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Hello, my name is John Flynn and I'm a portfolio manager here at Pzena Investment 
Management and I'm here today to talk to you about our midcap strategies. 

We saw a broad market this quarter that looked through global turmoil in the Middle East and 
really embraced all things AI, particularly semiconductor and memory related. Against that 
backdrop, which is albeit a challenging one for value investing, our midcap portfolio actually 
was ahead of the midcap value index during the quarter. When you look at kind of what was 
driving that, really it was healthcare as the top performing sector, and you'll see that the big 
contributors there are all healthcare names, but we also saw strong strength in financials and 
consumer discretionary. On the negative side, we saw basic materials and IT services as 
detractors during the quarter. 

The top individual contributors during the quarter were Humana, Baxter, and Avnet. Humana is 
a Medicare Advantage company that has had some troubles losing star ratings recently and had a 
lot of growth during the last enrollment period where there was fear about the adverse selection 
and other, you know, potential operational mishaps that might come along with that growth. And 
I would say we probably exited the first quarter at peak fear on Humana. During the quarter there 
were two meaningful developments. One, we got a reimbursement rate update from the federal 
government that was favorable for all the managed care providers, and second, Humana came 
out and reiterated their full-year guidance, which kind of indication that they have not seen any 
indications of adverse selection or operational mishaps as a result of the growth that they've been 
experiencing. 

For Baxter International, this is a company where we've been seeing some topline misses for 
several quarters around their IV solutions in the recovery in the wake of Hurricane Helene, 
where their facility went completely offline. Despite some of this weakness, the company 
reiterated full-year guidance and seems to be making good progress on execution under a new 
CEO, and the stock reacted positively to that. 

Then finally, semiconductor distributor Avnet was the third top contributor. Avnet has been 
benefiting from just the increase in chip demand, and the stock has been strong and we took 
advantage of that strength to actually exit the position during the quarter. 

On the detractor side, Cognizant, Dow, and Olin Corporation were the top three detractors during 
the quarter. Cognizant is an IT services provider and the real controversy here is around the 
impact of AI on their business. We actually think AI is an enabler for their business where it will 
allow them to work with their customers to provide solutions, implement the solutions and really 
should be a boost to Cognizant's revenue in growth in the long term. A lot of corporates have 
been slow to actually commit to any spending, and so while Cognizant expects this to come 
through, it hasn't come through yet in the numbers. And the market is fearful that AI is disrupting 



and people aren't using Cognizant for these solutions, so you have this fear of the growth not 
materializing that's being reflected in very low market multiples for Cognizant. 

Dow Chemical was weak this quarter as it gave back some of the gains that it had in the first 
quarter of the year where the conflict in the Middle East led to elevated polyethylene prices. We 
still think prices will be elevated for quite some time and that generates a very nice cash windfall 
for Dow that helps delever their balance sheet and help them manage through what still remains 
a pretty difficult environment for commodity chemicals in general. 

Finally, Olin Corporation was the third detractor in the quarter. Olin announced a merger with a 
competitor, or customer of theirs as well, Huntsman, where, you know, there was a little bit of 
confusion around the strategic rationale for the combination. They did announce several hundred 
million of synergies along with the deal that we think is quite meaningful in the context of the 
market cap of the two companies, and we also think they're pretty reasonable because they tend 
to be back office related in general, general operating synergies, but that stock was weak just on 
sentiment around the deal. 

During the quarter, we added two names to the portfolio, Workday and SSNC. SSNC is a name 
we've owned in the portfolio before. It is a software service provider for financial institutions, 
and similar to what's going on with Cognizant, there's fears around the impact of AI on this 
business longer term, where we think the business is much more durable. Workday is a software 
solution provider for human resources. Again, there's AI fears around the impact of AI on 
software models. Workday is a very sticky solution with the 98% retention rate and we think that 
the fears around the impact on Workday's growth is misguided. We also added Dollar General 
during the quarter, the discount retailer, on weakness. 

We funded this, we sold out of our position in Webster Bank as they got acquired by Santander, 
and we exited our position in Avnet, which I mentioned earlier. Finally, we also funded this by 
partially trimming our position in Humana, though it still remains one of the biggest positions in 
the portfolio. 

Despite the challenging markets around the AI enthusiasm, we think the offset of that is it's 
created a lot of pockets of opportunity in unloved, underfollowed portions of the market where 
we continue to invest and find opportunities. And so, as a net result, we're pretty excited about 
where the portfolio stands today in the opportunity set, and we look forward to giving you an 
update next quarter when we come back. 

 

 

 

 

 



Further Information 

For Professional Investors only. 

These materials are intended solely for informational purposes. The views expressed 
reflect the current views of Pzena Investment Management, LLC ("PIM") as of the date 
hereof and are subject to change. PIM is a registered investment adviser registered with the 
United States Securities and Exchange Commission. PIM does not undertake to advise you 
of any changes in the views expressed herein. There is no guarantee that any projection, 
forecast, or opinion in this material will be realized. Past performance does not predict 
future returns. 

In the United Kingdom, this marketing communication is issued by Pzena Investment 
Management, Limited ("PIM UK") only to professional clients and eligible counterparties, as 
defined by the Financial Conduct Authority ("FCA"). Past performance does not predict 
future returns. The value of your investment may go down as well as up, and you may not 
receive upon redemption the full amount of your original investment. 

PIM UK is an appointed representative of Vittoria & Partners LLP (FRN 709710), which is 
authorized and regulated by the FCA. 

This recording is for institutional investors, and in the UK for professional investors and 
eligible counterparties only. Any views and statements expressed in this recording are 
those of Pzena Investment Management, are based on internal research, and are subject to 
change. It does not constitute investment advice. Your capital is at risk and past 
performance does not predict future returns. 

All investments involve risk, including loss of principal. The price of equity securities may 
rise or fall because of economic or political changes or changes in a company’s financial 
condition, sometimes rapidly or unpredictably. Investments in foreign securities involve 
political, economic and currency risks, greater volatility and diYerences in accounting 
methods. These risks are greater for investments in Emerging Markets. Investments in 
small-cap or mid-cap companies involve additional risks such as limited liquidity and 
greater volatility than larger companies. PIM’s strategies emphasize a “value” style of 
investing, which targets undervalued companies with characteristics for improved 
valuation. This style of investing is subject to the risk that the valuations never improve or 
that returns on “value” securities may not move in tandem with the returns on other styles 
of investing or the stock market in general. 

The specific portfolio securities discussed in this document were selected for inclusion 
based on their ability to help you better understand our investment process. They do not 
represent all of the securities purchased or sold during the quarter, and it should not be 



assumed that investments in such securities were or will be profitable. PIM is a 
discretionary investment manager and does not make “recommendations” to buy or sell 
securities. Holdings vary among client accounts as a result of diYerent product strategies 
having been selected thereby. Holdings also may vary among client accounts as a result of 
opening dates, cash flows, tax strategies, etc. There is no assurance that any securities 
discussed herein remain in our portfolios at the time you receive this presentation or that 
securities sold have not been repurchased. 

This recording does not constitute a current or past recommendation, an oYer, or 
solicitation of an oYer to purchase any securities or provide investment advisory services 
and should not be construed as such. The information contained herein is general in nature 
and does not constitute legal, tax, or investment advice. PIM, the speaker, or any other 
person does not make any warranty, express or implied, as to the information’s accuracy or 
completeness. Prospective investors are encouraged to consult their own professional 
advisers as to the implications of making an investment in any securities or investment 
advisory services. 

For UK Investors Only: This marketing communication is issued by Pzena Investment 
Management, Limited ("PIM UK"). PIM UK is a limited company registered in England and 
Wales with registered number 09380422, and its registered oYice is at 34-37 Liverpool 
Street, London EC2M 7PP, United Kingdom. PIM UK is an appointed representative of 
Vittoria & Partners LLP (FRN 709710), which is authorised and regulated by the Financial 
Conduct Authority ("FCA"). The Pzena documents have been approved by Vittoria & 
Partners LLP and, in the UK, are only made available to professional clients and eligible 
counterparties as defined by the FCA.  

For Jersey Investors Only: Consent under the Control of Borrowing (Jersey) Order 1958 (the 
"COBO" Order) has not been obtained for the circulation of this document. Accordingly, the 
oYer that is the subject of this document may only be made in Jersey where the oYer is 
valid in the United Kingdom or Guernsey and is circulated in Jersey only to persons similar 
to those to whom, and in a manner similar to that in which, it is for the time being 
circulated in the United Kingdom, or Guernsey, as the case may be. The directors may, but 
are not obliged to, apply for such consent in the future. The services and/or products 
discussed herein are only suitable for sophisticated investors who understand the risks 
involved. Neither Pzena Investment Management, Ltd. nor Pzena Investment Management, 
LLC nor the activities of any functionary with regard to either Pzena Investment 
Management, Ltd. or Pzena Investment Management, LLC are subject to the provisions of 
the Financial Services (Jersey) Law 1998.  

 



For EU Investors Only: This marketing communication is issued by Pzena Investment 
Management Europe Limited (“PIM Europe”). PIM Europe (No. C457984) is authorised and 
regulated by the Central Bank of Ireland as a UCITS management company (pursuant to the 
European Communities (Undertakings for Collective Investment in Transferable Securities) 
Regulations, 2011, as amended), with additional authorisation for management of 
portfolios of investments, in accordance with mandates given by investors on a 
discretionary, client-by-client basis, where such portfolios include one or more of the 
investment instruments listed in Section C of the Annex to the MiFID (Markets in Financial 
Instruments) Regulations 2017 (S.I. No. 375 of 2017), as amended), and investment advice 
concerning one or more of the instruments listed in Annex I, Section C to 
Directive 2014/65/EU (MiFID II). PIM Europe is registered in Ireland with the Companies 
Registration OYice (No. 699811), with its registered oYice at Riverside One, Sir John 
Rogerson’s Quay, Dublin, 2, Ireland. Past performance does not predict future returns. The 
value of your investment may go down as well as up, and you may not receive upon 
redemption the full amount of your original investment. The views and statements 
contained herein are those of Pzena Investment Management and are based on internal 
research. 

For Australia and New Zealand Investors Only: This document has been prepared and 
issued by Pzena Investment Management, LLC (ARBN 108 743 415), a limited liability 
company (“Pzena”). Pzena is regulated by the Securities and Exchange Commission (SEC) 
under U.S. laws, which diYer from Australian laws. Pzena is exempt from the requirement 
to hold an Australian financial services license in Australia in accordance with ASIC Class 
Order CO 03/1100 and the transitional relief under ASIC Corporations (Repeal and 
Transitional) Instrument 2016/396, extended through 31 March 2027 by ASIC Corporations 
(Foreign Financial Services Providers) Instrument 2025/798. Pzena oYers financial services 
in Australia to ‘wholesale clients’ only pursuant to that exemption. This document is not 
intended to be distributed or passed on, directly or indirectly, to any other class of persons 
in Australia. 

In New Zealand, any oYer is limited to ‘wholesale investors’ within the meaning of clause 
3(2) of Schedule 1 of the Financial Markets Conduct Act 2013 (‘FMCA’). This document is 
not to be treated as an oYer, and is not capable of acceptance by, any person in New 
Zealand who is not a Wholesale Investor. 

This recording does not constitute a current or past recommendation, an oYer, or 
solicitation of an oYer to purchase any securities or provide investment advisory services 
and should not be construed as such. The information contained herein is general in nature 
and does not constitute legal, tax, or investment advice. PIM, the speaker, or any other 



person does not make any warranty, express or implied, as to the information’s accuracy or 
completeness. Prospective investors are encouraged to consult their own professional 
advisers as to the implications of making an investment in any securities or investment 
advisory services. 
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