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Ormond Beach General Employees’ Pension Plan
Q2 2016 Statement of Changes
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Cash Equity Total

Market Value at April 1, 2016 $ 202,854 $  8,669,204 $                                8,872,058 

Contributions / (Withdrawals) (1,438) (7,696) (9,134)

Interest and Dividends 60 61,168 61,227 

Realized Gains / (Losses) - 188,125 188,125 

Unrealized Gains / (Losses) - 139,282 139,282 

Market Value at June 30, 2016 201,476 9,050,083 9,251,559 

Total Investment Return at June 30, 2016 $ 60 $                                388,575 $                           388,635 

Equity Rate of Return 4.49% Russell 1000 Value 4.58%

Total Fund Rate of Return 4.38%



Ormond Beach Police Officers’ Pension Trust Fund
Q2 2016 Statement of Changes
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Cash Equity Total

Market Value at April 1, 2016 $                                  143,532 $                              6,277,209 $                              6,420,741 

Contributions / (Withdrawals) (34,903) (161,484) (196,387)

Interest and Dividends 38 43,788 43,827 

Realized Gains / (Losses) - 174,631 174,631 

Unrealized Gains / (Losses) - 59,160 59,160 

Market Value at June 30, 2016 108,667 6,393,304 6,501,971 

Total Investment Return at June 30, 2016 $                                           38 $                                  277,579 $                                  277,617 

Equity Rate of Return 4.46% Russell 1000 Value 4.58%

Total Fund Rate of Return 4.36%



Ormond Beach Firefighters’ Pension Trust Fund
Q2 2016 Statement of Changes
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Cash Equity Total

Market Value at April 1, 2016 $                                  116,833 $                              5,177,986 $                              5,294,819 

Contributions / (Withdrawals) 8,106 (13,557) (5,452)

Interest and Dividends 34 36,610 36,644 

Realized Gains / (Losses) - 123,554 123,554 

Unrealized Gains / (Losses) - 76,592 76,592 

Market Value at June 30, 2016 124,973 5,401,185 5,526,158 

Total Investment Return at June 30, 2016 $                                           34 $                                 236,756 $                                 236,791 

Equity Rate of Return 4.59% Russell 1000 Value 4.58%

Total Fund Rate of Return 4.47%
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City of Ormond Beach
Calendar Year End Performance

Source: HGK Asset Management, Inc.  

-13.35%

11.9%

33.2%

17.3%

0.8%

11.9%

27.6%

-13.47%

11.8%

33.4%

17.0%

0.8%

11.9%

27.5%

-13.36%

11.9%

33.2%

17.1%

0.7%

11.9%

27.6%

-3.83%

13.5%

32.5%

17.5%

0.4%

15.5%

29.9%

2015 2014 2013 2012 2011 2010 May - Dec. 2010

General Employees'
Police Officers'
Firefighters'
Russell 1000 Value

HGK Asset Management, Inc.                                                           
Confidential & Proprietary



7

City of Ormond Beach
Annualized Performance as of June 30, 2016

Source: HGK Asset Management, Inc.  
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Large Cap Value
Attribution Analysis Q2 2016

HGK Large Cap Value Russell 1000 Value Attribution Analysis

Average Total Contrib. Average Total Contrib. Allocation Selection Total
Weight Return to Return Weight Return to Return Effect Effect Effect

Total 100.00 4.58 4.58 100.00 4.58 4.58 -0.36 0.36 -0.00

Health Care 12.56 17.99 2.07 11.93 9.31 1.06 0.01 0.93 0.94
Energy 13.96 16.27 2.13 13.35 10.83 1.40 0.01 0.71 0.72

Information Technology 12.61 6.54 0.86 11.00 1.22 0.08 -0.01 0.67 0.66
Materials 3.72 4.91 0.20 2.90 6.20 0.17 0.04 -0.06 -0.03

Consumer Staples 6.43 5.21 0.34 7.44 6.32 0.52 -0.03 -0.07 -0.10
Industrials 10.58 0.07 0.01 10.14 2.26 0.21 -0.02 -0.20 -0.22

Consumer Discretionary 7.87 -5.06 -0.41 4.79 -5.82 -0.29 -0.36 0.08 -0.28
Utilities 6.95 3.20 0.21 6.90 7.05 0.48 -0.03 -0.26 -0.29

Telecommunication Services 2.13 -7.39 -0.16 2.88 8.42 0.28 -0.06 -0.32 -0.38
Financials 23.19 -2.71 -0.66 28.25 2.20 0.65 0.09 -1.12 -1.03

Source: FactSet

Excludes cash. For informational purposes only. Slight rounding errors may occur.
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Large Cap Value
Attribution Analysis YTD 2016

HGK Large Cap Value Russell 1000 Value Attribution Analysis

Average Total Contrib. Average Total Contrib. Allocation Selection Total
Weight Return to Return Weight Return to Return Effect Effect Effect

Total 100.00 6.62 6.62 100.00 6.30 6.30 0.33 0.01 0.33

Health Care 11.68 18.68 2.17 11.99 7.52 0.84 0.05 1.19 1.24
Materials 3.93 19.90 0.87 2.79 14.43 0.42 0.17 0.18 0.35

Industrials 11.61 8.31 1.13 10.19 7.58 0.78 0.08 0.21 0.29
Consumer Discretionary 7.88 3.30 0.39 4.89 -2.41 -0.09 -0.30 0.53 0.23
Information Technology 12.39 4.99 0.56 11.15 4.15 0.43 -0.02 0.08 0.06

Telecommunication Services 2.46 19.68 0.75 2.84 23.54 0.70 -0.10 0.17 0.06
Utilities 7.08 22.29 1.56 6.91 23.79 1.58 0.01 -0.06 -0.06

Consumer Staples 6.62 9.98 0.69 7.44 11.77 0.96 -0.03 -0.11 -0.14
Financials 23.28 -8.47 -2.46 28.51 -3.25 -1.36 0.52 -1.25 -0.73

Energy 13.07 7.37 0.96 12.93 15.51 2.04 -0.05 -0.92 -0.98

Source: FactSet

Excludes cash. For informational purposes only. Slight rounding errors may occur.
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Large Cap Value
Portfolio Characteristics as of June 30, 2016

Source: HGK Asset Management, Inc.

Large Cap Value Russell 1000 Value

Weighted Average Market Cap $79.8 billion $113.9 billion

Median Market Cap $30.7 billion $7.4 billion

Number of Holdings 50 697
P/E Ratio 14.2x 15.9x

ROE 12.3% 13.4%
Dividend Yield 2.7% 2.6%

Active Share 76.0% --
Upside Capture (SI) 95.9% --

Downside Capture (SI) 96.9% --

HGK Asset Management 10
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Large Cap Value
Top Ten Holdings as of June 30, 2016

Source: HGK Asset Management, Inc.

Issue Sector % of Portfolio

Chevron Corp. Energy 3.66%

St. Jude Medical Inc. Health Care 2.70%

Archer Daniels Midland Co. Consumer Staples 2.52%

Johnson & Johnson Health Care 2.44%

MetLife Inc. Financials 2.43%

UnitedHealth Group Inc. Health Care 2.41%

Public Service Enterprise Group Utilities 2.40%

American Int'l Group Inc Financials 2.34%

Citigroup Inc. Financials 2.32%

Entergy Corp. Utilities 2.32%

TOTAL 25.54%

HGK Asset Management 11
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During the quarter, as investors grew fearful of the implications of Britain’s exit from European Union, several patterns emerged in US equity markets. Despite global concern,
US equity markets quickly erased their post-Brexit sell-off, momentum and growth continued to lead markets, and high ROI cyclical stocks are currently cheaper relative to
defensives to a degree we haven’t seen in some time. For the quarter, HGK’s Large Cap Value strategy returned 4.37% vs. 4.58% for the Russell 1000 Value and 2.5% for
the S&P 500. At quarter’s end, with the dust settling; our portfolio of high quality, competitively advantaged businesses, is unusually inexpensive - trading at 14.2x next
year’s earnings estimates while the Russell 1000 Value trades at 15.9x forward earnings.

What fear? US equity markets are near all-time highs, with the S&P 500 returning a respectable 3.84% in the first half of the year. At cursory glance all seems well, but
below the surface we are observing some interesting undercurrents. Defensive sectors are trading at premium valuations, implying levels of profitability above their 10 year
medians. Conversely, cyclical sectors are trading at valuations implying significant discounts to recent and 10 year median ROI.

Persistently low and incrementally lower interest rates have fueled outsized returns for REITs and Utilities year-to-date. That said, defensive sectors are expensive across the
board without any obvious further catalysts on the horizon. With fixed income yields near all-time low levels, many would-be investors find themselves chasing yields and
safety in equity markets.

Our contention is that this abnormality cannot persist forever. As prices of high yielding, “defensive” sectors get bid up, dividend yields decrease, and the probabilities of
significant future price declines increase. While the market is rotating into defensive sectors at any cost, stocks exhibiting attractive traditional valuation metrics have
significantly underperformed. Some great companies generating significant cash flow are trading at low multiples; yet another aberration that cannot continue in perpetuity.

Over the long run, well run businesses that compound ROI and trade at reasonable valuations will be the highest returning investments. We continue to ensure that our
portfolio is best positioned to achieve long term performance. We endure short term anomalies like those we are currently experiencing while taking advantage of increased
dislocations to upgrade both the quality and valuation within our portfolio.

We continue to execute our disciplined investment process based on our philosophy. Perhaps now more than ever, we believe that investing in companies with strong
competitive moats, which generate significant cash flow from their existing asset bases, and whose valuations imply strong upside with a significant margin of safety are the
best investments for our clients. These types of fundamentally strong, undervalued firms have the opportunity to provide robust returns through turbulent market
environments and permit our clients to reap the consistent returns that are independent of the style flavor of the moment.

HGK Asset Management, Inc.

HGK Equity Review
Second Quarter 2016

Although the statements of fact and data in this report have been obtained from, and are based upon, sources that the Firm believes to be reliable, we do not guarantee their accuracy, and any such information may be incomplete or condensed.
All opinions included in this report constitute the Firm’s judgment as of the date of this report and are subject to change without notice. This report is for informational purposes only and is not intended as an offer or solicitation with respect to
the purchase or sale of any security. Past performance is not a guarantee of future results.

HGK Asset Management, Inc.                                  Confidential & Proprietary

Michael Pendergast, CFA
CEO / CIO

HGK Asset Management, Inc.
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The Fed Model
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Since 2000, Equity and Fixed Income Markets have 
Decoupled from Long Term Relationships
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CFROI by Sector
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Market Data is Implying Significant Deterioration for High  
ROI Cyclicals
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Factor Effectiveness: Recent 3-Months Comparison
to Long Term Performance
Best vs. Worst Quintile Monthly Returns

Source: Compustat, IBES, First Call, Bernstein Analysis

HGK Asset Management, Inc.                                  Confidential & Proprietary



Tale of Two Companies

HGK Asset Management 16

High Return on Investment 
Industrial

Low Return on Investment
Consumer Staple

Stable high ROI business is pricing in all time low ROI and has 
drastically underperformed the market since financial crisis.

Low ROI business has plateaued in wake of financial crisis but 
somehow has dramatically outperformed over that time.
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Ormond Beach General Employees’ Pension Plan
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach General Employees’ Pension Plan
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach General Employees’ Pension Plan
Current Holdings as of June 30, 2016
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Ormond Beach General Employees’ Pension Plan
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach Police Officers’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach Police Officers’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach Police Officers’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Ormond Beach Police Officers’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach Firefighters’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach Firefighters’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach Firefighters’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Equities
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Ormond Beach Firefighters’ Pension Trust Fund
Current Holdings as of June 30, 2016
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Equities


