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To Our Feflow Sharehokiers

iccess in the asset lailageinent business is the result of many deters

hut three are particularly niprtanti\ clear vision supported hv an

effeetise plan products and caabihties that meet chents investment

needs and an experienced team that can ensure the established goals

are met in way that best selves the inteiests of shareholders

Our accomplishments in 2010 evere the mesult of having each of these

tic tois in \\c dmstmnguishcd oumse is vs h\ delm\ nng signitic nit

ncreases in our km operating measures including sales net fuses assets

under management operating earnings
and net income In the two

vcsus since becoming public company sse have demonstrated stead\

growth and delisered consistent salue to son our shareholders

lic iceo plishnient inn dmnng ii in 1imc ii ins estoms mm mlh

benelmtcrl from continued impmovements in the global economy even

as challenges remained from pcmsistently high unemplovuient turmoil

in sosereign
debt markets and increasing inflationary pressures in

emerging mai kets

The unpredictability of the eecuoniv reinforced tiinmtested uiaxiiu

about insesting and clemonstrafed the value of our nsultbdiseiphiuc

niultbstrategv approach Successful investors know they can bud

opportunities in any econonnc cycle ss hether the markets are running

ith the bulls Sr hibernating ss ith the bears and as densonstrated be the

increase in our sales in 2011 growing number of investors and their

Onancial advisors have learned that Virtus has tie product capabilities

insestinent perhriilanee and Tstribmition
preseilce tu help them build

ssell-disersilied portOhio that can succeed in variety of market

conditions

dIsc strategic prionties that we

set for the cur ipanv
in 2011

crc designed to help us nect

the needs of our clients and

address the expectations of our

sli ic hol il ers

Speciheally we sought to

Increase the prohtmhility cif

the company

Broaden and enhance our

investment niarlageusent

cm
liii

111 ties

Grow ssdes by maximnmzuig

our existing distributiom

relationships ann

Establish Virtus as

company that ramm deliser on

our growth objectis es and

create iereasmg value foir

our shareholders

We are proud to
repoi

that

executed well on these elements

of our strategy iii 2011 and

delivered signilicantly upros
ed

hi mancia results

Operating ResLilts

Operating income as adjusted

our pi incipal ionGi-\AP

1serforn ianee nieasrire more

than tripled to $21.7 million

in 2010 from $7.0 million in

2009 Operating income the

comparable 7A\P umeasure

ii proved to $9.2 ism ill ion from

$f.6 million in 2009

perating margin as adjusted

rose to 20 percent in 2011 Irons

in 2019 despite the

iii

ipac
of costs associated ith

the signiieant sales growth The

ability to expand our nlaigins

shows that we remained focused

omm managing our ceist structure

even as we generated increasing

sales
tarx tiimiior wire Aviiiaid

Iiriiu Treselnsl I.ndCiCO/Iicsi
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SUPPLEMENTAL FINANCIAL IN FORMATION

Schedule of Non-GAAP information

Dollars in thousands

Virtus Investment Partners reports its financial results on Generally Accepted Accounting Principles

GAAP basis however management believes that evaluating the companys ongoing operating results

may be enhanced if investors have additional non-GAAP financial measures Management reviews non

GAAP financial measures to assess ongoing operations and considers them only to be additional metrics

for both management and investors to consider the companys financial performance over time as noted

in the footnotes below Management does not advocate that investors consider such non-GAAP financial

measures in isolation from or as substitute for financial results prepared in accordance with GAAP

Reconciliation of Revenues Operating Expenses and

Operating Income on GAAP Basis to Revenues

Operating Expenses and Operating Income as Adjusted

Annual Reconciliation Twelve Months Ended

Dec 31 2010 Dec 31 2009

Revenues GAAP basis $144556 $117152

Less

Distribution and administration expenses 33205 29939

Revenues as adjusted1 111351 87213

Operating Expenses GAAP Basis 135285 123775

Less

Distribution and administration expenses 33205 29939

Depreciation and amortization 6929 8991

Stock-based compensation 3894 3520

Restructuring and severance charges 1635 1102

Operating Expenses as adjusted2 89622 80223

Operating Income as adjusted3 $21729 $6990

Operating margin GAAP basis

Operating margin as adjusted3

6%

20%

6%
8%

continued



SUPPLEMENTAL FINANCIAL INFORMATION continued

Quarterly Reconciliation Three Months Ended

Dec3l.2010 Sep3O.2010 June3O2O1O Mar3l2010

Revenues GAAP basis $40739 $35582 $34788 $33447

Less

Distribution and administration expenses 9858 8217 7786 7344

Revenues as adjusted1 30881 27365 27002 26103

Operating Expenses GAAP Basis 36289 32685 33571 32740

Less

Distribution and administration expenses 9858 8217 7786 7344

Depreciation and amortization 1524 1588 1793 2024

Stock-based compensation 898 988 1163 845

Restructuring and severance charges 277 228 1100 30

Operating Expenses as adjusted2 23732 21664 21729 22497

Operating Income as adjusted3 7149 5701 5273 3606

Operating margin GAAP basis 11% 8% 3% 2%

Operating margin as adjusted3 23% 21% 20% 14%

Revenues as adjusted is non-CAAP financial measure calculated by netting distribution and administration expenses from CA.AP revenues Management believes

revenues as adjusted provides useful information to investors because distribution and administrative expenses are costs that are generally passed directly through to

external parties Effective with the 2010 first quarter the company no longer pays
outside service providers for certain fund administrative and transfer agency services

from the fees it collects for open-end funds it manages These amounts are now paid by the funds directly to third-party service providers and as result the revenue and

expense previously recorded by the company for these services are no longer reflected
These payments were reported in the above reconciliation of GAAP to non-GAAP

revenue and expenses for the 2009 period

Operating expenses as adjusted is non-CAAP financial measure that management believes provides investors wit/i additional information because oft/se nature of

the specific
excluded operating expenses Specifically management adds back amortization and impamnents attributable to acquisition-related intangible assets as

this may
be useful to an investor to consider our operating results with the results of other asset management finns that have not engaged in

significant acquisitions

In addition we add back restructuring
and severance charges as we believe that operating expenses exclusive of these costs will aid comparability of the information

to prior reporting periods We believe that because of the
variety of equity awards used by companies and the varying iiiethodologies for deterniining stock-based

coin pensation expense excluding stock-based compensation enhances the ability of managenient and investors to compare financial results over periods Distribution

and adniinistrative expenses are excluded
for

the reason set forth above

Operating income as adjusted and operating margin as adjusted are calculated using the basis of revenues as adjusted and operating expenses as adjusted as

described above

The above measures shoold not be considered as substitutes for any measures derived in accordance with GAAP and may not be conipara b/c to sinniarly
titled nieasures

of other companies Exclusion of items in our non-CAAP presentation should not be considered as an inference that these items are unusual infrequent or non

recurnng
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