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Behind the metrics: the science 

of finding good value

Value investing is often synonymous 
with finding ‘cheap’ stocks. But cheap 
doesn’t always mean a bargain. 
We go beyond traditional valuation 
measures using a more expansive 
framework to target attractively 
valued companies through both a 
value-creation and quality lens.

While some investors think value 

investing is just about finding 

attractively priced stocks, many 

companies that seem cheap may 

have weak financial positions or 

lack the ability to generate value. 

Additionally, a high dividend yield, 

which can be appealing to investors, 

might actually signal financial trouble. 

Neither of these situations is usually a 

good fit for value-seeking investors.

Traditional metrics can be 

misleading because they assess 

value through a limited perspective, 

often overlooking other crucial 

aspects of the business and its 

financial health. Here, we present 

our view of the four most common 

metrics and what we consider to  

be their pitfalls.

Book value yield

Formula

Why it’s commonly used

Think of book value as the net worth 

of a company if it were to go out of 

business. It is defined as total assets 

minus total liabilities, making it a 

straightforward metric that is commonly 

used to compare companies within the 

same industry.

Pitfalls

•	 Write-downs: Book value can be 

distorted due to management 

discretion. For example, after 

overpaying for an acquisition, 

management can choose to write 

down the value when it fails to  

meet expectations.

•	 Hidden assets/liabilities: This metric 

fails to capture off-balance-sheet 

items such as operating leases, 

deferred compensation, or  

expensed investments.

•	 Liquidation focus: It also focuses 

on the value available to investors 

in the event of a liquidation, rather 

than the intrinsic value of  

a company.

William Theriault, CFA
Senior Client Portfolio Manager, Value Equities

Voya Investment Management
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Earnings yield
Formula

 

Why it’s commonly used

If book value is the net worth of a company based on its 

balance sheet, earnings represent how much a company makes 

after paying all its expenses, based on its income statement. 

Earnings yield is the reciprocal of the price-to-earnings ratio. 

Unless a company has negative earnings, earnings yield is one 

of the most commonly used ratios.

Pitfalls

•	 Creative accounting: Earnings is the bottom line on the 

income statement, so it is the most affected by revenue 

recognition, capitalizing (rather than expensing) expenses, 

and one-time items.

•	 Leverage: This metric does not consider the amount of debt 

that a company carries; thus it is a poor comparison for 

companies with different levels of leverage.

Dividend yield

Formula

Why it’s commonly used

Many value investors follow a philosophy of generating income, 

so they look for companies with high dividend payouts. Investors 

expect dividends to be nearly “guaranteed,” and cutting them is 

highly undesirable, as it often signals financial stress. Dividend 

yield is a useful metric for screening these companies.

Pitfalls

•	 Incomplete measure of shareholder return: Dividend yield 

only captures capital returned to shareholders through 

dividends paid. However, companies can also return 

capital via share buybacks and/or debt repurchases.

•	 Excludes growth investments: This metric ignores a 

company’s reinvestment in its own business or investment 

through mergers and acquisitions. We believe that 

attractive value opportunities deliver more than a 

dividend. Some of the most profitable opportunities are 

turnarounds of mature businesses, which are not captured 

by dividend yield.
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Why it’s commonly used

Of all the traditional metrics, free cash flow (FCF) yield has the 

fewest pitfalls. FCF is the cash left after a company supports 

its ongoing operations and maintains its capital assets 

(buildings, land, and equipment). Since it “follows” cash, it 

excludes non-cash expenses like depreciation but includes 

investment spending and the difference between current 

assets and liabilities on the balance sheet (changes to working 

capital). Compared with the other ratios, it is the most immune 

to manipulation.

Pitfalls

•	 Does not deduct recurring expenses: Since investors 

expect to receive dividends each period, we believe a more 

complete metric should also deduct dividends.
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Excess capital yield: Assessing a 
stock from all angles
Excess capital yield (ECY) is a more 

complete metric. It starts with the 

strongest traditional metric, FCF, 

along with cash on hand, then 

adjusts for recurring dividend 

expense. We then employ a balance 

sheet optimization to capture the 

competitive advantage afforded 

to companies with respect to their 

leverage (relative to that of their 

peers). Firms with lower leverage 

have more ability to deploy capital 

in the pursuit of supplemental value 

creation, while those with higher 

leverage have less ability to do so.

Excess capital yield
Formula 

 

 

Why we use it

ECY quantifies the “dry powder” available to a company to 

supplement value creation through dividend growth, share 

repurchases, accretive M&A, and organic investment. Portfolios 

constructed based on ECY may display more consistent, less 

volatile performance than those built using traditional valuation 

measures. Our research shows that ECY identifies high-quality 

companies that tend to grow and outperform over the long term.

Pitfall mitigation

•	 Removes potential earnings manipulation: Focuses on 

ongoing operations, captures leverage differences, and 

reflects off-balance-sheet activities.

•	 A more comprehensive analysis: Combines data from all 

three financial statements.

cash + free cash flow – dividends +/– balance sheet optimization

market capitalization

Excess capital yield          Earnings yield          Dividend yield          Book yield          Free cash flow yield

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

0.64

0.95
1.08

2.19

2.86

As of 12/31/24. Source: FactSet. Returns reflect the spread between the lowest quintile and the highest quintile of the respective factor of the 

Russell 1000 Value Index (ex-financials, REITs, and utilities) from 01/07 through 12/24. Past performance is no guarantee of future results.

ECY has outperformed traditional metrics over time
Quintile spread returns, R1000V ex-financials, REITs, and utilities
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Allianz Global Investors and Voya Investment Management entered into a long-term strategic partnership on 25 July 2022, upon which the 

investment team transferred to Voya Investment Management. This did not materially change the composition of the team, the investment 

philosophy nor the investment process. Management Company: Allianz Global Investors GmbH. Delegated Manager: Voya Investment Management 

Co. LLC (“Voya IM”).

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full 
amount invested. 

Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the currency of the 
country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the performance shown may 
be higher or lower if converted into the investor’s local currency. 

This is for information only and not to be construed as a solicitation or an invitation to make an offer to buy or sell any securities. The views 
and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of 
publication. The data used is derived from various sources and assumed to be accurate and reliable at the time of publication. but it has not 
been independently verified; its accuracy or completeness is not guaranteed and no liability is assumed for any direct or consequential losses 
arising from its use, unless caused by gross negligence or willful misconduct. The duplication, publication, extraction or transmission of the 
contents, irrespective of the form, is not permitted, except for the case of explicit permission by Allianz Global Investors. 

This material has not been reviewed by any regulatory authorities. 

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz Global 

Investors Asia Pacific Limited (“AllianzGI AP”) and is intended for the use of investment consultants and other institutional/professional investors 

only, and is not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in 

Australia. AllianzGI AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) 

pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is licensed and 

regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws; in the European Union, by 

Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt für Finanzdienstleistungs-aufsicht 

(BaFin) and is authorized and regulated in South Africa by the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK) 

Ltd. company number 11516839, authorised and regulated by the Financial Conduct Authority (FCA); in Switzerland, by Allianz Global Investors 

(Schweiz) AG, authorised by the Swiss financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong 

Kong Securities and Futures Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore 

[Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments 

Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of 

Japan Investment Advisers Association, the Investment Trust Association, Japan and Type II Financial Instruments Firms Association; In mainland 

China, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and is for information purpose only. 

in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global 

Investors Asset Management Indonesia licensed by Indonesia Financial Services Authority (OJK). 
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