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STRATEGY OVERVIEW

Classic Large Cap Value 

Third quarter performance was terrible on an absolute and relative basis. Terrible is a strong word but it’s 
appropriate. 

What does terrible typically mean? It’s usually an extremely unpleasant or disagreeable situation, or a term used 
to emphasize the extent of how bad—or even upsetting—something is. For the third quarter, the Brandywine 
Classic Large-Cap Value Equity strategy composite returned -13.98% for the quarter on a gross-of-fees basis 
(-14.13% net), while the benchmark returned -8.39%.   

Why was performance terrible? On the surface, this characterization doesn’t make sense. We can point to 
attribution and what performed poorly, but we cannot point to a good explanation of the valuations available 
at the moment. Terrible does not mean wrong, nor does it mean “we suddenly got stupid and abandoned our 
process.” As was the case during our tough year in 2011, we think our research has been good and our process 
is fine. If we are correct about those things, the next two years could be pretty special. 

This letter then will simply try to give you some data as to what we see in the strategy and why. At the end of 
the letter, we’ll finish with a view—that at some undetermined point in the future—what we may currently find 
terrible might end up being what was necessary to set the stage for an outcome that will be described using an 
adjective with a more positive connotation. 

VALUATION
The strategy is valued at very attractive levels on an absolute basis, and also relative to peers and the Russell 
1000 Value Index: 

 � The strategy is trading at less than 13x trailing earnings versus more than 17x for the index. Based on this 
metric, the strategy is cheaper than 95% of strategies in the large-cap value universe, based on eVest-
ment’s peer group.  

 � The strategy is trading at less than 11x forward earnings versus almost 15x for the index. Using this 
multiple, the strategy is also cheaper than 95% of our peers. 

 � Projected earnings growth for the strategy over the next five years is 12.7%, higher than 95% of our 
peers. 

 � On a price-to-cash-flow and price-to-book (P/B) bases, the strategy is also in the cheapest 5% and 15% 
compared to our peers. 

What drives the statistics outlined above? 

 � As of September 30, the strategy is comprised of companies with the following multiples based on 
weighting, not the percentage of holdings:

 � 26.4% have a trailing P/E of under 10x

 �  48.3% have a trailing P/E below 11x 

 � 62.7% have a trailing P/E of 12x or below

 � On a forward-earnings basis:

 � 37.0% have a forward P/E 10x or lower

 � 50.8% have a forward P/E 11x or lower

 � 60.7% have a forward P/E 12x or below 

 � We own 12 stocks with ratios below 9x earnings. 
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 � Of our top 10 holdings, six are trading at less than 11x trailing earnings and all are trading below 14x trailing earnings. 

Part of the problem is that for several years the strategy has been positioned pro-cyclically in order to benefit from an extended U.S. economic expansion. While 
data does not suggest the U.S. economy is weakening—second quarter 2015 gross domestic product was indeed revised upward—the market is living in fear 
of the effects of a China contagion. As Francois Strahan and Michael Kantrowitz at Cornerstone Macro recently wrote in the September 30, 2015, update, “In 
circumstances like these, the mindset of investors, including ours, starts to play tricks. We begin to put more weight on negative developments and often brush off 
supportive data points. This helps explain why sentiment extremes such as these are often great buying opportunities. In essence, the odds become skewed and the 
bar for good news is lowered.” 

While there is always the probability for different outcomes, the bottom line is that we do not see evidence in U.S. data to suggest a slowing economy. Employment 
statistics are strong, auto sales are strong, housing is slowly improving, bank lending is growing, and consumer confidence numbers released in late September 
were at the highest levels of the year. Falling oil prices usually lead to improving economics; in contrast, oil prices usually rise ahead of recessions. The decline in 
oil prices is a $2 trillion benefit to global consumers. 

We see this strength in earnings revisions for our holdings: more than half of the strategy had positive estimated revisions for 2015 earnings during the past three 
months. The problem for us is that more than half of the companies with positive revisions saw their stocks fall more than 15% for the quarter! Similarly, more 
than 95% of the stocks we hold that had earnings estimates increase for 2016 fell during the quarter, with the majority declining a double-digit 
percentage. Let’s use our opening word again—terrible—to describe an outcome where companies with cheap valuations and improving prospects see their 
stocks get hammered. This indeed feels like a great buying opportunity. 

None of this has mattered in recent days, weeks, and months. Value has not worked, and we are more value-oriented than the broad market, value indices, and 
other value managers, at least as measured by metrics such as P/E. If you believe in value investing, now, just like the end of 2011, it probably feels like a great 
time to own our strategy for future results. At some point valuation will matter again. 

In the meantime, despite a poor quarter and performance pain, we are sticking to our process and sticking to our positioning. In 2011, when some banks we owned 
traded to less than 50% of the tangible book value, causing terrible performance during that time period, we did not let stock price action allow us to capitulate 
on our high-conviction analysis. If we’re being honest with ourselves, the last week of the quarter was fun from a new buying perspective. We’ve drawn down 
cash to very low levels and talked to analysts about worst-case scenarios that still end up with companies worth more than where the stocks show them now. Our 
problem has been not being able to look immediately at every potentially interesting idea. Value investing is likely to be the most rewarding when you grimace 
at performance reports. A few weeks ago, the market was down but we were disappointed at the number of potential buy opportunities popping up, which is no 
longer a problem. 

ATTRIBUTION
Negative contributions were widespread because the market carnage was generally in value stocks. The worst sector for us during the quarter, financials, had been 
a positive contributor through June 30. This quarter, however, we had -173 basis points (bps) of contribution from the group, due to a 60 bps combined detraction 
from two private equity firms (-25.3% and -21.1%, respectively) and a 23 bps hit from an insurance company (-15.2%). We do, however, expect all three companies 
to grow earnings in the next 12 months. 

Healthcare was our next biggest detractor, subtracting 123 bps from relative performance, as our basket of mostly-smaller pharmaceutical companies was hit hard 
by the late-quarter selloff over pricing concerns for the industry generally. Four healthcare positions fell more than 40%. 

The utility and energy sectors each subtracted 69 bps from relative returns. Our absence from utilities has not really hurt us for the whole year, but their defensive 
properties did hurt us during the quarter. Our tilt toward an oil recovery led to underperformance within energy. There is no obvious pattern as it relates to economic 
sensitivity when looking at attribution. 

Positives were few and far between this quarter. Our best performing stock was an airline, which rose 9.5% for the quarter as earlier fears of weakening capacity 
discipline faded, and contributed 36 bps to relative performance. Another U.S.-based airline carrier, down only 2.5%, also handily outperformed the index and added 
12 bps to relative performance. Our second best performing stock overall was a retailer, which contributed 23 bps on the back of a rousing 0.4% gain for the quarter. 
Incidentally, we highlighted these stocks in last quarter’s letter. Hopefully highlighting the entire strategy in this letter will have similar efficacy. The only sector with 
overall positive contribution was telecommunications, where two of our positions outperformed a large index weight (which we own but at a weighting less than 
that of the index), helping us with 11 bps of relative contribution. 

As we stated in the opening of the letter, our real problem is that cheap stocks underperformed dramatically, which more than anything else, is the attribution. It is 
hard to imagine that we were wrong on 50 companies at once; larger explanations seem more plausible. 

TRANSACTIONS
We were especially active near quarter end, drawing cash down to less than 1.5% in most accounts, which is an unusually low level for us. Much of our activity 
during that period was adding to positions that were down, although we did add new positions in an international automotive supplier following the Volkswagen 
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news that hit many auto supplier stocks. We also added to a position in pharmaceuticals. Both of these companies are trading at less than 10x trailing earnings and 
9x estimated forward earnings. 

Earlier in the quarter, we added small positions in an engineering and construction firm; an international company, which at this point has expanded beyond a 
container business; and re-entered a position in a U.S. retailer. Each of these positions were less than 1% weightings in most accounts at quarter end. We believe 
that all of our new additions have more than 30% upside potential, which is generally the hurdle rate for inclusion in the strategy. We have found that the hurdle 
rate is often an indicator of future performance. 

We sold entirely out of six positions. We exited a position in a company that supplies machinery to the mining industry, which we believe was a great sale 
considering the stock ended the quarter below $15. We also sold a tiny position in a biopharmaceutical company that no longer met market capitalization 
guidelines. We exited another metals and mining position as we revised our probability of meaningful upside from the stock. We sold a position in financials as 
it appeared reasonably valued relative to other opportunities; we sold a telecommunications position as a merger approached closing. Finally, we sold out of an 
energy position in most accounts to reallocate to other positions within energy that appear to have more upside. 

IN CLOSING
We attempt to manage the strategy with a long-term view, and thus we are willing to ride out periods similar to this quarter, but we are always disappointed when 
we do not deliver superior results to our clients. The last thing we should do is change our process. In 2012 and 2013, we were rewarded for sticking with exposure 
that hurt us in 2011, with composite outperformance of 4.88% and 8.44%, respectively. We believe that valuations in the current strategy are now starting to mirror 
those prior levels. 

We are optimistic going forward given the data we’ve just presented, despite the disappointing performance so far this year.

The views expressed represent the opinions of Brandywine Global and are not intended as a forecast or guarantee of future results. Information is being provided for informational 
purposes only and should not be considered as marketing for any Brandywine Global product or service and should not be considered a solicitation or an offer to provide any Brandywine 
Global service in any jurisdiction where it would be unlawful to do so. The sectors, industries, countries, regions or currencies discussed herein should not be perceived as investment 
recommendations and may no longer be held in an account’s portfolio. It should not be assumed that investments in any sector, industry, country, region or currency discussed were 
or will prove profitable. Sector/industry weights and country and regional allocations of any particular client may vary based on investment restrictions applicable to the account. 
Returns are presented gross of fees.  Gross performance returns include transaction costs but do not reflect the deduction of Brandywine Global’s management fee.  Gross performance 
returns over one year are annualized and assume the reinvestment of all dividends, interest, and capital gains. A client’s return will be reduced by the advisory fees and other expenses 
incurred as a client.  Please refer to Part 2A of Brandywine Global’s Form ADV for a description of its advisory fees.  As fees are deducted quarterly, the compounding effect will be to 
increase the impact of fees by an amount directly related to the gross account performance. For example, on an account with an annual 0.70% fee, if the gross performance is 10%, the 
compounding effect of the fees will result in net performance of approximately 9.23%, annually. The Russell 1000 Value Index measures the performance of the large-cap value segment 
of the U.S. equity universe. It includes those Russell 1000 companies with lower price-to-book ratios and lower expected growth values. Indices are unmanaged and not available for 
direct investment. eVestment is a third party, global provider of institutional investment data intelligence and analytic solutions. eVestment universes are based on a set of criteria 
which includes qualitative and quantitative factors to create and maintain a comparative peer group. eVestment collects information directly from investment management firms and 
other sources believed to be reliable and accurate. Past performance is no guarantee of future results. Information is current as of September 30, 2015.

© 2015 Brandywine Global Investment Management, LLC
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STRATEGY OVERVIEW 
3Q 2015 | As of September 30, 2015 

Classic Large Cap Value - Unrestricted Composite 

ANNUALIZED RETURNS (%) (Results shown in USD) 

 Gross Net R1000V SP500

QTD - 13.64 - 13.79 - 8.39 - 6.44 
YTD - 13.39 - 13.85 - 8.96 - 5.29 
1 Year - 11.51 - 12.14 - 4.42 - 0.61 
3 Year 12.31 11.53 11.59 12.40 
5 Year 11.72 10.95 12.28 13.33 
7 Year 10.33 9.57 8.21 9.75 
10 Year 8.19 7.44 5.71 6.79 
Since Inception 8.84 8.09 6.66 7.28 

Inception Date: 10/1/2004 

GIPS INFORMATION (%, Unless Otherwise Noted) (Results shown in USD) 

 Gross Net R1000V SP500
# of

Accounts
Market

Value (M)
Total Firm
Assets (M)

Composite
Dispersion

Composite
Rolling 3Y SD

R1000V
Rolling 3Y SD

SP500
Rolling 3Y SD

2015 - 13.39 - 13.85 - 8.96 - 5.29 18 775 65,624 0.28 11.87 9.90 9.61 
2014 11.37 10.60 13.45 13.69 18 1,254 63,375 0.27 10.84 9.20 8.97 
2013 40.97 40.02 32.53 32.39 16 678 50,050 0.38 14.53 12.70 11.94 
2012 22.39 21.56 17.51 16.00 19 386 42,894 0.39 16.60 15.51 15.09 
2011 - 5.08 - 5.74 0.39 2.11 26 516 33,122 0.26 19.77 20.69 18.71 
2010 13.99 13.21 15.51 15.06 21 463 31,996 - 20.47 23.18 21.85 
2009 29.83 28.94 19.69 26.46 1 32 29,199 - 18.36 21.10 19.63 
2008 - 30.33 - 30.83 - 36.85 - 37.00 1 13 32,755 - 12.91 15.36 15.08 
2007 7.37 6.63 - 0.17 5.49 1 20 49,208 - 7.16 8.06 7.68 
2006 22.63 21.79 22.24 15.79 1 20 39,241 - - - - 
2005 8.79 8.03 7.07 4.91 1 17 26,332 - - - - 

R1000V = Russell 1000® Value Index      SP500 = S&P 500® Index    

Organization: Brandywine Global Investment Management, LLC (the "Firm") is a wholly owned, independently operated, subsidiary of Legg Mason, Inc. The Firm has prepared and presented this report in compliance
with the Global Investment Performance Standards (GIPS). For the periods July 1, 2000 through June 30, 2014, the Firm has been verified by Kreischer Miller. A verification includes assessing whether the Firm (1)
complied with the composite construction requirements of the GIPS standards on a firm-wide basis, and (2) designed its processes and procedures to calculate and present performance results in compliance with
the GIPS standards. A copy of the verification report is available upon request. Disclosed total firm assets represent the total market value of all discretionary and nondiscretionary, fee-paying and non-fee-paying
assets under the Firm's management. Composite Description: Classic Large Cap Value Unrestricted Composite (the "Composite") Inception date: October 1, 2004. Creation date: January 1, 2014. The Composite
includes all fully discretionary, fee-paying portfolios invested in the Classic Large Cap Value Unrestricted strategy (the "Strategy") with no client mandated restrictions. The strategy invests primarily in domestic
equity securities with market capitalizations of greater than $1 billion, and have a lower price to book (P/B) and price to earnings (P/E) ratios, but may also invest in select preferred, convertible, and debt
securities. This results in approximately 55 - 75 security positions in each portfolio. Benchmark: The Russell 1000 Value Index measures companies from the Russell 1000 Index that exhibit lower price to book and
price to earnings ratios and lower forecasted growth values.The S&P 500 is a broad measure of U.S. domestic large cap stocks. The 500 stocks in this capitalization-weighted index are chosen based on industry
representation, liquidity, and stability. Performance Calculation: Preliminary data, if so noted, reflects unreconciled data for the most recent reporting period. Portfolios are valued daily on a trade date basis and
include dividends and interest as well as all realized and unrealized capital gains and losses. Return calculations at the portfolio level are time-weighted to account for periodic contributions and withdrawals.
Performance results are calculated on a before tax, total return basis. Prior to July 1, 2007, portfolios were included in the Composite beginning with the first full quarter of performance through the last full
quarter of performance. After July 1, 2007, portfolios are included in the Composite beginning with the first full month of performance through the last full month of performance. Composite returns are reported on
quarterly basis. The Composite returns consist of size-weighted portfolio returns using beginning of period values to weight the portfolio returns. Monthly linking of interim performance results is used to calculate
quarterly and annual returns. Composite's valuations and returns are computed in U.S. Dollars ("USD"). The results are presented in USD or in other currencies (to accommodate overseas investors), the latter by
converting monthly USD returns into other currency returns using the appropriate currency exchange rate returns. Gross returns reflect the deduction of trading expenses. Net of fee returns reflect the deduction of
trading expenses and the highest investment management fees charged within the composite membership as stated in the fee schedule below. Composite dispersion is calculated using the asset-weighted
standard deviation method for all portfolios that were in the Composite for the entire year. Composite dispersion is not presented for periods with five or fewer portfolios. The number of accounts and market
values are as of the end of the period. The three-year annualized standard deviation measures the variability of the composite and the benchmark returns over the preceding 36-month period. Past performance is
no guarantee of future results. A complete list describing the Firm's composites as well as any additional information regarding the Firm's policies for calculating and reporting performance results is available upon
request. Fee Schedule: The Institutional Client Separate Account Management Fee Schedule (minimum initial investment: $25 million): 0.700% on the first $10 million; 0.500% on the next $40 million; 0.450% on
the next $50 million; and 0.350% on any portion of assets in excess of $100 million. Additional information on the Firm's fee schedule can be found in Form ADV Part 2A which is available upon request. 

Past performance is no guarantee of future results. 

©2015, Brandywine Global Investment Management, LLC. All rights reserved. 
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