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Danger Zone: Mediocre Funds

We've long warned about the hidden dangers of passive investing, namely that it is overcrowded, doesn’t
efficiently allocate capital, and drives already expensive stocks to even more overvalued levels. Despite the
risks, passive investing now makes up the majority of assets under management.

Unfortunately, the “solution” to the rising risks in passive investing is not to simply “do the opposite” or allocate to
actively managed funds because:

1. Active funds, particularly large and mid-cap, have underperformed their respective benchmarks for
decades.

2. Active funds are often more expensive than their passive counterparts, which makes outperformance
even more difficult.

3. Smaller active asset managers cannot compete effectively due to their smaller asset bases and poor
fund offerings.

Investors deserve better.

We hate to see it, but the numbers show that, year in and year out, too many investors pile money into funds
with poor holdings. There is a better way for investors... more on that later.

First, to this week’s Danger Zone pick: mediocre asset managers. In particular, we're featuring an Unattractive
rated asset manager, Virtus Investment Partners (VRTS) below.

Not only is this asset manager dwarfed by larger players in the industry, but its fund offerings aren’t as good, its
margins lag peers, and its stock price looks increasingly overvalued.

Low Quality Fund Holdings in a Crowded Industry

Generally, asset management firms generate revenue through fees on the assets under management. Through
the first six months of 2025, these investment management fees made up 85% of Virtus Investment Partners’
total revenue. To grow fee revenue, asset managers focus primarily on growing assets under management
(“AUM"). Unfortunately, if they don’t offer quality funds, they will struggle to grow AUM.

We leverage our fund research, which analyzes the holdings of funds, to assess the quality of Virtus Investment
Partners’ fund offerings. Unfortunately, the company’s mutual funds are lower quality than its larger competitors.
Per Figure 1, more of its funds earn Unattractive-or-worse ratings and fewer get Attractive-or-better ratings vs.
competitors such as Invesco (IVZ), BlackRock (BLK), and Franklin Resources (BEN).

Figure 1: Virtus Investment Partners Offers More Lower-Rated Funds

Mutual Fund Rating Breakdown - by Provider
Virtus Investment Partners Invesco BlackRock Franklin Resources
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Sources: New Constructs, LLC, company filings, and fund filings.
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Our Al Agent for investing allows us to analyze the holdings of all 103 Virtus Investment Partners mutual funds
under coverage (along with its competitors) to provide a forward-looking investment rating on each one.

Per Figure 2, we find that 92% of Virtus Investment Partners’ mutual funds earn a Neutral-or-worse rating. As a
benchmark reference point, 75% of all 6,200+ mutual funds under coverage earn a Neutral-or-worse rating.

Meanwhile, 73%, 78%), and 80% of Franklin Resources (BEN), Invesco (IVZ), and BlackRock (BLK) mutual
funds earn a Neutral-or-worse rating, respectively.

On the worst end, 45% of Virtus Investment Partners’ mutual funds earn an Unattractive-or-worse rating. 28%,
32%, and 27% of Franklin Resources, Invesco, and BlackRock mutual funds earn an Unattractive-or-worse
rating, respectively.

On the flip side, just 9% of Virtus Investment Partners’ mutual funds earn an Attractive-or-better rating compared
to 27%, 22%, and 20% for Franklin Resources, Invesco, and BlackRock mutual funds, respectively.

Figure 2: Virtus Investment Partners & Competitors’ Fund Rating Breakdown

Mutual Fund Ratings Statistics

Virtus Investment Franklin Resources Invesco BlackRock
Attractive-or-better 9% 27% 22% 20%
Neutral 47% 45% 46% 53%
Unattractive-or-worse 45% 28% 32% 27%

Sources: New Constructs, LLC and company filings.

Virtus Funds Are More Expensive as Well

On the cost side, Virtus Investment Partners’ mutual funds have an average total annual cost of 2.0% compared
to 1.6% for our entire coverage universe of 6,200+ mutual funds. Virtus Investment Partners’ funds have higher
average total annual costs than the funds provided by all three of the competitors listed in Figure 3 as well.

For reference, the average total annual cost of Franklin Resources, Invesco, and BlackRock funds is 1.7%,
1.6%, and 1.6%, respectively.

Low-quality holdings and higher costs make Virtus Investment Partners’ mutual funds more unattractive to
investors than the average fund. Given the analysis above, it should come as no surprise that Virtus Investment
Partners reported year-over-year (YoY) net outflows in 2023, 2024, and the first six months of 2025.

Profitability Lags Competitors

Not only does Virtus Investment Partners offer more Unattractive-rated funds than peers, but its profitability lags
as well.

Per Figure 3, Virtus Investment Partners’ invested capital turns are the second worst and its return on invested
capital (ROIC) is the third worst among asset management firms, which include Federated Hermes (FHI), T.
Rowe Price Group (TROW), BlackRock (BLK), Franklin Resources (BEN), and more.

Virtus Investment Partners, as a smaller player with lower profitability, faces an uphill battle to grow in such a
competitive landscape. With such a large portion of revenue reliant on fees, the company has less ability to lower
fees to attract assets and remain profitable, yet needs to grow assets to justify the expectations in its stock price,
as we’ll show below.
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Figure 3: Virtus Investment Partners Profitability Vs. Competitors: TTM

Artisan Partners APAM 26% 1.7 45%
Federated Hermes FHI 22% 0.9 19%
T. Rowe Price Group TROW 31% 0.6 18%
BlackRock BLK 36% 0.4 13%
Bank Of New York Mellon BK 12% 0.7 9%
Principal Financial Group PFG 7% 0.8 6%
Franklin Resources BEN 10% 0.5 5%
Virtus Investment Partners VRTS 15% 0.3 5%
Invesco \V4 15% 0.2 3%
Prudential Financial PRU 3% 1.1 3%

Sources: New Constructs, LLC and company filings.

Valuation Implies Massive Profit Growth

Below, we use our reverse discounted cash flow (DCF) model to analyze the future cash flow expectations
baked into Virtus Investment Partners’ stock price. We also present an additional DCF scenario to highlight the
downside risk in the stock if Virtus Investment Partners fails to achieve these overly optimistic expectations.

To justify its current price of $190/share, our model shows that Virtus Investment Partners would have to:

e immediately achieve a 19% NOPAT margin (above its TTM NOPAT margin of 15% and five-year
average margin of 17%) and

e grow revenue 4% (above consensus estimates for 2025 (-4%), 2026 (1%), and 2027 (-2%))
compounded annually through 2034.

In this scenario, Virtus Investment Partners would generate $248 million in NOPAT in 2034, which is nearly
double the company’s TTM NOPAT of $134 million and just below the company’s highest ever NOPAT of $252
million in 2021. This scenario also implies that the company would generate $1.3 billion in revenue, which would
equal 1.5x its TTM revenue. Contact us for the math behind this reverse DCF scenario.

For reference, Virtus investment Partners has only achieved a 19% or higher NOPAT margin twice, in 2014 and
2021, since 2009.

50%+ Downside at Consensus Growth Rates
If we instead assume Virtus Investment Partners:

e immediately improves NOPAT margin to 17% (above TTM NOPAT margin of 15% and equal to five-year
average margin) and

e revenue grows at consensus rates in 2025 (-4%), 2026 (1%), and 2027 (-2%), and

e revenue grows 4% each year thereafter through 2034, then

the stock would be worth $91/share today — a 52% downside to the current price. In this scenario, Virtus
Investment Partners’ NOPAT would equal $198 million in 2034, which is 1.5x its TTM NOPAT. Contact us for the
math behind this reverse DCF scenario.

For reference, Virtus Investment Partners’ NOPAT has fluctuated in recent years, and TTM NOPAT is 9% below
2022 and 47% below 2021.

Figure 4 compares Virtus Investment Partners’ implied future NOPAT in these scenarios to its historical NOPAT.
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Figure 4: Virtus Investment Partners’ Historical and Implied NOPAT: DCF Valuation Scenarios

VRTS's Valuation Implies Profits Will Nearly Double From TTM Levels
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Sources: New Constructs, LLC and company filings.

Economic Book Value Implies Even More Downside

Each of the above scenarios assumes Virtus Investment Partners grows revenue, NOPAT and FCF without
increasing working capital or fixed assets. This assumption is highly unlikely but allows us to create best-case
scenarios that highlight the unrealistically high expectations embedded in the current valuation. For reference,
Virtus Investment Partners’ invested capital grew 24% compounded annually over the last decade. If we assume
the company’s invested capital increases at a similar rate in the DCF scenarios above, the downside risk is even
larger.

Given that the performance required to justify its current price is optimistic, we dig deeper to see if Virtus
Investment Partners is worth buying at any price.

The company has $2.3 billion in total debt, $123 million in minority interests, and just $201 million excess cash.
As a result, Virtus Investment Partners has an economic book value, or no-growth value, of -$27/share.

Virtus Investment Partners Isn’t Alone

While we featured Virtus Investment Partners above as an example of a traditional asset manager that offers
low-quality funds and has poor fundamentals, itself, the company is not alone.

In fact, 75% of the 52 Investment Management and Fund Operators under coverage earn a Neutral-or-worse
Stock Rating. 40% of the companies earn an Unattractive-or-worse Stock Rating.

In other words, the industry is filled with companies which have low profitability and expensive stock prices.

With improvements in technology, investors are no longer beholden to traditional asset managers and can enjoy
the best of both worlds: low fees and superior stock picking.

There Is a Better Way: Get Superior and Easier Fund Management
Clearly, there are not many good investment companies out there.

ETF and mutual funds are charging you a fee for a service that adds little value and that you can easily perform
on your own. Why pay fees to these firms when they do not provide good funds to invest in?

Our Do-lt-Yourself ETF Tool

We think the days of paying fees for ETF issuers or mutual fund managers to pick stocks are near the end
because:
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1. investors do not get any value for the fees they pay, and
2. new technology makes it easy for investors to build their own ETF, without fees and based on proven
superior research.

This idea isn’t hypothetical. Pro and Institutional members already have access to this technology on the
Portfolios page. We call it the DIY ETF. See Figure 5.

The DIY ETF tool gives clients the ability to create a custom basket of stocks, ETFs and/or mutual funds and
weight them according to our alpha-generating data and metrics.

Figure 5: New Constructs DIY ETF Tool

Support | Tour | Account | Logout

g : «
M % g New Constructs” Education Community Blog Portfolios Ratings Screeners

e

Portfolio: | Demo (default) v|
Institutional Edit/ Alert Download Print DIy
Membership Create Emails Ccsv All ETF
Search for tickers or security names Q
[Manually enter muitipie tickers. = gt 50 Portfolios
Unlimited
Tickers

Sources: New Constructs, LLC and company filings.

Once clients have finalized the stocks they want in their fund and how they want to weight the stocks, they can,
with one click, download a standard order form for any broker to buy the stocks to create their custom fund.

Figure 2 shows where to access key features on the DIY ETF page:

1. Enter any investment amount — our system automatically adjusts your order form for the amount of
money you wish to allocate.

2. Choose the weighting methodology — we offer 10+ metrics, including market cap, dividend yield, our
proprietary Core Earnings or return on invested capital (ROIC), and your own custom weightings.

3. Download Order Form — get a CSV file with every order needed to create the portfolio on the page. Click
here for a sample.
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Figure 6: How to Use the DIY ETF Tool
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Equal Weighting
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sQ Square, Inc Stock Industrials | $158.21 Neutral Economic Book Value (Millions) U 10.84% | $10,840.58  68.5202 ‘0 68.5202
Custom Weighting*
State Street SPDR Large Cap - -
SPY | Saps00ETFTust | E'F Blend $336.03 | Attractive 2267% E 13.83% | $13,82685 | 41.1477 [0 41.1477
SPG S‘Z:’:uz"fffw Stock | RealEstate  $64.99 | Attractive 10.49% O 6.40% | $6,395.06 | 98.4008 [0 98.4008
Oak Associates
- Funds: Red Oak | Mutual ik - :
S ) 4.13 3.34% 20.33% 334 5
ROGSX | 1 iology Select | Fund | Technology | $34.13 Attractive 33.3 O 0.33% | $20,334.68 | 595.8007 | [0 595.8007
Fund
QaQ '"""“;e?eoﬁ Tust, | ey ”G’?o"’wcﬂf" $27465  Neutral 35.93% O | 2191% | $21,91437 | 79.7002 [0 79.7902
INTC Intel Corporation | Stock | Technology = $44.85 - 18.24% 0 11.12% | $11,122.07 | 247.9837 [0 247.9837
Fidelity Select
Portfolios: Fidefity | \y 441 | Consumer =
FGDMX Advisor $71.29 | Unattractive 18.57% ( 11.33% | $11,326.18 | 158.8748 | |0 158.8748
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Communication Y 4

Services Fund

BBQ  BBQHoldings Inc. | Stock ‘if\";’“c’;‘,:' $4.39 - -4.73% O 0.00% $0.00 0.0000 [0 0.0000

Sources: New Constructs, LLC and company filings.

Why DIY ETF?
Why would investors want to create their own ETF? Outperformance, of course.

When it comes to outperformance, we can deliver, and we can prove that we can deliver.

Three live-traded indices based on our Stock Ratings and Core Earnings research have outperformed the S&P
500 in 1H25 and over the past 5 years. These indices are provided by Bloomberg’s Index Licensing Group.
Below are details on how you can look them up and see the outperformance for yourself.

Is there a better way to prove the alpha in our research than live, actively traded indices that beat the market?

1. Bloomberg New Constructs Core Earnings Leaders Index (ticker: BCORET:IND)
2. Bloomberg New Constructs Ratings VA-1 Index (ticker: BNCVA1T:IND)
3. Bloomberg New Constructs 500 Index (ticker: BSOONCT:IND)

The Bloomberg New Constructs Core Earnings Leaders Index, which allocates based on Earnings Capture and
Core Earnings, beat the S&P 500 by over 36% over the past five years. The Index (ticker: BCORET:IND) was up
125% while the S&P 500 was up 89%.
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Figure 7: Bloomberg New Constructs Core Earnings Leaders Index Outperforms S&P 500: Last 5 Years

Bloomberg New Constructs Core
Earnings Leaders Total Return Following
Index

BCORET:IND
(USD) - Market open

Core Earnings Leaders Index
beats the S&P 500 by 36% over
the last 5 years.

4,720.36 vs697-1.19%

As of 11:16 AM EDT 08/01/25.

Summary Related News Index Info

b M 6M YTD 1Y &Y Q, SPX:IND

B BCORET:IND +125.02% M SPX:IND +89.16%

Aug 1,2025
200.00%

2021 2022 2023 2024 2025

Sources: Bloomberg as of August 1, 2025
Note: Past performance is no guarantee of future results.

The “Very Attractive Stocks” Index, which allocates to stocks that get a Very Attractive rating by our Al Agent for
Investing, beat the S&P 500 by 66% over the last five years. Bloomberg'’s official name for the index is
Bloomberg New Constructs Ratings VA-1Index (ticker: BNCVAT1T:IND). Figure 8 shows it was up 155% while
the S&P 500 was up 89%.
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Figure 8: Very Attractive-Rated Stocks Strongly Outperform the S&P 500: Last Five Years

Bloomberg New Constructs
Ratings VA-1 Total Return Index Folowng

BNCVAI1T:IND
USD) - Mark The Very Attractive Stocks Index
{US0)-Markst apan beats the S&P 500 by 66% over
the last 5 years.

3,279.19 wass0-1.08%

As of 11:16 AM EDT 08/01/25.

Summary Related News Index Info

b M eM YTD 1Y 5Y Q, SPX:IND

Bl BNCVATT:ND +155.09% M SPX:IND +89.16%

Aug 1, 2025
200.00%

125.00%

2021 2022 2023 2024 2025

Sources: Bloomberg as of August 1, 2025

Note: Past performance is no guarantee of future results.

Our “Core-Earnings Weighted S&P 500” Index, which weights the largest 500 U.S. companies by Core Earnings
instead of market cap, beat the S&P 500 by 27% over the past five years. Bloomberg’s official name for the
index is Bloomberg New Constructs 500 Total Return Index (ticker: BSOONCT:IND). Figure 9 shows it was up
117% while the S&P 500 was up 89%.
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Figure 9: Bloomberg New Constructs 500 Index Strongly Outperforms the S&P 500: Last Five Years

Bloomberg New Constructs 500 v
Total Return Index

B500NCT:IND

(USD) - Market open Bloomberg New Constructs 500
Index beats the S&P 500 by 27%
over the last 5 years.

4:46928 ¥ 68.09 -1.50%

As of 11:18 AM EDT 08/01/25.

Summary Related News Index Info

ib 1M &M YTD 1Y &Y Q SPXIND

B B500NCT:IND +116.60% B SPX:IND +89.16%

Aug 1,2025
00.00%

3125 00%

$ 50.00%
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Sources: Bloomberg as of August 1, 2025
Note: Past performance is no guarantee of future results.

This article was originally published on August 11, 2025.

Disclosure: David Trainer, Kyle Guske I, and Hakan Salt receive no compensation to write about any specific
stock, sector, style, or theme.

Questions on this report or others? Join our online community and connect with us directly.
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It’s Official: We Deliver the Best Fundamental Data in the World

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show:

1. The stock market is missing footnotes — and only we have that critical data.

2. Legacy fundamental datasets suffer from significant inaccuracies, omissions, and biases.

3. Our proprietary drives novel alpha. Our measures of Core Earnings and Earnings Distortion materially
improve stock picking and forecasting of profits.

Best Fundamental Data in the World

In The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data &
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection
processes to provide superior fundamental data, earnings models, and research. More details.

Key quotes from the paper:

e “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from
Compustat’s adjusted earnings measures. For example... 50% to 70% of the variation in Total
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” — pp. 14, 15t para.

o “Afinal source of differences [between New Constructs’ and S&P Global’s data] is due to data collection
oversights...we identified cases where Compustat did not collect information relating to firms’ income
that is useful in assessing core earnings.” — pp. 16, 2" para.

Superior Models

Ernst & Young features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ &
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.

Key quotes from the paper:

e “...an accurate calculation of ROIC requires more diligence than often occurs in some of the common,
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs
does] can investors get an accurate calculation of ROIC.” — pp. 8, 5" para.

e “The maijority of the difference...comes from New Constructs’ machine learning approach, which
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply
in the footnotes across thousands of companies.” — pp. 4, 2™ para.

Superior Stock Ratings

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Harvard
Business School. Bloomberg features the paper here.

Key quotes from the paper:

e ‘“the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that
are statistically and economically significant.” — pp. 6, 3™ para.

e “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to
traditional sell-side analysts.” — pp. 20, 3™ para.

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it
affordable for all investors, not just Wall Street insiders.

We believe every investor deserves to know the whole truth about the profitability and valuation of any company
they consider for investment. More details on our cutting-edge technology and how we use it are here.
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DISCLOSURES

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any
investment or merchant banking functions and does not operate a trading desk.

New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration
for inclusion in a New Constructs report nor may they purchase or sell a security for the first two days after New Constructs issues a report on
that security.

DISCLAIMERS

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal,
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such
investments or investment services.

Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making
any investment decision or for any necessary explanation of its contents.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.

This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material,
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at
your own risk.

All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks,
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs.
Copyright New Constructs, LLC 2003 through the present date. All rights reserved.
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