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The Principal Aligned SMA MidCap Equity portfolio outperformed the Russell Midcap Index on a 
gross basis in the first quarter.

What helped
Consumer discretionary was the top performing sector last quarter, led by O’Reilly Auto Parts and 
Hilton. O’Reilly has been investing more in its business and gained market share. Hilton reiterated 
its commitment to building its brand portfolio, with the goal to win everywhere. Aerospace 
components business TransDigm and auto salvage and auction business Copart also had strong 
performance. During a meeting at TransDigm’s headquarters in the quarter, founder Nick Howley 
said a simple and focused strategy is the key to its success. Financial companies KKR and Brown 
and Brown contributed meaningfully to performance. KKR was active in putting capital to work 
during the quarter. 

What hurt
Software businesses, including Verisign and Ansys, detracted from performance. Verisign is very 
different from a high-growth tech business, acting more like a utility, with its domain-name 
registry business. It can lag when high-growth companies are in favor. Brookfield Renewable—an 
owner and operator of renewable power generating facilities—detracted last quarter. Concerns 
around capital being more expensive and scarce impacted the industry in general. Brookfield 
Renewable remained disciplined, lining up projects and financing together to maintain its returns. 
Lack of any holdings in the energy sector, which had a positive return last quarter, was a headwind 
to relative performance. 

What we did
We added Fair Isaac to the SMA MidCap portfolio. Known for its FICO scores business, Fair Isaac 
provides analytics software and tools to help businesses manage risk, fraud protection and 
regulations. We added vertical software business CCC Intelligent Solutions to the portfolio. CCC 
Intelligent Solutions provides software that helps both auto insurance companies and repair shops 
during the repair process. CCC has invested more than competitors in products to help repair 
shops run their business—a competitive advantage. We increased weight in Lennar, a homebuilder 
with a nationwide-footprint that benefits from scale. We trimmed shares in TransDigm and KKR to 
manage weight in the portfolio. 

Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal.
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Top five contributors
TransDigm is a supplier of an extensive collection 
of airplane components led by a highly respected 
management team. Nearly all military and commercial 
aircraft have parts made by TransDigm. The business 
has high barriers to entry—approximately 90% of 
TransDigm’s parts are proprietary, and TransDigm is 
the sole provider of about 80% of them. Its aftermarket 
business—selling replacement parts to the owners of 
aircraft—is exceptionally profitable. Shares increased 
during the quarter and contributed to performance. 

KKR is a global asset management firm with leading 
capabilities in private equity, credit, and real assets. The 
company stands apart by aligning interests at all levels, 
including significant insider ownership of KKR shares. The 
distinctive way KKR operates allows them to focus on the 
most profitable opportunities. Their attractive investment 
track records have enabled them to continually raise 
larger funds, which are frequently oversubscribed. KKR 
spent more than a decade developing capabilities outside 
the U.S., with a regional approach in the Americas, 
Europe, and Asia. Shares increased over the quarter and 
contributed positively to portfolio performance.

Copart is a global leader in providing online auction 
and vehicle remarketing services for salvaged vehicles. 
Founded in 1982 by Willis Johnson (now chairman) 
as a single salvage yard in California, Copart gradually 
expanded through organic growth, to over 250 locations 
in 11 countries. Benefitting from its scale, network effect, 
barriers to entry, and relationships with major insurance 
companies, Copart continues to post impressive results 
and profitably grow market share. Copart’s shares rose 
over the quarter and contributed to performance.

O’Reilly is a leading auto parts aftermarket retailer, 
serving both consumers who repair their own vehicles 
and professional mechanics through their more than 
6,000 stores in the United States and 48 stores in Mexico. 
O’Reilly’s investments in distribution centers have put 
them in a position to quickly deliver a massive array 
of inventory in a way that competitors cannot match. 
O’Reilly benefits from the owner-operator culture that 
is prevalent from the O’Reilly family’s leadership to its 
distribution centers and individual stores. O’Reilly shares 
contributed to performance. 

Hilton manages and franchises a portfolio of hotels 
with more than 7,500 properties under 22 brands, 
in 126 countries and territories. They have leading 
brands in every category, from Waldorf Astoria on the 
high end to its value-driven offering, Spark by Hilton. 
Historically Hilton owned many of its properties, but 
today the company is primarily an asset light business as 
a franchisor and manager. Hilton has a strong network 
effect, generating better returns for hotel owners, 
which attracts more capital and allows them to build 
out their network further. Hilton shares contributed to 
performance.

Information is based upon a model (hypothetical) portfolio of the Principal Aligned SMA MidCap Equity strategy. The holdings identified do not represent 
all of the securities purchased, sold or recommended for the model portfolio during the quarter. It should not be assumed that recommendations made 
in the future will be profitable or equal the performance of the securities listed. Past performance is no guarantee of future results. This commentary may 
exclude minimal security positions that the investment adviser deems of insignificant or no material impact to the portfolio.
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Top five detractors
SBA Communications (SBAC) owns and operates 
wireless communications infrastructure and is one of 
the largest tower operators in the U.S., with additional 
operations in Latin America and Canada. The core 
business for SBAC is leasing antenna space on its towers 
to various wireless service providers on a long-term basis. 
The tower business is very attractive given its scalability 
and sustainable, predictable growth. Shares declined 
during the quarter. We remain confident in the outlook 
for SBAC, as it continues to benefit from the long-term 
secular driver of increased mobile data demand.

Brookfield Renewable owns, operates, and develops 
renewable power generating facilities including 
hydroelectric, wind, solar, and storage facilities. 
Brookfield Renewable’s scale, operating expertise, and 
access to capital, are significant advantages. The 
company benefits from accelerating decarbonization 
efforts, as more corporations and governments 
announce commitments to net-zero emissions and seek 
energy security. Shares declined over the last three 
months and detracted from performance.

Verisign is the phone book of the Internet. Verisign 
provides stability and security to the Internet by 
maintaining the directory of all .COM and .NET domain 
names under its unique agreements with ICAAN and the 
U.S. Department of Commerce. The technical abilities 
and scale of Verisign’s operations are unique and serve 
as a competitive advantage. In return for this service, a 
website address ending in .COM or .NET pays Verisign an 
annual fee. Verisign detracted during the quarter.

ANSYS is a leading simulation software company, using 
sophisticated physics to help its manufacturer clients test 
their wares in a virtual environment. The company has 
over 50 years’ experience in physics-based simulation, 
which gives ANSYS a level of trust and credibility that 
competitors do not have. In January 2024, chip design 
software maker Synopsys announced the acquisition of 
Ansys.

IDEXX Laboratories is a leader in diagnostics for 
companion animals, providing testing capabilities in the 
offices of veterinarians and in their reference labs. As 
the dominant provider, IDEXX can invest substantially 
more than competitors in both R&D and their salesforce 
that calls on veterinarians. The testing business is very 
attractive, with substantial gross margins and nearly all 
the revenue being recurring in nature. IDEXX also stands 
to benefit from the tailwind of more money being spent 
on the health of pets. Shares detracted from performance 
last quarter.

Information is based upon a model (hypothetical) portfolio of the Principal Aligned SMA MidCap Equity strategy. The holdings identified do not represent 
all of the securities purchased, sold or recommended for the model portfolio during the quarter. It should not be assumed that recommendations made 
in the future will be profitable or equal the performance of the securities listed. Past performance is no guarantee of future results. This commentary may 
exclude minimal security positions that the investment adviser deems of insignificant or no material impact to the portfolio.



Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal. Equity markets are subject to many factors, 
including economic conditions, government regulations, market sentiment, local and international political events, and environmental and technological 
issues that may impact return and volatility. Mid-cap stocks may have additional risks including greater price volatility. 

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be 
construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events 
regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information 
presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any 
reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that 
the investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the 
investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and 
any responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided. 

Information is based upon a hypothetical model portfolio of the strategy and is shown for illustrative purposes. Actual client portfolios holdings may 
differ because of account size, client-imposed investment restrictions, the timing of client investments and market, economic and individual company 
consideration. Actual holdings will vary for each client and there is no guarantee that a particular client’s account will hold any or all the securities presented. 
The specific securities identified herein do not represent all the securities purchased, sold, or recommended to advisory clients and there is no assurance 
that investments in the securities identified and discussed will be profitable.

This strategy is only provided through separately managed accounts program sponsors. Clients should consult their financial professional before making 
any investment decisions. Financial professionals should consider the appropriateness of the manager, strategy and program for its clients on an initial and 
ongoing basis.

This document is issued in The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

Principal Global Investors (“PGI”) acts as a discretionary investment manager or non-discretionary model provider in a variety of separately managed 
account or wrap fee programs (“SMA Program”) sponsored by either broker-dealers or another financial services firm (“Sponsor”). When acting as a 
discretionary investment manager, PGI is responsible for implementing trades in SMA Program accounts. When acting as a non-discretionary model 
provider, PGI’s responsibility is limited to providing non-discretionary investment recommendations of model portfolios to the SMA Program Sponsor who 
may utilize such recommendations in connection with its management of SMA Program accounts. In such model SMA Programs (“Model Programs”), it is 
the Sponsor, and not PGI, which serves as the investment manager to, and has trade implementation responsibility for, the Model Program accounts.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor (CTA), a 
commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGI advises qualified eligible persons (QEPs) under CFTC 
Regulation 4.7.

Principal Aligned is an investment team within Principal Global Investors.

Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC.

©2024 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are 
registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world and 
may be used only with the permission of Principal Financial Services, Inc.
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