) to Enterprise Value (EV) Yield 
for Distillate’s U.S. FSV vs. Benchmarks

Regarding specific holdings, Salesforce was the largest added-to 
position in the quarter and typifies the type of opportunity we are 
seeing.  While the company has previously traded at levels we consider 
very expensive, 40-50x NTM FCF, that multiple has now dropped 
to around 11x while underlying free cash per share has grown solidly 
(See Figure 10).  The stock fell amid worries about how AI might 
impact it in the longer term even though fundamentals remain 
strong.  While we do not know what the future holds, the company 
is trading at a valuation at which it can buy back nearly 10% of its 
stock each year.  If fundamentals keep growing even modestly, the 
company will in theory be able to buy back all its equity in just a few 
years.  This is reminiscent of Microsoft 15 years ago when fears of 
competition from free Google products and management concerns 
rendered it similarly cheap.  It proved to be a significant opportunity 
at the time to buy a well entrenched technology player with annuity 
characteristics, and Salesforce today has many of the same attributes.

Distillate’s U.S. FSV is significantly cheaper than its benchmarks.

Figure 10: Salesforce NTM FCF vs. Multiple
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U.S. Small/Mid Cap Strategy

We see a significant opportunity in small and mid-sized U.S. stocks as 
well.  Within this space, however, there are an alarmingly large number 
of unprofitable and heavily indebted companies, making selectivity 
critical in our view.  While unprofitable and highly leveraged stocks 
have outperformed significantly in recent quarters, this has not been 
the case historically.  Both this recent and longer-term performance 
is evident in a relative return comparison of the higher quality S&P 
600, which excludes many unprofitable stocks, and the Russell 2000 
which does not (See Figure 11). 

Since inception, the higher quality S&P 600 has significantly outperformed 
the Russell 2000 but lagged significantly in recent years as lower quality 
stocks outperformed.

Figure 11: S&P 600 Total Return Relative to Russell 2000 

Consistent with the outperformance of quality in the long-term, our 
strategy systematically seeks to avoid lower quality stocks that have 
either high leverage or low free cash profitability.  The results of this 
approach can be seen in Figure 12 which shows the NTM FCF/EV 
valuation and leverage for all stocks in the Russell 2000 benchmark 
in grey and our holdings in blue.

The Distillate U.S. Small/Mid Cap strategy selects stocks at the intersection 
of low debt and attractive valuation, as measured by free cash yields.  We 
highlight a risk in the small cap market of companies that not only have 
high debt levels but are cash flow negative – a dangerous combination in 
our opinion. 

Figure 12:  Small/Mid Stock Valuation vs. Leverage 

When our holdings are aggregated to the portfolio level, the 
differentiation on valuation is even more stark with our U.S. Small/
Mid strategy offering a valuation that is more attractive than its 
benchmarks and the S&P 500 while also having considerably less 
debt.  This contrast is evident in Figure 13.

The Distillate U.S. Small/Mid Cap strategy not only has a large valuation 
advantage versus large and small indices but does so without the high debt 
levels the broad small cap universe presents.

Figure 13: Small/Mid Strategy Valuation vs. Leverage 

We appreciate the fatigue many investors feel in small capitalization 
stocks.  Figure 14, however, is entirely consistent with the figures we 
highlighted earlier examining the large cap space.  The figure shows 
the same stair step results if the small cap universe is  broken into 
valuation quintiles utilizing free cash flow yields.  

On a free cash flow basis, the cheapest small-cap stocks have 
outperformed the most expensive ones significantly.

Figure 14: Indexed Total Return for Russell 2000 and 
Quintiles of Stocks by Quarterly FCF Yield

Not only do Quintiles 1 & 2 compound capital at significantly 
higher rates than the other segments, but the massive dispersion 
between the quintiles illustrates that the unprofitable and heavily 
indebted companies that make up a large part of the index can have 
a meaningful negative impact on returns.  This cycles back to the 
importance of selectivity in the small cap space to generate attractive 
long-term returns.  
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International Strategy

International stocks are likewise an area where we are seeing significant 
opportunity, but again where we believe selectivity is key.  After a 
long stretch of underperformance that finally led to international 
stocks becoming less expensive than their U.S. counterparts, they 
have recently begun to outperform but remain less expensive.  This 
valuation comparison is evident in Figure 15 which also shows the 
much more attractive valuation offered in our international strategy.  

Distillate’s Intl. FSV’s FCF/EV yield is well above that of key benchmarks.

Figure 15:  Free Cash to EV for Distillate’s Intl Strategy vs. 
Various Benchmarks

Along with the significantly differentiated valuation, our strategy 
also stands out on measures of quality.  This is critical since there is 
a significant risk internationally from lower quality stocks that are 
either unprofitable, have high debt levels, or volatile fundamentals.  
These differences are evident in Figure 16 which shows cash flow 
stability on the vertical axis and leverage on the horizontal axis.

By avoiding the lower quality stocks and seeking out the valuation 
opportunities that are available, we believe a portfolio of selectively 
chosen international stocks offer an important counterbalance 
to some of the risks and richness domestically.  Last year certainly 
proved this to be the case and we believe it remains so.

Quality is lower internationally as measured by cash flow stability and 
leverage, but can be improved upon through stock selectivity.

Figure 16:  Quality Measures of International Indexes

Final Word: 
There are a number of current risks facing the U.S. economy and 
stock market that range from rich valuations, uncertainty around 
technological innovation, the potential inflationary consequences 
of large budget deficits, geopolitical turmoil, and high debt levels 
and richness in the private credit and private equity space, to name a 
few.  We do not pretend to know exactly how these various potential 
headwinds may play out, nor do we think anyone does.  

We do know (referring back to Figure 2), that the U.S. economy and 
equity market have faced enormous challenges over the prior 125 
years and proved resilient in the long run as underlying fundamentals 
grew solidly and drove returns.

The same is true if we look at the more recent stretch of time 
through a free cash flow lens as was done in Figure 4.  Since 1990, 
the market (this time using the Russell 1000) has likewise performed 
very well gaining around 40x through a period that also included 
economic booms and busts as well as political and geopolitical 
challenges.  Again though, the returns were driven almost entirely by 
fundamentals even though this period included significant swings 
in valuation multiples.  That same figure and related analysis also 
showed that the least expensive quintile of stocks over that time 
significantly outperformed all other groups as well as the overall 
market.  Figure 5 showed how much multiples can vary and how 
much they can diverge between the overall market and the least 
expensive portion of it, but ultimately the impact of valuation 
changes was far outweighed by fundamental growth.  The cheapest 
20% of stocks outperformed significantly even though their multiple 
went down over this time as the broader market’s went up.    Superior 
fundamental growth and time won out.

So while it is tempting to get swept away by macroeconomic or 
political risks or exciting new technologies that can cause large 
swings in valuation multiples, the lesson from history is to instead 
focus on fundamentals and to use those valuation swings to boost 
the underlying fundamentals realized, not by sitting passively as so 
often gets praised, but by systematically rebalancing.

Our strategy is fairly simple and somewhat boring by design.  It 
seeks to outperform by focusing on fundamentals and reinvesting 
out of expensive names and into cheaper ones at moments like this 
to improve those fundamentals.  It also tries to limit risk both by 
owning less expensive names, but also by focusing on companies 
with low debt levels and stable underlying free cash flows.  The 
goal is to consistently improve the underlying free cash flows of the 
strategy while minimizing downside risk from valuation changes or 
adverse economic circumstances. Again, we do not know how the 
various risks facing the market will play out, but we are very happy 
to own a diversified portfolio of stocks with much less concentration 
than the market, a valuation multiple that is around half, less debt, 
greater stability of underlying cash flows, and much better growth in 
underlying fundamentals at the portfolio level.
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Source: U.S. Bank, Morningstar Data; Inception 5/31/2017. One cannot invest directly in an index. See performance disclosures. 
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Top Contributors and Detractors From Relative Performance:

Top Contributors Impact Largest Detractors Impact
   MARATHON PETROLEUM 0.58%    SALESFORCE INC -0.44%
   TECHNIPFMC PLC 0.39%    ADOBE INC -0.35%
   PERMIAN RESOURCES 0.36%    QUALCOMM INC -0.30%
   LOCKHEED MARTIN CORP 0.30%    ACCENTURE PLC-CL A -0.30%
   MERCK & CO. INC. 0.25%    GARTNER INC -0.26%

U.S. FSV Strategy: Owned Stocks 2026 YTD Impact to Relative Returns (vs. S&P 500)

Rebalance Summary:

Largest Purchases Weight Largest Sales Weight Largest Sector Changes
Abbott Laboratories 1.7% Johnson & Johnson -2.4% Staples (-5.9%)
Aon Plc Class A 1.1% Procter & Gamble Company -2.1% Tech (+4.0%)
DoorDash, Inc. Class A 1.0% Bristol-Myers Squibb Co -2.0% Financials (+2.3%)

Largest Adds Weight Previous Largest Trims Weight Previous
Adobe Inc. 1.7% 1.0% T-Mobile US, Inc. 2.0% 2.6%
Booking Holdings Inc. 1.8% 1.1% Marathon Petroleum Corp 1.3% 1.7%
QUALCOMM Incorporated 1.7% 1.2% TechnipFMC plc 0.8% 1.1%

Rebalance Calculation Date: 3/13/2026

U.S. FSV Strategy: Portfolio Changes During Recent Quarterly Rebalancing

U.S. 
FSV

Russell 
1000 Val 

S&P 
500

Free Cash Yield to Mkt Cap1 7.9% 4.8% 3.8%
Free Cash Yield to EV1 7.0% 4.0% 3.4%
P/E2 13.7 16.3 19.6
Leverage3 0.8 1.7 0.9
Cash Flow Stability4 0.84 0.58 0.68
Dividend Yield 1.5% 1.9% 1.3%

*as of 3/31/2026, see methodology endnotes.

U.S. FSV Portfolio Characteristics*

U.S. 
FSV

Russell 
1000 Val 

S&P 
500

Communication Services 6.3% 7.9% 10.3%
       Ex GOOGL & META 6.3% 3.6% 2.7%
Consumer Discretionary 10.6% 7.0% 9.9%
       Ex AMZN & TSLA 10.6% 5.2% 4.4%
Consumer Staples 3.5% 7.5% 5.3%
Energy 6.0% 7.7% 4.0%
Financials 8.7% 20.0% 12.6%
       Ex Banks 8.7% 8.5% 6.6%
Health Care 21.7% 11.7% 9.5%
Industrials 18.8% 13.5% 9.0%
Information Technology 21.3% 11.7% 32.9%
       Ex MSFT, AAPL & NVDA 21.3% 11.7% 13.7%
Materials 2.1% 4.4% 2.1%
Real Estate 0.0% 4.0% 2.0%
Utilities 1.0% 4.7% 2.5%

*as of 3/31/2026

U.S. FSV Portfolio Sector Weights

Past performance does not guarantee future results. Top contributors and detractors are calculated gross of fees and use end of day pricing, which might differ from 
actual transactions. The top contributors and top detractors represent extracted performance. Strategy level net performance is available on the previous page and upon 
request. For the Rebalance Summary, position weights and changes are as of the portfolio reconstitution calculation date and data may vary slightly compared to actual 
implementation based on price fluctuations.  Statistical data is sourced from FactSet. Portfolio holdings may change at any time without notice.
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Past performance does not guarantee future results. See disclosures. Upside Capture reflects the relative compounded annualized return of a strategy compared to 
that of the benchmark in periods (months) when the benchmark rose in value; Downside Capture is the same but for periods when the benchmark fell in value.  One 
cannot invest directly in an index.

U.S. Small/Mid Cap Quality & Value Composite Performance:
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Distillate SMID QV: Upside & Downside Capture vs. Russell 2000 Index          
(since inception)

Source: Zephyr Analytics, see definition
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Top Contributors and Detractors From Relative Performance:

Top Contributors Impact Largest Detractors Impact
   APA CORP 0.91%    ICON PLC -0.32%
   CHORD ENERGY COR 0.55%    FORTUNE BRANDS I -0.22%
   HF SINCLAIR CORP 0.52%    NCR VOYIX CORP -0.22%
   PATTERSON-UTI 0.38%    H&R BLOCK INC -0.20%
   CF INDUSTRIES HO 0.38%    TRINET GROUP INC -0.19%

U.S. SMID QV: Owned Stocks 2026 YTD Impact to Relative Returns (vs. Russell 2000)

Rebalance Summary:

Largest Purchases Weight Largest Sales Weight
Versant Media Group, Inc. 1.5% CF Industries Holdings, Inc. -1.7%
TD SYNNEX Corporation 1.1% Ovintiv Inc -1.6%
Peabody Energy Corporation 1.1% Carlisle Companies Inc. -1.2%

Largest Adds Weight Previous Largest Trims Weight Previous
ICON Plc 0.9% 0.5% Enphase Energy, Inc. 0.7% 1.1%
CVR Energy, Inc. 0.8% 0.4% Matson, Inc. 0.8% 1.1%
H&R Block, Inc. 0.8% 0.5% Patterson-UTI Energy, Inc. 0.6% 0.8%

Rebalance Calculation Date: 2/24/2026

U.S. SMID QV Strategy: Portfolio Changes During Recent Quarterly Rebalancing

U.S. SMID QV Portfolio Characteristics*

Past performance does not guarantee future results. Top contributors and detractors are calculated gross of fees and use end of day pricing, which might differ from 
actual transactions. The top contributors and top detractors represent extracted performance. Strategy level net performance is available on the previous page and upon 
request. For the Rebalance Summary, position weights and changes are as of the portfolio reconstitution calculation date and data may vary slightly compared to actual 
implementation based on price fluctuations.  Statistical data is sourced from FactSet. Portfolio holdings may change at any time without notice.

SMID 
QV

Russell 
2000 

Russell          
2000          
Value

Free Cash Yield to Mkt Cap1 11.2% 3.8% 4.4%
Free Cash Yield to EV1 9.5% 2.7% 2.6%
P/E2 10.1 14.8 12.5
Leverage3 0.6 1.7 2.6
Fundamental Stability4 0.50 0.41 0.36
Negative FCF Weight5 0.0% 18.4% 18.6%

*as of 3/31/2026, see methodology endnotes.

SMID 
QV

Russell 
2000 

Russell          
2000          
Value

Communication Services 6.8% 2.6% 2.9%
Consumer Discretionary 19.7% 8.4% 9.2%
Consumer Staples 3.8% 1.8% 1.6%
Energy 18.6% 6.7% 9.8%
Financials 7.1% 17.1% 24.9%
Health Care 4.9% 17.7% 10.8%
Industrials 17.2% 18.2% 12.5%
Information Technology 16.3% 14.1% 8.2%
Materials 4.9% 4.9% 5.7%
Real Estate 0.4% 5.3% 8.7%
Utilities 0.0% 3.1% 5.7%
Not Classified 0.1% 0.0% 0.0%

*as of 3/31/2026

U.S. SMID QV Portfolio Sector Weights
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Past performance does not guarantee future results. See disclosures. Upside Capture reflects the relative compounded annualized return of a strategy compared to 
that of the benchmark in periods (months) when the benchmark rose in value; Downside Capture is the same but for periods when the benchmark fell in value.  One 
cannot invest directly in an index.

International Fundamental Stability & Value Composite Performance:
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Cumulative Return (Inception through 3/31/26)

Distillate INTL FSV (net)

iShares ACWI ex-US ETF

Source: U.S. Bank, Morningstar Data; Inception 1/31/2019. One cannot invest directly in an index. See performance disclosures. 
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Top Contributors and Detractors From Relative Performance:

Top Contributors Impact Largest Detractors Impact
   SAMSUN-GDR REG S 1.23%    KUAISHOU-W -0.33%
   CAN NATURAL RES 0.53%    CONSTELLATION SO -0.29%
   AMERICA MOVIL-B 0.35%    CAPGEMINI SE -0.28%
   TELEF BRASIL 0.33%    OPEN TEXT CORP -0.25%
   KIA CORP 0.29%    WOLTERS KLUWER -0.25%

INTL FSV Strategy: Owned Stocks 2026 YTD Impact to Rel Returns (vs. ACWI Ex U.S.)

Rebalance Summary:

Largest Purchases Weight Largest Sales Weight
Sanofi SA 2.0% Samsung Electronics Co., Ltd -2.7%
Sea Limited Sponsored ADR 1.5% Novartis AG -1.6%
Kinross Gold Corporation 1.4% Agnico Eagle Mines Limited -1.6%

Largest Adds Weight Previous Largest Trims Weight Previous
Constellation Software Inc. 1.3% 0.8% Canadian Natural Resources 1.5% 2.1%
Infosys Limited Spon ADR 1.3% 0.8% VINCI SA 1.5% 1.8%
Heidelberg Materials AG 1.2% 0.8% Kia Corporation 1.7% 2.0%

Rebalance Calculation Date: 3/13/2026

INTL FSV Strategy: Portfolio Changes During Recent Quarterly Rebalancing

INTL FSV
ACWI Ex 
U.S. ETF

Free Cash Yield to Mkt Cap1 9.6% 5.1%
Free Cash Yield to EV1 8.6% 4.5%
P/E2 11.5 13.4
Leverage3 0.5 1.4
Cash Flow Stability4 0.78 0.53
Dividend Yield 3.4% 3.0%

*as of 3/31/2026, see methodology endnotes.

INTL FSV Portfolio Characteristics*

Region INTL FSV
ACWI Ex 
U.S. ETF

Europe 40.2% 39.4%
Japan 22.8% 14.6%
Asia Ex China & Japan 13.8% 17.1%
China & Hong Kong 8.8% 11.1%
Americas 11.0% 14.9%
Middle East & Africa 3.4% 3.0%

*as of 3/31/2026

INTL FSV Portfolio Region Weights

Past performance does not guarantee future results. Top contributors and detractors are calculated gross of fees and use end of day pricing, which might differ from 
actual transactions. The top contributors and top detractors represent extracted performance. Strategy level net performance is available on the previous page and upon 
request. For the Rebalance Summary, position weights and changes are as of the portfolio reconstitution calculation date and data may vary slightly compared to actual 
implementation based on price fluctuations.  Statistical data is sourced from FactSet. Portfolio holdings may change at any time without notice.
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Past performance does not guarantee future results. See disclosures. Statistical data is sourced from FactSet.

U.S. Large Cap Value 130/30 Composite Performance:

Long Short Russell 
1000 Val 

S&P 500

Free Cash Yield to Mkt Cap1 9.1% -0.9% 4.8% 3.8%
Free Cash Yield to EV1 7.4% -0.8% 4.0% 3.4%
P/E2 11.7 23.9 16.3 19.6
Leverage3 1.3 2.3 1.7 0.9
Fundamental Stability4 0.56 0.53 0.58 0.68
Dividend Yield 0.0% 40.0% 9.5% 8.2%

*as of 3/31/26, see methodology endnotes.

U.S. Value 130/30 Portfolio Characteristics*
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Source: U.S. Bank, Morningstar Data; Inception 12/31/2019. One cannot invest directly in an index. See performance disclosures. 
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 Valuation: Next 12-Month Free Cash Flow to Enterprise Value

 Quality: Distillate’s Cash Flow Stability Score

 Quality: Net Debt to Adjusted EBITDA
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Distillate Capital Partners LLC (“Distillate”), is a registered investment adviser with United States Securities and Exchange Commission in accordance with 
the Investment Advisers Act of 1940. The firm’s list of composite descriptions is available upon request.

Distillate 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.  To receive a GIPS Report and/or our 
firm’s list of composite and broad distribution pooled funds descriptions please email your request to info@distillatecapital.com.

The U.S. Dollar is the currency used to express performance.  Returns are presented net of management fees and include the reinvestment of all income.  For 
non-fee-paying accounts, net of fee performance was calculated using a modeled management fee equal to the highest investment management fee that 
may be charged for the applicable composite (see fee schedule below). For accounts calculated with a per share, net-of fee NAV, gross performance was 
calculated by adding back the unitary fee associated with that fund. Policies for valuing investments, calculating performance, and preparing GIPS Reports 
are available upon request.

The investment management fee schedule for the strategies discussed are as follows: 0.39% for U.S. Fundamental Stability & Value; 0.55% for U.S. Small/
Mid Quality & Value; 0.79% for U.S. Large Cap Value 130/30; and 0.55% for International Fundamental Stability & Value.  Management fees may vary and are 
negotiable.

Data for the Firm’s investment strategies are based on a representative account for each composite.  Actual holdings and performance may differ between 
accounts or vehicles offered by the Firm due to the size of an account, client guidelines, or other constraints and restrictions related to that account or vehicle.

This material is provided for informational purposes only and is not intended as an offer or solicitation for the sale of any financial product or service or as a 
recommendation or determination by Distillate that any investment strategy is suitable for a specific investor. Investors should seek financial advice regarding 
the suitability of any investment strategy based on their objectives, financial situations, and particular needs. The investment strategies discussed herein may 
not be suitable for every investor. This material is not designed or intended to provide legal, investment, or other professional advice since such advice always 
requires consideration of individual circumstances. If legal, investment, or other professional assistance is needed, the services of an attorney or other profes-
sional should be sought. The opinions, estimates, and projections presented herein constitute the informed judgments of Distillate and are subject to change 
without notice. Any forecasts are subject to a number of assumptions and actual events or results may differ from underlying estimates or assumptions, which 
are subject to various risks and uncertainties. 

All investments in securities, options and derivatives involve a risk of loss of capital and no guarantee or representation can be made that an investment will 
generate profits or that an investment will not incur a total loss of invested capital. Past performance does not guarantee future results and there can be 
no assurance that the future performance of any specific investment, investment strategy, or product will be profitable, equal any corresponding indicated 
historical performance level(s), or prove successful. Investment returns and value will fluctuate in response to issuer, political, market, and economic devel-
opments, which can affect a single issuer, issuers within an industry, economic sector or geographic region, or the market as a whole. Furthermore, nothing 
herein is intended to imply that Distillate’s investment strategies may be considered “conservative”, “safe”, “risk free” or “risk averse.”  Portfolio holdings and 
sector allocations are subject to change at any time and should not be considered recommendations to buy or sell any security. The information in this pre-
sentation has been obtained or derived from sources believed to be reliable, but no representation is made as to its accuracy or completeness.

This presentation contains forward looking statements, which can be identified by the use of forward-looking terminology such as “may”, “will”, “should”, “ex-
pect”, “anticipate”, “target”, “project”,” estimate”, “intend”, or “believe”, or the negatives thereof or any other variations thereon or other comparable terminology. 
Because such forward looking statements involve risk and uncertainties, actual results may differ materially from such expectations or projections. Any such 
forward-looking statements should not be construed to be indicative of the actual events that will occur nor should they be considered guarantees of future 
events in any form.

The U.S. Fundamental Stability & Value  composite seeks to distill a starting universe of large cap U.S. equities into only the stocks where quality and value 
overlap using Distillate’s proprietary definitions. Its goal is to achieve superior compounded long-term returns by limiting downside in periods of market stress, 
while still providing strong performance in up markets. This composite was created in May 2017.

The U.S. Small/Mid Cap Quality & Value  composite seeks to distill a starting universe of small- and mid-cap U.S. equities into only the stocks where quality 
and value overlap using Distillate’s proprietary definitions. Its goal is to achieve superior compounded long-term returns by limiting downside in periods of 
market stress, while still providing strong performance in up markets. This composite was created in March 2019.

The International Fundamental Stability & Value composite seeks to distill a starting universe of large- and mid-cap non-U.S. equities into only the stocks 
where quality and value overlap using Distillate’s proprietary definitions. Its goal is to achieve superior compounded long-term returns by limiting downside 
in periods of market stress, while still providing strong performance in up markets. This composite was created in January 2019. 

The U.S. Large Cap Value 130/30 composite seeks long-term capital appreciation by holding approximately 130% of an account's value in the most attrac-
tively valued large cap U.S. stocks measured using Distillate’s proprietary free cash flow valuation method.  The market exposure in this composite is brought 
back to approximately 100% by selling short 30% of an account's value of the least attractively valued stocks among the same starting set. This composite 
was created in December 2019. 

Free Cash Flow refers to a company’s operating cash flow, less its capital expenditures.  Enterprise Value refers to a company’s market capitalization plus 
its net debt balance.  Free Cash Flow to Enterprise Value Yield refers to a company’s or group of companies’ free cash flow divided by the company’s (or 
companies’) Enterprise Value, with a higher resulting ratio indicating a more attractive valuation.  This metric is a valuation measure and not a form of investor 
yield. Normalized Free Cash Yield (or Distilled Cash Yield) refers to the firm’s proprietary valuation measure that looks at estimated, adjusted free cash flow 
relative to a company’s adjusted enterprise value.  References to historical stocks that ranked well using this methodology refer only to these stocks’ historical 
valuation and not their inclusion in any actual or hypothetical strategies/accounts managed by Distillate Capital Partners LLC.  This metric is a valuation 
measure and not a form of investor yield.  Fundamental (or Cash Flow) Stability is Distillate Capital’s proprietary measure of through-cycle cash flow sta-
bility with a higher value indicating greater stability.  Leverage is based on Distillate Capital’s proprietary measure of indebtedness which looks at the ratio of 
adjusted net debt to an adjusted measure of forecast Earnings Before Interest, Taxation, Depreciation, and Amortization (EBITDA.) 

Methodology note for Figures including free cash flow yield (FCF) or free cash flow to enterprise value yield (FCF/EV):   figures reflect consensus estimates 



of next-twelve-months (NTM) FCF in comparison to market capitalization or enterprise value (EV) for the relevant portfolio/strategy or benchmark.  Stocks 
without data are excluded and portfolios are reweighted accordingly.  Stocks with FCF/Market Cap or FCF/EV values of greater than 50% or less than -20% 
have been eliminated to avoid distorting overall averages. 

Methodology note for Figures 5 & 6: Max Earnings per share is based on the highest trailing four quarter level reached for that company or group of com-
panies and is a methodology that is used to smooth out the volatility of earnings over time.

Methodology note for Figure 10: FCF Top Quintile refers to the most attractively valued names on our distilled free cash yield valuation methodology rebal-
anced quarterly.  Trailing 3 years are used prior to 2009 (due to issues of data availability) with consensus forward estimates thereafter.

Methodology Notes for Portfolio Characteristics Tables (Appendix): 1Free Cash Yield to Market Cap and Enterprise Value (EV) are based on the next-
twelve-month free cash flow estimates relative to market capitalization and EV, which adds Distillate’s proprietary measure of indebtedness.  Stocks without 
estimates in the are excluded and the remaining names are reweighted based on those exclusions.  2P/E is based on consensus estimates for next-twelve-
months and excludes P/Es over 250 and under 0 to avoid the distortion from outliers.  3Leverage is based on Distillate Capital’s proprietary measure 
of indebtedness which looks at the ratio of adjusted net debt to an adjusted measure of forecast Earnings Before Interest, Taxation, Depreciation, and 
Amortization (EBITDA.) 4Fundamental stability is Distillate Capital’s proprietary measure of through-cycle cash flow stability with a higher value indicating 
greater stability. 5Negative FCF weight is measured as the weight of stocks with negative free cash estimate as a share of those with any estimate.

The S&P 500 Index is an index of roughly the largest 500 U.S. listed stocks maintained by Standard & Poor’s.  The S&P 500 Equal Weight Index is an index 
of the same stocks as the S&P 500 Index, but weights the constituents equally.  The iShares Russell 1000 Value ETF is an investable benchmark used as a 
proxy for its underlying index, the Russell 1000 Value Index, an index of U.S. listed stocks that possess attractive valuation as measured by FTSE Russell.  The 
iShares MSCI ACWI Ex-US ETF is an investable benchmark used as a proxy for its underlying index, the MSCI ACWI ex USA Index, an index managed by MSCI 
representing large and mid cap stocks outside of the U.S.  The iShares Russell 2000 ETF and iShares Russell 2000 Value ETF are investable benchmarks 
used as a proxies for the underlying indexes of the Russell 2000 Index (an index of U.S. listed small cap stocks) and the Russell 2000 Value Index (an index of 
U.S. listed small cap stocks that possess attractive valuation as measured FTSE Russell).  The S&P 600 Index The S&P SmallCap 600® is a stock market in-
dex comprised of 600 small-cap U.S. companies selected based on specific inclusion criteria, including market capitalization, liquidity, and financial viability.
 
Indices are not available for direct investment. Investment in a security or strategy designed to replicate the performance of an index will incur expens-
es, such as management fees and transaction costs, which would reduce returns.

© Copyright 2026 Distillate Capital Partners LLC; published April 13, 2026
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