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(a) LCV results discussed herein should be read in conjunction with the attached performance and disclosures.

The dark days of last year’s fourth quarter seem 
like a lifetime ago despite a quick downdraft in 
May when the S&P 500 declined -6.4%.  For the 
quarter, the S&P climbed +4.3%, which when 
combined with a strong first quarter had that 
index registering its best first half performance 
since 1997.  Once again, in the second quarter 
growth stocks significantly outperformed value 
stocks. 

Within the value universe, there was a disparity 
between higher dividend paying stocks and the 
rest of that universe.  Specifically, while the 
Russell 200 Value index was up +4.2% for the 
quarter, the top quintile of that universe ranked by 
dividend yield (i.e., the highest yielding quintile) 
advanced a more modest +1.9%.   The LCV 
composite registered a gross return of +2.3% 
(+2.0%, net).  Though LCV has underperformed 
to date in 2019, it has outperformed one or both 
of its value benchmarks (i.e., the Russell 200 
Value and Russell 1000 Value indexes) in each of 
the last four calendar years beginning in 2015.  

It seems some of the headwinds facing the stock 
market late into last year have unexpectedly 
become tailwinds in 2019, most noticeably 
declining interest rates and the Federal Reserve’s 
interest rate policy. Interest rates declined further 
in the second quarter, with the 10 year Treasury 
declining from 2.4% at the end of March to 2.0% 
on June 30th (after having peaked at 3.2% last 
October).  Remarkably, that 2.0% rate looked 
attractive when compared to over $13 trillion of 
bonds worldwide that have negative yields.   

Moreover, what looked to be an upward bias 
in Fed interest rate policy up until the very 
end of 2018, now looks like a bias in the other 
direction.  Though U.S. economic activity still 
appears generally firm, evidence of some pockets 
of weakness (e.g., the May employment report) 
combined with the probability of continued risks 

of tariffs and trade wars seems to have put the 
Fed on an easing path for the time being.  Should 
the specter of tariffs and a trade war with China 
diminish (as the G-20 meeting at the end of June 
hinted at), the Fed might well change course again. 
For now many economists and advisors believe risk 
assets such as stocks would seem to have the Fed in 
their corner, though that is no guarantee of continued 
stock market advances.   

For perspective, we would point out that as reported 
in the Wall Street Journal at the beginning of the 
year, none of the economists it surveyed predicted 
a decline in interest rates below 2.5% by June.  
While economists and the financial markets are now 
expecting a continued declined in interest rates, their 
recent track record for interest rate forecasts has not 
been very good.

Indeed the models economists used to predict 
turning points in future economic growth tend to 
be unreliable. For example, a recent study showed 
that from 1992 through 2014 a consensus of private 
economists predicted only 5 of the 153 recessions 
in 63 countries in April of the year preceding a 
recession.  It is that type of record that leads us to 
avoid predicting economic trends when making 
investment decisions.  

Second Quarter Portfolio Review

The only sector in the Russell 200 Value Index 
with a negative return in the second quarter was 
energy.  Oil prices dropped about 10-15% from their 
highest levels in late April (though not far from 
where they started the quarter) as concerns about 
declining energy demand, rising inventory levels 
since mid-March, and uncertainty with regard to 
the likelihood of oil producing nations maintaining 
reduced production quotas all put pressure on oil 
prices. On a relative basis, however, the portfolio’s 
holdings of stocks in the energy sector provided 
the portfolio with the most positive incremental 
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Ten Largest Holdings % Portfolio
General Motors 10.3
AT&T 10.1
Philip Morris International 10.1
Chevron Corp 9.8
Royal Dutch Shell 9.7
Wells Fargo & Co. 7.6
JP Morgan Chase & Co. 7.5
U.S. Bancorp 5.0
Amgen Inc. 4.9
IBM 4.9

Source:  Factset

Supplemental information to a fully compliant GIPS 
presentation

Past peformance does not guarantee future results.  To 
obtain the calculation methodology and a list showing the 
contribution of each holding in the representative account 
to the overall account’s performance during the reporting 
period, please email a request to djhesketh@logancapital.
com.  The holdings identified do not represent all of the 
securities purchased, sold or recommended for advisory 
clients.

The views expressed are those of Logan Capital.  Any 
securities, sectors or industries discussed should not 
be perceived as investment recommendations; any 
security discussed may no longer be held in an account’s 
portfolio.  It should not be assumed that investments in 
any of the sectors or industries listed were or will prove 
to be profitable.  Sector and industry weights of any 
specific   account can vary based on investment restrictions 
applicable to that account.  The securities discussed do not 
represent an account’s entire portfolio and in aggregate 
may only represent a small percentage of an account’s 
portfolio holdings.  Gross performance results include 
transaction costs but do not reflect the deduction of any 
management fee.  Gross performance returns over one year 
are annualized and assume the reinvestment of dividends, 
interest and capital gains.  A client’s return will be reduced 
by the advisory fees and other expenses incurred as a 
client.  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, an account with an annual fee of 0.70%, if the 
gross performance is 10%, the compounding effect of the 
fees will result in net performance of approximately 9.23% 
annually.  Past performance is no guarantee of future 
results.

impact.  The communication services 
and consumer discretionary sectors 
were the next most helpful sectors for 
the portfolio.   Detracting most from 
relative performance were holdings in 
the consumer staples, health care, and 
financial sectors.  

In terms of specific stocks that helped 
and hurt relative performance, the three 
largest positive contributors were Coca-
Cola (“KO”), AT&T and JP Morgan, 
while the three largest detractors were 
Philip Morris, AbbVie, and Wells Fargo.  

The stock prices of both KO and JP 
Morgan benefitted from first quarter 
reported earnings that beat analysts’ 
estimates.  KO’s revenue growth was 
almost twice what was expected, and 
margins also exceeded expectations.  
JP Morgan also benefitted from its 
announcement at the end of the second 
quarter that it had regulatory approval 
to raise its dividend 12.5% and buy 
back almost $30 billion of its stock 
(which represents about 8% of its market 
capitalization as of June 30th).

AT&T’s first quarter results were about 
as expected, but video losses were well 
above expectations.  Nevertheless, 
it appears the Company remains on 
target to generate about $26 billion of 
cash flow after capital expenditures in 
2019, thus providing a large margin 
of safety for covering $14 billion 
of dividend payments in 2019 (the 
dividend yield at June 30th was 6.1%) 
and for a meaningful pay down of 
debt.   Moreover, with the stock having 
been relentlessly beaten down over the 
last number of months, the valuation 
had become increasingly and almost 
untenably modest, thereby attracting 
investors. 

Despite the decline in Philip Morris’ stock 
price in the second quarter, it was still up 
over 20% for the first six months.  Given 
that the Company beat both earnings 
expectations and volume guidance for 
its reduced risk products (“RRP”), it 

would appear the stock price was simply 
pulling back a bit from a strong first 
quarter performance.  The Company also 
received regulatory approval for its iQos 
reduced risk product in the U.S. (which 
will be marketed through Altria) this past 
April.  While the growth path of RRP 
worldwide is likely to be uneven, Philip 
Morris appears to be well positioned to 
benefit from its overall growth.  And 
while that develops, investors can enjoy 
the attractive 5.8% dividend yield on the 
stock (as of June 30th).    

AbbVie reported strong results last 
quarter, with most of its core drugs 
meeting or exceeding expectations.  
However, investors remained concerned 
about the risks associated with 
Humira (about 60% of sales) losing 
U.S. patent protection in 2023. Even 
more concerning was the Company’s 
announcement at the end of June that 
it would be acquiring Allergan for $63 
billion, which caused its stock to decline 
sharply on the date of the announcement.  
While acquisitions of that size may 
be concerning, the market’s reaction 
seemed excessive to us.  Specifically, 
once the deal closes, earnings per share 
are expected to be about 10% higher 
the following year than they would 
have been without the deal, and Humira 
would drop to about 40% of total sales.  
Moreover, the combined cash flow for 
the companies should both comfortably 
support the current dividend and allow 
for future dividend increases.   As of 
June 30th, the stock was selling at P/E 
of about 7.7X 2020’s pro forma earnings 
per share and it had a very attractive 
dividend yield of 5.9%.  

Wells Fargo appears to remain a work 
in process as it seeks to appoint a 
permanent President following the 
resignation of Tim Sloane.  That 
uncertainty, plus a less than stellar 
quarterly earnings report and a lower 
interest rate environment that will 
likely pressure net interest margins kept 
pressure on the stock.  Nevertheless, 
in our opinion, the stock remains 
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attractively valued with a dividend yield 
of 4.3% and a total shareholder yield (i.e., 
dividend yield plus stock buy-back yield) 
of over 15% as of June 30th.   We believe 
that eventually the very strong franchise 
underlying this stock will be manifested 
with a return to outstanding financial 
performance that will be reflected in a 
higher stock price.  

Bank Dividend Increases

As noted above, at the end of the 
second quarter the Federal Reserve 
announced which banks had passed the 
Comprehensive Capital Analysis and 
Review, or CCAR, the second of two 
stress tests which it administers annually. 
As the result of positive reports, Wells 
Fargo increased its dividend 13.3%, 
JPMorgan increased its dividend 12.5% 
and USB (discussed below) increased its 
dividend 13.5%.

June 2019 Rebalance

During the rebalance, two changes were 
made to the model portfolio.  Coca-
Cola was reduced to a 5% position and 
US Bancorp (“USB”) was added at 
a 5% position.  KO was added to the 
portfolio earlier this year and was the 
best performing stock in the portfolio 
during the second quarter.  Though it 
still qualified to remain in the portfolio, 
we believed the valuation was somewhat 
less attractive than it had been, so its 
weighting was scaled back in the model.  

USB is a Minneapolis based bank holding 
company with assets of $475 billion 
(fifth largest bank in the U.S.) and a 
market capitalization at June 30, 2019 
of $83 billion.  Geographically, USB’s 
business is most heavily concentrated in 
Minnesota, Ohio, California, Wisconsin 
and Missouri.    The bank’s divisions 
include:  Consumer and Business 
Banking (approximately 37% of 2018 
revenues), Payment Services (27%), 
Corporate and Commercial Banking 
(17%), Wealth Management and 
Investment Services (13%), and Treasury 

and Corporate Support (6%).   

USB is generally considered among the 
best run and more conservative large 
banks in the U.S.  The bank’s efficiency 
ratio has been impressive, with the 
2018 level of 55% the best (i.e., lowest) 
amongst its peers.  That, combined with 
good credit quality, has allowed the bank’s 
return on assets and return on equity to 
also place it at the very top of its peer 
group, registering 2018 levels of 1.5% 
and 15.4%, respectively.  And finally, 
the balance sheet is in strong shape with 
capitalization ratios well ahead of required 
regulatory levels (e.g., CET1 Basel III 
ratio at March 31st of 9.3% versus the 
target ratio of 8.5%).   Perhaps those are 
some of the reasons Berkshire Hathaway 
owns about 8% of USB’s stock.

USB’s management is shareholder 
friendly, with a goal of returning 60-
80% of earnings through dividends and 
stock repurchases.  As of June 30th, 
the stock was selling at 12.2X expected 
2019 earnings per share, slightly below 
its average over the last ten years.  In 
addition, the dividend yield on the stock 
was 3.2%, at the high end of its range 
for the last decade.  While continued low 
interest rates can act to prevent net interest 
margins from expanding and put a damper 
on earnings growth in the short term, there 
may come a time when that ceases to be 
the case.  Until then, management is very 
attentive to expense control, and equally 
attentive to rewarding shareholders for 
their patience.      

Conclusion

Equity markets again performed well 
in the second quarter.  Though LCV’s 
return trailed its benchmarks, the high 
dividend yield sector of the large cap 
equity market generally did not perform 
well on a relative basis.  Moreover, we 
again encourage our investors to look at 
the portfolio’s long-term history of strong 
performance, and for its tendency to 
sometimes zig as the markets zag.  

Looking ahead, we believe the investment 
landscape remains cloudy.  Interest rates 
remain subdued, but it remains unclear 
what lays ahead for economic growth.   
China trade talks are on again-off again.  
Brexit remains a mystery.  Washington 
D.C. is a town that might as well have
its own wall built to keep the factions
separated.  The 2020 election race is just
getting underway, and who knows who
will say what about whatever as that
process continues.  So as we said last
quarter, it seems it’s business as usual,
which means predicting the direction
financial markets will take is completely
unpredictable, as is always the case.

As far as the LCV portfolio is concerned, 
we continue to believe it remains a 
prudent and conservative allocation to an 
investor’s portfolio.   At June 30th, the 
dividend yield on the portfolio was an 
attractive 4.4%, and the P/E on expected 
2019 earnings was only 12.5X compared 
to 16.8X for the Russell 200 Value Index.  

Thank you for your continued confidence 
and investment in LCV.  As always, 
please call or Email us if you have any 
questions.

Sincerely yours,

Richard E. Buchwald  Marvin I. Kline
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Year

Total Return 
Net of Fees 

(%)

Total Return 
Gross of Fees 

(%)

Russell 
200 Value 

(%)

Russell 
1000 Value 

(%)
Number of 
Accounts

Composite 
Dispersion 
Gross of 
Fees (%)

Composite 
3-Yr Std 
Dev (%)

Russell 200 
Value 3-Yr 

Std Dev (%)

Russell 
1000 Value 

3-Yr Std 
Dev (%)

Composite 3-
Yr Sharpe 

Ratio

Assets in 
Composite 
($millions)

% of 
Firm 

Assets

Firm 
Assets 

($millions)

Model / 
Licensed 
Assets 

($millions)^*

Firm + 
Model / 

Licensed 
Assets^

YTD 2019 10.4% 10.9% 15.4% 16.2% 41 N.M. 11.6% 11.7% 11.9% 0.5 $16.5 0.9% $1,912 $920 $2,833
2018 -8.2% -7.4% -6.2% -8.3% 37 0.2% 11.1% 10.6% 10.8% 0.6 $12.7 0.9% $1,431 $397 $1,827
2017 13.7% 14.7% 13.8% 13.7% 40 0.1% 12.1% 10.5% 10.2% 1.0 $14.8 0.9% $1,590 $287 $1,877
2016 17.9% 19.0% 16.2% 17.3% 52 0.3% 12.5% 10.9% 10.8% 0.8 $18.2 1.3% $1,401 $173 $1,574
2015 3.9% 4.7% -3.4% -3.8% 52 0.2% 11.9% 10.6% 10.7% 0.9 $16.9 1.2% $1,398 $207 $1,605
2014 4.9% 5.7% 12.9% 13.5% 49 0.4% 9.3% 9.2% 9.2% 1.4 $14.6 0.8% $1,816 $229 $2,045
2013 22.3% 23.3% 32.1% 32.5% 52 0.3% 9.8% 12.4% 12.7% 1.8 $17.7 0.9% $2,061 $115 $2,176
2012 8.4% 9.2% 17.0% 17.5% 47 0.4% 12.6% 15.1% 15.5% 1.1 $9.7 0.5% $1,932 $82 $2,014
2011 18.7% 19.7% 1.1% 0.4% 46 0.3% 18.2% 20.1% 20.7% 0.8 $11.0 0.6% $1,873 $21 $1,894
2010 12.5% 13.5% 11.7% 15.5% 30 0.4% 19.8% 22.0% 23.2% -0.1 $5.8 0.3% $1,769 $13 $1,782
2009 8.5% 9.5% 14.6% 19.7% 23 0.3% 17.9% 20.1% 21.1% -0.4 $6.0 0.4% $1,539 $0 $1,539

Logan Capital Management, Inc.
Performance Results:  LCV Composite
January 1, 1996 through June 30, 2019

^Information is supplemental to a fully GIPS compliant presentation
N.M. - Information is not statistically meaningful due to an insufficient number of portfolios in the composite for the entire year.
^* Model / Licensed Assets as of 05/31/19. Logan provides strategy models to certain advisers under model-license agreements. Under these agreements, Logan provides the models in a 
timely manner, yet does not arrange nor effectuate the transactions.

Portfolio  
Performance

Total Return 
Net of Fees

Total Return 
Gross of Fees

Russell 
200 Value

Russell 
1000 
Value

Annualized Returns (as of 6/30/19)
Quarter-to-Date 2.0% 2.2% 4.2% 3.8%
Year-to-Date 10.1% 10.9% 15.4% 16.2%
1 Year 3.7% 4.6% 10.9% 8.5%
3 Years 6.8% 7.8% 10.8% 10.2%
5 Years 6.9% 7.9% 7.8% 7.5%
10 Years 12.0% 12.9% 12.7% 13.2%
20 Years 5.7% 6.5% 5.1% 6.3%
Since Inception † 8.6 % 9.4% 8.2% 8.8%

†Inception of 12/31/1995

Logan Concentrated Value (LCV) Composite contains fully discretionary large cap value equity accounts, measured against the Russell 1000 Value and Russell 200 Value benchmarks. You 
cannot invest directly in an index. The Russell 1000 Value Index is an unmanaged index that measures the performance of those Russell 1000 Index companies with lower price-to-book ratios 
and lower forecasted growth rates.  The Russell 200 Value Index is an unmanaged index that measures the performance of the largest 200 companies within the Russell 3000 Index with a 
less-than-average growth orientation.  The benchmarks selected include the reinvestment of dividends and income, but do not reflect fees, brokerage commissions, withholding taxes, or other 
expenses of investing.  These benchmarks are used for comparative purposes only and generally reflect the risk and investment style of the composite. 

The strategy invests in 10-15 very large cap stocks with strong balance sheets, strong cash flows and relatively high dividend yields.  ADR’s may be included in the portfolio (generally less than 
20%).  Turnover is typically 30-50% annually. Only accounts paying commission fees are included.  As of September 30, 2014 the minimum account size for the composite is $75,000. Prior to 
this date there was no minimum account size.

Logan Capital Management, Inc. claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS 
standards. Logan Capital Management, Inc. has been independently verified for the periods April 1, 2017 through March 31, 2019 by ACA Performance Services, LLC and April 1, 1994 through 
March 31, 2017 by Ashland Partners & Company LLP. A copy of the verification report(s) is/are available upon request.    

Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) the firm’s policies and procedures 
are designed to calculate and present performance in compliance with the GIPS standards. Verification does not ensure the accuracy of any specific composite disclosure presentation.  

On June 28, 2017, ACA Performance Services, LLC acquired the investment performance service business of Ashland & Partners & Company, LLP.

Logan Capital Management, Inc. is a privately owned Pennsylvania-based investment adviser registered with the Securities and Exchange Commission under the Investment Advisers Act of 
1940.  Registration as an investment adviser does not imply a certain level of skill or training.  The verbal and written communications of an investment adviser provide you with information you 
need to determine whether to hire or retain the adviser. The firm maintains a complete list and description of composites, which is available upon request.

The U.S. Dollar is the currency used to express performance.  Returns are presented gross and net of management fees and include the reinvestment of all income. Gross of fee returns, have, 
however, been reduced by all actual trading expenses. Net of fee returns are calculated net of actual investment management fees & actual trading expenses. The annual composite dispersion 
presented is an asset-weighted standard deviation calculated for the accounts in the composite the entire year. Additional information regarding the policies for valuing portfolios, calculating 
performance, and preparing compliant presentations are available upon request.

 Results are based on fully discretionary accounts under management, including those accounts no longer with the firm.  Past performance is not indicative of future results.  

The investment management fee schedule for non-wrap accounts is as follows: 65 basis points on the first $25 million, 55 basis points on the next $25 million, 45 basis points on the next $25 
million and 35 basis points on the next $25 million. Fees for accounts with over $100 million in assets are negotiable. Minimum fee is $32,500. Actual investment advisory fees incurred by 
clients may vary.  

The Logan Concentrated Value (LCV) Commission Composite was created August 1, 2000.  Performance presented prior to August 1, 2000 represents that of Berwind Investment Management, 
L.P.  


