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When Profitability and Risk Diverge: Themes  
Russell 1000 
In our recent PRVit Factor Report: U.S. piece, we noted the continuing divergence in 

performance of our Profitability and Risk factors (see Figure 1 below – this is Figure 

21 from page 9 of the report linked above). Our Quality factor combines Profitability 

and Risk, and we frequently look at the Quality/Value tradeoff in our HEAT map and 

the HEAT map zones. Given the market’s appetite for Risk (negative Risk spread) and 

the desire to own good Profitability, we think it’s appropriate to look at our themes. 

Figure 1: Historical Alpha 

 

To create our themes, we start with four quadrants based on Profitability Level (P1) 

and the average Wealth Ratios (V1) and Wealth Multiples (V2). We then use our 

Volatility Risk (R1) factor to divide each of those quadrants into a theme: part of the 

quadrant will be deemed ‘Risky’ (with a Volatility Risk [R1] score above 50) and the 

rest of the quadrant will be deemed ‘Stable’ (with a Volatility score (R1) below 50). 

Figure 2: Themes Look at Profitability, Risk, and Valuation 
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Our themes help investors understand where 
a company is in its life cycle based on some 
of our key factors: Profitability Level (P1), 
Volatility Risk (R1), Wealth Ratios (V1), and 
Wealth Multiples (V2). 

 

On page three, find a screen of Risky Profits 
at a Reasonable Price names for the Russell 
1000. On page four, find a screen of names in 
our Distress or Cyclical Rebounders theme 
from the Russell 1000. These two themes 
have generated the most alpha during the 
recent divergence of Profitability and Risk 
performance. 

 

Methodology: 

Please see page 4 for visual aids on the 
creation of the themes. We create four 
quadrants based on Profitability Level (P1) 
and average Wealth Ratios (V1) and Wealth 
Multiples (V2). We then use our Volatility 
Risk (R1) factor to divide each of those 
quadrants into a theme: part of the quadrant 
will be deemed ‘Risky’ (with a Volatility Risk 
[R1] score above 50) and the rest of the 
quadrant will be deemed ‘Stable’ (with a 
Volatility score [R1] below 50). The themes 
are similar to our frequently used HEAT Map 
analysis but distinguish Risk more clearly. 
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Theme Performance 
 

In Figure 3, we plot the long-term compound log returns for our themes in the Russell 1000. Since 1998, the Maturity and Risky Profits 
at a Reasonable Price themes (the high Profitability, cheap Valuation quadrant) have generated the most alpha (14bps/month and 
18bps/month, respectively). The distinction between these two is Risk level. 
 
In Figure 4, we provide a description of the themes as well as the 5-month, 12-month, and all-history performance of each theme 
(measured in average basis points of outperformance per month). Since the divergence of our Profitability and Risk factors (12-months 
ago), the Startup or Gamble and Growth themes have generated the strongest performance. Risky Profits at a Reasonable Price and 
Distress or Cyclical Rebounders have also generated positive alpha, especially over the last five months as we have seen a shift to a 
Value-driven market. On the next page, we provide a list of names that fit these themes. 
 

Figure 3: Theme Performance  

 
 
Figure 4: Long-Term Performance 
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Screening Criteria – Risky Profits at a Reasonable Price 
The Risky Profits at a Reasonable Price theme is defined as Profitability Level (P1) > 50, Volatility Risk (R1) >= 50, and the average of 
our Price/Book (V1) and Price/Earnings (V2) factors < 50. We also removed companies with PRVit below 40 to make the list more 
manageable. Sorted by descending Market Cap. 
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Screening Criteria – Distress or Cyclical Rebounder 
The Distress or Cyclical Rebounder theme is defined as Profitability Level (P1) < 50, Volatility Risk (R1) >= 50, and the average of our 
Price/Book (V1) and Price/Earnings (V2) factors < 50. We also removed companies with PRVit below 40 to make the list more 
manageable. Sorted by descending Market Cap. 
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About ISS EVA 

We are an independent equity research provider offering investing insights through the use of our proprietary Economic Value Added (EVA) framework. 
EVA converts accounting profits into economic profits and charges businesses for the use of Invested Capital. EVA is superior to traditional measures of profit because 
it is comparable across companies, industries, and countries, links to a consistent, transparent valuation framework, and provides a unique, unbiased view of Quality, 
Value, and Growth. 

Our experienced team of analysts offers both fundamental and quantitative company analysis through written research, bespoke research, a stock selection model, 
an online analytical tool offering +29,000 companies as viewed through the EVA framework, custom screening, and portfolio analysis. 

Key EVA Concepts 
The value of a firm = Capital + Present Value of EVA 
If EVA is increasing then the intrinsic value of the firm is too, suggesting that market value should follow (and vice versa). 

EVA = NOPAT - Capital Charge 
EVA is profit after all costs, including the cost of giving shareholders a decent return. 

EVA Margin = EVA / Sales 
A true economic profit margin covering income and asset efficiency. Our EVA Income Statement examines EVA’s line item drivers and offers key insights into business 
profitability. 

EVA Momentum = Δ EVA / Sales 
An incremental EVA growth rate indicator and key valuation signal and screening measure. The more positive the Momentum, the greater the growth in 
EVA, and upward pressure on shareholder returns. Inflections in EVA Momentum are an early and more reliable indicator of stock price inflections. 

EVA Shock = Δ EVA Momentum 
Changes in EVA Momentum is a powerful signal within our framework, with significant relationship with stock price performance. 

Market Implied Momentum (MIM) 
The annual EVA improvement required for 10 years to justify the prevailing market enterprise value, expressed as a percent of sales; represents a market implied, 
long-range EVA margin improvement target. 

Future Growth Reliance (FGR) = (Market implied value of future EVA growth) / EV 
Measures the % of a company’s total enterprise value represented by expectations for future growth in EVA. FGR is key to understanding embedded 
expectations today and versus history. A low FGR versus history coupled with improving EVA trends indicates that the market is not pricing in the improving business 
model. 

Additional Resources 
evaExpress.com (link): Our online offering provides a comprehensive suite of fundamental and quantitative tools utilizing the EVA framework 
EVA for Investors (link): A full introduction to the key EVA concepts and metrics 
 

Additional Disclosures - Gary Reiner, an individual affiliated with General Atlantic (“GA”), serves on the board of directors of Citigroup Inc., which results in Citigroup 

Inc. being considered a “GA Affiliated Company” as contemplated by ISS’ Policy on Non-Interference and Potential Conflicts of Interest Related to General Atlantic. This 

policy establishes policies and procedures to restrict the involvement of GA and any of GA’s employees in the content of ISS’ research offerings, including this report. 

Please refer to our website at https://www.issgovernance.com/compliance/due-diligence-materials for more information regarding ISS’ policies and procedures related 

to potential conflicts of interest. 

Additional Disclosures - Gary Reiner, an individual affiliated with General Atlantic (“GA”), serves on the board of directors of Hewlett Packard Enterprise Company, 

which results in Hewlett Packard Enterprise Company being considered a “GA Affiliated Company” as contemplated by ISS’ Policy on Non-Interference and Potential 

Conflicts of Interest Related to General Atlantic. This policy establishes policies and procedures to restrict the involvement of GA and any of GA’s employees in the 

content of ISS’ research offerings, including this report. Please refer to our website at https://www.issgovernance.com/compliance/due-diligence-materials for more 

information regarding ISS’ policies and procedures related to potential conflicts of interest. 

Additional Disclosures - Vittorio Colao, an individual affiliated with General Atlantic (“GA”), serves on the board of directors of Verizon Communications Inc., which 

results in Verizon Communications Inc. being considered a “GA Affiliated Company” as contemplated by ISS’ Policy on Non-Interference and Potential Conflicts of 

Interest Related to General Atlantic. This policy establishes policies and procedures to restrict the involvement of GA and any of GA’s employees in the content of ISS’ 

research offerings, including this report. Please refer to our website at https://www.issgovernance.com/compliance/due-diligence-materials for more information 

regarding ISS’ policies and procedures related to potential conflicts of interest. 

Additional Disclosures - General Atlantic or entities affiliated with General Atlantic (hereafter referred to as “GA”) maintain an ownership interest in XP Inc.. As such, 

XP Inc. is considered to be a “GA Affiliated Company” as contemplated by ISS’ Policy on Non-Interference and Potential Conflicts of Interest Related to General Atlantic. 

This policy establishes policies and procedures that restrict the involvement of GA and any of GA’s employees in the preparation of ISS’ research offering, including this 

report. Please refer to our website at https://www.issgovernance.com/compliance/due-diligence-materials for more information regarding ISS’ policies and procedures 

related to potential conflicts of interest.  
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Analyst Certification - The Research Analyst(s) who prepared this report hereby certify that the views expressed herein accurately reflect the analyst(s) personal 
view(s) about the subject company and their securities and that they have not been and will not be directly or indirectly compensated for expressing specific 
recommendation(s) or view(s) in the report. 

Disclaimer - This report and all of the information contained in it, including without limitation all text, data, graphs and charts, is the property of ISS STOXX and/or its 

licensors and is provided for informational purposes only. The information may not be modified, reverse-engineered, reproduced or disseminated, in whole or in 

part, without prior written permission from ISS STOXX. 

This report and the recommendations, ratings and/or other analytical content in the report has not been submitted to, nor received approval from, the United 

States Securities and Exchange Commission or any other regulatory body. 

The user of this report assumes all risks of any use that it may make or permit to be made of the information. While ISS STOXX exercised due care in compiling this 

report, ISS STOXX makes no express or implied warranties or representations with respect to the information in, or any results to be obtained by the use of, the 

report.  In particular, the recommendations, ratings and/or other analytical content in the report are not intended to constitute an offer, solicitation or advice to buy 

or sell securities nor are they intended to solicit votes or proxies.  ISS STOXX shall not be liable for any losses or damages arising from or in connection with the 

information contained herein or the use of, reliance on, or inability to use any such information.   

Please note the issuer(s) mentioned within this report and/or material may have a commercial relationship with ISS Corporate Solutions, Inc. (“ISS-Corporate”), a 

wholly owned subsidiary of Institutional Shareholder Services Inc., or ISS-Corporate may have provided advisory or analytical services to the issuer(s) in connection 

with the information described in this report. No employee of ISS-Corporate played a role in the preparation of this report. If you are an institutional client of ISS 

STOXX, you may inquire about any issuer’s use of products and services from ISS-Corporate via ProxyExchange or by emailing disclosure@issgovernance.com.   

Additionally, the issuer(s) mentioned within this report and/or material may be a client of ISS STOXX, or the parent of, or affiliated with, a client of ISS STOXX.  One 
or more of the proponents of a shareholder proposal at an upcoming meeting may be a client of ISS STOXX, or the parent of, or affiliated with, a client of ISS STOXX.  
None of the sponsors of any shareholder proposal(s) played a role in preparing this report.  
 
ISS STOXX is majority owned by Deutsche Börse AG (“DB”), an international exchange organization. Both ISS STOXX and DB have established standards and 

procedures to protect the integrity and independence of the research, recommendations, ratings and other analytical offerings (“Research Offerings”) produced by 

ISS STOXX. 

Further information about conflict mitigation can be found here.  

Registered Trademarks - EVA®, EVA Momentum® and PRVit® are registered trademarks, and VARPTM and Value-At-A-Reasonable-PriceTM are trademarks of 
Institutional Shareholder Services Inc. and EVA Dimensions, LLC. Russell 3000 is a registered trademark of The Frank Russell Company. S&P is a registered trademark 
of The McGraw-Hill Companies. 

EVA is a registered services mark of Institutional Shareholder Services Inc. (in the field of financial data, valuation analytics and investment management) and of Stern 
Stewart & Co. (in the field of financial and incentive consulting).  

© 2025 Copyright Institutional Shareholder Services Inc. All rights reserved. 
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