VIRTUS KAR EMERGING
MARKETS SMALL-CAP FUND
September 30, 2022

IMPORTANT RISK CONSIDERATIONS

Equity Securities

The market price of equity securities may be adversely affected by financial market, industry, or
issuer-specific events. Focus on a particular style or on small or medium-sized companies may
enhance that risk.

Foreign & Emerging
Markets

Investing in foreign securities, especially in emerging markets, subjects the portfolio to additional
risks such as increased volatility, currency fluctuations, less liquidity, and political, regulatory,
economic, and market risk.

Industrial Concentration

Because the portfolio is presently heavily weighted in the industrial sector, it will be impacted by that
sector's performance more than a portfolio with broader sector diversification.

Market Volatility

The value of the securities in the portfolio may go up or down in response to the prospects of
individual companies and/or general economic conditions. Price changes may be short- or long-term.
Local, regional or global events such as war (e.g., Russia’s invasion of Ukraine), acts of terrorism,
the spread of infectious illness (e.g., COVID-19 pandemic) or other public health issue, recessions,
or other events could have a significant impact on the portfolio and its investments, including
hampering the ability of the portfolio's manager(s) to invest the portfolio's assets as intended.

Prospectus

For additional information on risks, please see the fund’s prospectus.
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VIRTUS INVESTMENT PARTNERS
MULTI-ASSET MANAGER

KEY FACTS

AFFILIATED

2

$145.0
Billion in
AUM

2

2

34
Funds Rated
4 or 5 Stars1

UNAFFILIATED
3

Past performance is not indicative of future results.
As of 9/30/22. 1Based on institutional-class or I shares. Please see page 18 for additional Morningstar disclosure. Strong ratings are not indicative of positive fund performance. 2Newfleet
Asset Management, Seix Investment Advisors, and Stone Harbor Investment Partners are divisions of Virtus Fixed Income Advisers, LLC (“VFIA”), an SEC registered investment adviser.
3Virtus has a minority ownership position in Zevenbergen Capital Investments.
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KAYNE ANDERSON RUDNICK
PROFILE
At a Glance



Originally established to manage founder capital



Year Founded: 1984



Over three decades of experience



Headquarters:
Los Angeles, CA



A differentiated “business analyst” investment approach focusing on
high-quality businesses



AUM: $45.2 billion*





Number of Investment
Professionals: 18

A disciplined and repeatable investment process that produces highconviction portfolios



Average Investment
Experience: 17 Years



A wholly owned,
independent subsidiary
of Virtus Investment
Partners

Source: Kayne Anderson Rudnick
*AUM as of September 30, 2022

Investment Philosophy
Kayne Anderson Rudnick believes that owning a focused yet
economically diversified portfolio of high-quality companies,
purchased at attractive prices, may lead to the achievement of
attractive long-term risk-adjusted returns
STRIVES TO



Achieve a return meaningfully above that of the MSCI® Emerging
Markets Small Cap Index



Achieve this return objective with a portfolio that exhibits lower
overall risk characteristics
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EMERGING MARKETS SMALL-CAP TEAM

Portfolio Manager/Analysts

Responsibility

Douglas S. Foreman, CFA

Chief Investment Officer

36 Years

11 Years

Hyung Kim

Portfolio Manager & Senior Research Analyst

18 Years

5 Years

Craig Thrasher, CFA

Portfolio Manager & Senior Research Analyst

18 Years

14 Years

Ekaterina V. Advena

Research Analyst

13 Years

7 Years

David Forward

Research Analyst

8 Years

4 Years

Sean Pompa, CFA

Research Analyst

7 Years

<1 Year

Source: Kayne Anderson Rudnick

Research Experience

Years with KAR
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WHY EMERGING MARKETS SMALL CAP?
True Emerging Markets Exposure

KAR BELIEVES SMALL CAPS BETTER CAPTURE
THE GROWTH IN EMERGING MARKETS
Composition of
EM Large Cap
(Largest 20 Holdings)
7.8%

Composition of
KAR EM Small Cap
(Largest 20 Holdings)
6.0%

7.5%
36.3%
38.2%

94.0%
10.2%

True EM exposure†
State owned
Majority of revenue outside of EM

Global commodity driven
Banks and Telecom
Other



Large and less efficient opportunity set
INVESTABLE UNIVERSE*
Number of Companies

Within large cap EM, KAR sees many companies that generate
the majority of their revenue outside of emerging markets. In
addition, there is a high concentration of companies that, in
KAR’s view, are less desirable (e.g., state owned firms, highly
regulated businesses such as banks and telecom, and
businesses that are dependent on global commodities). In the
small cap EM strategy, sub-advised by KAR, there is currently
a significantly higher exposure to sectors and businesses that
are closely aligned to the local economies and the secular
growth therein.

20,000
15,000
10,000
5,000
0
U.S.
Large Cap

Emerging
Markets
Large Cap

U.S.
Small Cap

Emerging
Markets
Small Cap

Emerging
Markets
Large Cap

U.S.
Small Cap

Emerging
Markets
Small Cap

ANALYST COVERAGE*
Average Number of Analysts
Covering Individual Stocks



More Inefficient

16
14
12
10
8
6
4
2
0
U.S.
Large Cap

Past performance is no guarantee of future results.
As of 9/30/22.
†True EM exposure defined as businesses that generate the majority of revenue and cash flow in EM.
U.S. includes all common stocks in the United States with a market value greater than zero. Emerging Markets includes all common stocks in countries included in the MSCI
Emerging Markets.
Index with a market value greater than zero. Large cap includes companies with a market cap greater than $5B. Small cap includes all companies with a market cap less than $5B.
Source: Kayne Anderson Rudnick. Data is obtained from FactSet Research Systems and is assumed to be reliable.
The commentary is the opinion of Kayne Anderson Rudnick. This material has been prepared using sources of information generally believed to be reliable; however, its accuracy is
not guaranteed. Opinions represented are subject to change and should not be considered investment advice or an offer of securities.
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KAYNE ANDERSON RUDNICK TENETS OF QUALITY
QUALITATIVE BUSINESS ASSESSMENT

Competitive Protection

Owner-Oriented Management



Brand/Reputation



Cultivates Competitive Advantage



Network Effect



Rational Capital Allocation



Scale/Cost Advantage



Considers Stakeholder Interests



Benchmarking Standard



High Customer Switching Costs



Barriers to Entry/Unique Asset



Low Obsolescence Risk

KAR HIGH-QUALITY BUSINESS


Protect and Grow Market Share



High Economic Return on Capital



Business Returns

Shareholder Returns

Source: Kayne Anderson Rudnick
The commentary is the opinion of Kayne Anderson Rudnick. This material has been prepared using sources of information generally believed to be reliable; however, its accuracy is not
guaranteed. Opinions represented are subject to change and should not be considered investment advice or an offer of securities.
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HIGH-QUALITY UNIVERSE DEVELOPMENT
Kayne Anderson Rudnick develops its
high-quality universe in a number of ways

For every company KAR looks at, a business
quality score from 1- 4 is assigned

Quantitative Screens

Criteria



High return on capital over a full economic cycle



Competitive protection



Long and resilient earnings history



Management/corporate governance



High return on net operating assets



Capital efficiency



Minimal debt



Growth prospects

Other Resources



Cyclicality



Research on existing portfolio holdings



Meetings with companies



Industry reviews



Investment conferences



Third-party research



Among others

Source: Kayne Anderson Rudnick
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INTENSIVE FUNDAMENTAL RESEARCH
KAR Research Analysts and Portfolio Managers Work Together to Develop In-depth Business
Knowledge
Qualitative Analysis
Purpose: Determine if competitive
advantage exists and evaluate its strength.




Review regulatory filings, company
materials, industry data, and third-party
research

Financial Analysis
Purpose: Evaluate source, level, and
sustainability of economic profitability.


Conduct comprehensive interviews
with management; contact other
relevant parties



Understand basis of competition within
industry



Assess competitive threats and
obsolescence risk: What protects the
business?



Seek:
–

High and resilient return on capital

–

Persistent earning power

–

Abundant discretionary cash flow

–

Under-levered balance sheet

Assess management’s capital
allocation practices; favor high insider
ownership

ESG Analysis*
Purpose: Evaluate financially material
environmental, social, and/or governance
factors to determine if they may impact an
investment outcome.


Utilize a proprietary ratings framework
identifying five key issues for each
sector



ESG research integrated into research
process by each member of the
investment team



Ratings updated annually

Source: Kayne Anderson Rudnick
*Where material to a particular investment opportunity and consistent with KAR’s investment strategy, KAR seeks to consider environmental, social, and/or governance (“ESG”) factors
that KAR believes may influence risks and rewards as an element of its investment research and decision-making processes. However, such ESG factors are not by themselves
determinative to an investment decision.
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INVESTMENT PROCESS
ESG PRINCIPLES
Policy
KAR believes that responsible investment practices which incorporate the consideration of environmental, social, and
governance (ESG) topics add sustainable value for its investors and are consistent with its fiduciary duty.

Philosophy
KARs investment strategy is driven by the belief that:
–

Long-term sustainable and successful businesses incorporate and manage all relevant factors whether they be
economic, financial, operational, environmental, social, or governance related.

–

Where material to a particular investment opportunity and consistent with a strategy’s investment goals and
objectives, KAR seeks to consider environmental, social, and/or governance factors that KAR believes may influence
risks and rewards as an element of KAR’s investment research and decision-making processes.

–

However, such environmental, social, and/or governance factors are not by themselves determinative to an
investment decision.

Experience
–

Natural alignment with KAR’s quality-focused investment approach

–

PRI Signatory since 2019

–

$2.2 billion in mandates with client specific ESG objectives*

*As of September 30, 2022
Where material to a particular investment opportunity and consistent with KAR’s investment strategy, KAR seeks to consider environmental, social, and/or governance (“ESG”) factors
that KAR believes may influence risks and rewards as an element of its investment research and decision-making processes. However, such ESG factors are not by themselves
determinative to an investment decision.
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INVESTMENT PROCESS
ESG PRINCIPLES
KAR uses a proprietary ESG ratings framework to generate ESG scores for businesses in its
portfolios as well as portfolio scores.



ESG research is conducted by each member of the investment team



Five key issues identified that KAR believes are the most material and financially relevant for each sector



These five key issues are largely informed by SASB

KAR analyzes each of these key issues and assign each one an A, B, or C rating
✓ A Rating - Demonstrates leadership within ESG
✓ B Rating – Demonstrates neither leading the charge nor doing something egregious
✓ C Rating - Demonstrates one or more ESG issues of significant concern



The rating on the key issues informs the overall company rating



Rating updated annually or more frequently if a material event should occur

Where material to a particular investment opportunity and consistent with KAR’s investment strategy, KAR seeks to consider environmental, social, and/or governance (“ESG”) factors
that KAR believes may influence risks and rewards as an element of its investment research and decision-making processes. However, such ESG factors are not by themselves
determinative to an investment decision.
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PORTFOLIO CONSTRUCTION
Investment Guidelines

Sell Discipline

Position Weights

Extended Valuation
 Significant premium to intrinsic value
 Expected annual return insufficient



Typically 30-60 holdings



Maximum initial position size is 5% (at cost)



Maximum position size is 10% (at market)

Sector and Geographic Tolerances


Seek broad diversification, but no sector constraints

Holding Period
 Typically 3 to 5 years
 Portfolio turnover typically 25% to 35%
Cash Levels
 Typically will not exceed 10% once a portfolio is fully
invested; review by CIO triggered if over 10%

Portfolio Upgrade
 Identify a more compelling investment idea
Acquisition Activity
 Holding acquired at an attractive premium
 Holding acquires a company diminishing its business
or value
Negative Company or Industry Changes
 Position review research report written for any of the
following conditions:



Source: Kayne Anderson Rudnick

–

Stock price declines 20% or more in a short time period, absent
a broad market decline

–

Validity deteriorates for one or more of the reasons for purchase

–

Credit-quality profile deteriorates

Quality parameters reviewed by the Chief Investment
Officer with the Portfolio Managers
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RISK MANAGEMENT AND PORTFOLIO MONITORING
Risk Management

Portfolio Monitoring

Investment Philosophy
 Focus on “high-quality” companies
 Company’s “business risk” is primary risk control factor

CIO/PM Meetings
 Chief Investment Officer and the Portfolio Managers
meet to review, discuss, and explain each strategy’s
portfolio positioning and its performance

Portfolio Level Controls
 Broad sector diversification
 Broad geographic diversification
 Individual security weights initiated at 1% to 5% of portfolio

Research Meetings
 Formal meetings to discuss and evaluate portfolio
holdings and overall industry trends

Position Reviews
 “Position Review” report when a portfolio holding declines
20% absent a broad market decline
 Re-validate reasons for original purchase or sell position

Source: Kayne Anderson Rudnick
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PORTFOLIO CHARACTERISTICS

Virtus KAR
Emerging
Markets
Small-Cap
Fund

MSCI
Emerging
Markets Small
Cap Index
(net)

19.6%

12.4%

0.8 x

4.6 x

Earnings Per Share Growth—Past 5 Years

12.7%

10.7%

Earnings Per Share Growth—Past 10 Years

9.9%

8.0%

Dividend Per Share Growth—Past 5 Years

13.7%

10.6%

Dividend Per Share Growth—Past 10 Years

10.5%

7.5%

15.9 x

13.2 x

$2.3

$1.6

Quality

Return on Equity—Past 5 Years
Total Debt/EBITDA

In a market of average businesses, KAR seeks to own
protected proprietary businesses that generate exceptional
returns on shareholders’ capital without employing
significant debt.

Growth
In a market of cyclical businesses requiring growth capital
from fickle markets, KAR seeks to own companies that
have produced self-funded, strong, consistent growth
sustainable into the future.

Value
P/E Ratio—Trailing 12 Months
Market Characteristics
$ Weighted Average Market Cap (by Issuer)

Past performance is no guarantee of future results.
As of 9/30/22.
Please see page 20 for definitions of characteristics shown.
Data is obtained from the Frank Russell Company and FactSet and is assumed to be reliable. Other principal consultant firms may use different algorithms to calculate selected
statistics. Estimates are based on certain assumptions and historical information.
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SECTOR ALLOCATIONS

Virtus KAR Emerging Markets Small-Cap Fund (VIESX)
MSCI Emerging Markets Small Cap Index (net)
32.9%

16.6%

15.6%16.1%

15.5%

13.9%

13.3%

12.7%
11.1%
8.5%

8.3%
6.7%

6.6%
5.4%
3.6%

4.5%

3.6%
2.5%

2.4%
0.0%

Industrials Communication Information
Services
Technology

Consumer
Staples

Consumer
Discretionary

Financials

Materials

Health Care

Real Estate

0.0%
Utilities

0.0%
Energy

As of 9/30/22.
Sector allocations are subject to change.
The MSCI Emerging Markets Small Cap Index (net) is a free float-adjusted market capitalization-weighted index designed to measure small cap equity market performance in the global
emerging markets. The index is calculated on a total return basis with net dividends reinvested. The index is unmanaged, its returns do not reflect any fees, expenses, or sales
charges, and is not available for direct investment.
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COUNTRY ALLOCATIONS

Virtus KAR
Emerging
Markets
Small-Cap
Fund

MSCI
Emerging
Markets Small
Cap Index (net)

Difference

Switzerland

1.2

0.0

1.2

-13.1

Russia

0.0

0.0

0.0

12.6

-0.4

Saudi Arabia

0.0

3.4

-3.4

9.8

8.3

1.5

Turkey

0.0

1.4

-1.4

Poland

7.9

0.8

7.1

Kuwait

0.0

1.2

-1.2

Taiwan

7.7

19.7

-12.0

Qatar

0.0

1.1

-1.1

Malaysia

6.7

3.0

3.7

Philippines

0.0

0.9

-0.9

Indonesia

5.8

2.8

3.1

United Arab
Emirates

0.0

0.8

-0.8

Thailand

5.6

3.9

1.7

Chile

0.0

0.7

-0.7

Mexico

4.7

2.1

2.5

Greece

0.0

0.5

-0.5

United Kingdom

3.9

0.0

3.9

Egypt

0.0

0.2

-0.2

Singapore

2.5

0.0

2.5

Colombia

0.0

0.2

-0.2

South Africa

1.6

3.9

-2.3

Peru

0.0

0.1

-0.1

Vietnam

1.3

0.0

1.3

Belgium

0.0

0.1

-0.1

Virtus KAR
Emerging
Markets
Small-Cap
Fund

MSCI
Emerging
Markets Small
Cap Index (net)

Difference

Brazil

16.5

6.9

9.6

India

12.5

25.6

Korea (South)

12.3

China

Country

As of 9/30/22.
Country weightings are subject to change. Numbers may not add up due to rounding.

Country
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TOP TEN HOLDINGS

Holding

Sector

Country

Tegma Gestao Logistica SA

Industrials

Brazil

6.2

Boa Vista Servicos SA

Industrials

Brazil

4.4

Anhui Gujing Distillery Co. Ltd.

Consumer Staples

China

4.2

Oracle Financial Services Software Ltd.

Information Technology

India

4.0

Union Auction PCL

Consumer Discretionary

Thailand

3.8

Baltic Classifieds Group PLC

Communication Services

United Kingdom

3.8

Computer Age Management Services Ltd.

Information Technology

India

3.7

Grupa Pracuj SA

Industrials

Poland

3.5

Heineken Malaysia Bhd

Consumer Staples

Malaysia

3.4

Sporton International Inc.

Industrials

Taiwan

3.3

Total

40.2

Virtus KAR
Emerging Markets
Small-Cap Fund

MSCI Emerging
Markets Small Cap
Index (net)

39

1,823

Average Position Size (%)

2.56

0.05

Weight of Top 10 Holdings (%)

40.24

3.20

Active Share (%)

99.17

—

Number of Holdings

% of Portfolio

As of 9/30/22.
Source: Virtus Performance and Analytics and FactSet. Data obtained from FactSet Research Systems is assumed to be reliable.
Holdings and weightings are subject to change.
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PERFORMANCE REVIEW
AS OF SEPTEMBER 30, 2022 (%)
VIESX

5.54
1.53

-4.64

Diversified
Emerging
Markets

MORNINGSTAR RATINGSTM

Index
3.23

1.25

3.88

2.82

-5.25

I Share
Time Period

# of Stars

# of Funds

Overall

★★★★★

723

3 Year

★★★★

723

5 Year

★★★★★

642

Morningstar ratings are based on risk-adjusted returns as of 9/30/22.
Strong ratings are not indicative of positive fund performance.

-24.23

-23.23

-28.19
-30.49
QTD

YTD

1 Year

3 Year

5 Year

Since
Inception*

*Inception: 12/17/13.

Performance data quoted represents past performance. Past performance does not
guarantee future results. Investment return and principal value will fluctuate so that
shares, when redeemed, may be worth more or less than their original cost. Current
performance may be lower or higher than the performance data quoted. Please visit
virtus.com for performance data current to the most recent month end. This share
class has no sales charges and is not available to all investors. Other share classes
have sales charges. See virtus.com for details.
The fund class gross expense ratio is 1.51%. The net expense ratio is 1.50%, which reflects
a contractual expense reimbursement in effect through 1/31/2023.
Average annual total return is the annual compound return for the indicated period and reflects the
change in share price and the reinvestment of all dividends and capital gains. Returns for periods of one
year or less are cumulative returns
Index: The MSCI Emerging Markets Small Cap Index (net) is a free float-adjusted market capitalizationweighted index designed to measure small cap equity market performance in the global emerging
markets. The index is calculated on a total return basis with net dividends reinvested. The index is
unmanaged, its returns do not reflect any fees, expenses, or sales charges, and is not available for
direct investment.

The Morningstar RatingTM for funds, or “star rating”, is calculated for
managed products (including mutual funds, variable annuity and
variable life subaccounts, exchange-traded funds, closed-end funds,
and separate accounts) with at least a three-year history. Exchangetraded funds and open-ended mutual funds are considered a single
population for comparative purposes. It is calculated based on a
Morningstar Risk-Adjusted Return measure that accounts for variation in
a managed product’s monthly excess performance, placing more
emphasis on downward variations and rewarding consistent
performance. The top 10% of products in each product category receive
5 stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars,
the next 22.5% receive 2 stars, and the bottom 10% receive 1 star. The
Overall Morningstar Rating for a managed product is derived from a
weighted average of the performance figures associated with its three-,
five-, and 10-year (if applicable) Morningstar Rating metrics. The
weights are: 100% three-year rating for 36-59 months of total returns,
60% five-year rating/40% three-year rating for 60-119 months of total
returns, and 50% 10-year rating/30% five-year rating/20% three-year
rating for 120 or more months of total returns. While the 10-year overall
star rating formula seems to give the most weight to the 10-year period,
the most recent three-year period actually has the greatest impact
because it is included in all three rating periods. Ratings do not take into
account the effects of sales charges and loads.
© 2022 Morningstar, Inc. All rights reserved. The information contained
herein: (1) is proprietary to Morningstar and/or its content providers; (2)
may not be copied or distributed; and (3) is not warranted to be accurate,
complete, or timely. Neither Morningstar nor its content providers are
responsible for any damages or losses arising from any use of this
information. Past performance is no guarantee of future results.
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VIRTUS KAR EQUITY FUNDS
Quality-Driven Strategies Across Market Caps and Borders
Kayne Anderson Rudnick’s investment philosophy is rooted in quality, with a focus on wealth preservation. Decades of
management experience has yielded a rigorous definition of quality, which guides where the firm invests, across market
caps and geographic regions.

For more information about Kayne Anderson Rudnick’s
high-conviction, high-quality equity strategies,
visit virtus.com or call 800-243-4361.
*Effective July 31, 2018, this Fund is closed to new investors. Please see the prospectus for exceptions. **Effective September 28, 2018, this Fund is closed to new investors.
Please see the prospectus for exceptions. ***Effective July 25, 2022, this Fund’s name and subadviser have changed.
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DEFINITIONS

QUALITY
Return on Equity - Past 5 Years—relates how well the company is using the money invested in it so that it can bring a return to its investors. A high
portfolio ROE indicates that the portfolio is invested in historically profitable companies.
Total Debt/EBITDA—is calculated by dividing total debt by earnings before interest, taxes, depreciation, and amortization. It is a measure of a
company’s ability to pay off its incurred debt.
GROWTH
Earnings/Share Growth—indicates the earnings available to each common share. Earnings/share growth is the growth rate of these earnings per
share. On a portfolio level, this statistic measures the trailing earnings per share growth of a portfolio’s holdings.
Dividend/Share Growth—On a portfolio level, this statistic measures the trailing dividends/share growth of a portfolio’s holdings.
VALUE
P/E Ratio - Trailing 12 Months—The P/E (price-earnings) ratio is calculated by dividing the company’s stock price divided by its earnings per share
times 100. The higher the P/E ratio, the more an investor pays for the company’s earnings. A low P/E generally indicates a better value, while a high
P/E denotes an expensive stock with earnings that investors expect will grow rapidly. A negative P/E is generally indicative of companies with losses
or negative earnings.
MARKET CHARACTERISTICS
$ Weighted Average Market Cap—The sum of each security’s weight within the fund (or index) multiplied by the security’s market capitalization.
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Virtus (NASDAQ: VRTS) is a distinctive partnership of boutique investment managers,
singularly committed to the long-term success of individual and institutional investors.


We are not constrained by a single investment approach; rather, we provide access to independent,
specialized investment philosophies through our multi-discipline, multi-strategy approach.



We have the flexibility, agility, and responsiveness of a boutique asset management firm with similar product
breadth and investment talent of our larger peers.



We are committed to thoughtfully providing investment solutions, adhering to the highest standards of
product quality, operational excellence, and fiduciary responsibility.

Please consider a Fund’s investment objectives, risks, charges, and expenses carefully before investing. For this
and other information about any Virtus Fund, contact your financial professional, call 800-243-4361, or visit
virtus.com for a prospectus or summary prospectus. Read it carefully before investing.
Not all products or marketing materials are available at all firms.
Not insured by FDIC/NCUSIF or any federal government agency. No bank guarantee. Not a deposit. May lose value.
Mutual Funds distributed by VP Distributors, LLC member FINRA and subsidiary of Virtus Investment Partners, Inc.
3409 11-22 © 2022 Virtus Mutual Funds

