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TWST: Could you tell me a little bit about the firm?
Mr. Gershuny: The firm was established in 1984 by Jerome 

Dodson. It’s an independently owned boutique. We have about 50 employees, 
16 investment professionals, and it’s very much a research-driven firm. We 
run four long equity funds and one fixed income strategy, and we’re 
managing about $26 billion in assets. I should also mention that we are and 
have been — since 1984 — a responsible investment management company, 
which means that we strive for both principles and performance and fully 
integrate fundamental and ESG research into our process.

TWST: And is there a unique investment philosophy to 
the firm?

Mr. Gershuny: Overall, what we’re trying to do is buy very 
high-quality assets at attractive prices, and our goal is to deliver attractive 
and sustainable long-term, risk-adjusted results. We have a very deep 
process that we employ to get to that high-quality, high-conviction list of 
businesses. And we have an extensive protocol where we look at four 
main factors, which are relevancy, moat, management and ESG factors to 
determine quality. Then, we look at valuation in terms of a three-year IRR 
— internal rate of return — and consider the range of outcomes. I should 
also mention that we have a long-term investment horizon. We plan to 
hold our investments for at least three years, and we think that gives us a 
good advantage in the market because many of our peers are holding 
stocks for a shorter amount of time. When you focus on high quality, it’s 
important to have a long-term investment horizon.

TWST: And you said that you manage the Parnassus Mid 
Cap Fund. Did you want to talk about that one a little bit?

Mr. Gershuny: Sure, I’d be happy to. The Parnassus Mid Cap 
Fund was started in 2005 and was initially managed by Jerome Dodson. 
Lori Keith and I took over the strategy in 2008. I’m the lead manager, and 
Lori Keith is also a portfolio manager on the strategy. When we took it 
over in 2008, the Mid Cap Fund was a little bit shy of $6 million in assets 

under management. Today, it’s about $3 billion. That’s 10 years later; so 
we have about 10 years of experience on the strategy.

We picked up the strategy on October 1 of 2008. It was a very 
challenging environment, as you might remember; in that first quarter, the 
Russell Midcap Index was down about 28%. And the nice thing about 
that, even though it was a really difficult time to start, is that we wound 
up losing 22%. I’ve never been proud of that number and never will be, 
but I’m proud of it on a relative basis. It really set the tone for what we’re 
trying to do with this strategy, which is to focus on downside risk all the 
time. So while we perform well in a lot of up markets and definitely have 
outperformance years, we really tend to shine in years like 2008, 2011, 
2015 and even in this recent selloff. We have provided good performance 
relative to the benchmark in difficult years.

The strategy itself generally owns about 35 to 40 businesses. 
It’s a very high-conviction strategy with high active share in the 90% to 
95% range and low turnover, generally around 30%. And again, what 
we’re trying to do is buy very high-quality businesses at good prices.

TWST: And why do you think you are doing well in that 
fund in off years?

Mr. Gershuny: We tend to focus on quality businesses, and 
those businesses tend to do well when the market goes down. We look for 
increasingly relevant companies that are actually gaining share within 
their industries. We like companies that have competitive advantages for 
very specific reasons that we’ve identified as differentiating factors.

And we like to invest in companies with managers that are 
aligned with our interests as shareholders and have good governance 
structures. We look for management teams that are aligned with what we 
want to accomplish in terms of business growth and return. Also, we invest 
in responsible businesses, so we aim for companies with good environmental 
records, good social factors — such as workplace, community relations and 
customer relations — and good governance structures. The combination of 
those factors helps us identify high-quality businesses.
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Then, we apply a valuation framework to think about what 
could happen to businesses in different scenarios — a most likely 
scenario, a difficult scenario or a really great scenario. We weight these 
scenarios to estimate a valuation for each business. I think this process 

allows us to find companies that are more likely to perform well in 
difficult environments. We’re also looking to avoid companies that may 
experience a significant and/or permanent loss of capital. In that respect, 
we tend to look for companies that are not 
as levered as some of their peers. If they do 
have leverage, we want to make sure that 
they have the cash flow to support the 
leverage that they have.

TWST: Did you want to 
highlight a company that you find 
interesting right now?

Mr. Gershuny: There are a few 
businesses that we own that we really like. 
One of our largest positions is in MSI, 
which is Motorola Solutions (NYSE:MSI). 
I don’t know if you’re familiar with that 
company, but they’re a leading provider of 
communications infrastructure devices and 
network management solutions to 
government agencies, public safety 
organizations and law enforcement 
agencies. They’re really the dominant 
player in the space with three to four times 
the market share of their next largest 
competitor.

In general, public safety spending 
is growing, given all that’s happening in the 
world and the need for reliable and clear 
communication. From a moat perspective, their technology, given the 
size differential between them and their nearest competitor, allows them 
to have a lot more dollars for R&D to advance innovation. We like 
management a lot because they’re aligned with our interests and we 
believe they’re incentivized properly.

Also, just digging down a little bit more on the moat side, I 
think they have a lot of intangible assets, like hardware expertise, brand 
equity and great customer relationships, that contribute to high 
switching costs for their products and services. From an ESG 
perspective, having a public safety mandate is very much aligned with 
the relevancy story I was talking about. They’re very active in reducing 
energy consumption and water usage, and they have a solid program 
for recycling hazardous waste.

The stock is trading at a multiple of about 17 times right now, 
and we like the range of outcomes for this business as far as the potential 
scenarios that could unfold. We also feel good about the positioning of 
the business, especially with its level of leverage and growth prospects.

TWST: And I understand that patents are important to 
them and they’ve gotten into some disagreements with, for example, 
one company from China over patents.

Mr. Gershuny: Yes. Their patent portfolio is an important part 
of what they do, and they’re constantly pushing that forward with a lot 

of their R&D dollars. But at the base of it, they have a very strong 
portfolio, and their competitive advantage is very much based in 
technology, patent and brand, and of course, regulation and switching 
costs. So they’ve really got a lot of advantages in that respect.

TWST: And they’ve also done some acquisitions in the last 
couple of years. Do you think that might continue in 2019 or at least 
the company looking at some companies to acquire?

Mr. Gershuny: I think they’re 
always looking opportunistically with 
regard to what might be additive to their 
portfolio and what might be a good option 
for them to increase long-term value. 
They’ve had a good track record of 
deploying capital in that respect. It’s hard 
to know the timing — whether something 
will happen in 2019 or in the following 
years — but I think it’s fair to say that 
they’re opportunistic with regard to 
acquisitions.

TWST: Did you want to 
mention a second company?

Mr. Gershuny: Yes. There are a 
lot of great companies in our portfolio. We 
like each company in our portfolio for 
different reasons. The combination of 40 
stocks or so that we own at any given time 
is the portfolio that we go to market with. 
So the holdings are designed to work with 
each other to create the risk-adjusted 
returns that our clients are expecting.

Xylem (NYSE:XYL) is another 
great business we own. It is about $11 

billion to $12 billion in market cap and based in New York. It’s the 
largest pure-play water technology company. We’ve been involved 
with the stock since 2013. When we talk about relevancy, that’s in a 
lot of ways a proxy for revenue growth, and Xylem has a lot of 
secular tailwinds that should help support the growth story over the 
long term. There’s a need to replace a lot of aging water infrastructure 
in this country, and in emerging markets, water scarcity is obviously 
becoming a bigger issue. There is a big shift toward energy-efficient 
pumps. That’s a good market driver that is playing out, especially in 
China and a few other countries.

We also really like the pace of innovation and technology 
adoption that’s happening in the municipal water and wastewater 
vertical. Xylem has a great innovation strategy. In addition to that, they 
have a lot of competitive advantages because their scale as a pure-play 
water technology company is almost two times larger than the number 
two and three players in the space, which are Danaher (NYSE:DHR) 
and Siemens (OTCMKTS:SIEGY).

The moat is mostly supported by the switching costs for its 
customers since useful lives of systems are typically five to 50 years, 
and only Xylem parts are compatible for repairs, which creates an 
aftermarket business with annuity streams. That’s an exciting part of 
the story. They employ a razor-blade type of strategy, selling OEM 

“And we like to invest in companies with managers that are aligned with our interests as 
shareholders and have good governance structures. We look for management teams that are 
aligned with what we want to accomplish in terms of business growth and return.”
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products at pretty low margins and increasing their installed base, 
from which they can extract revenue, or they can work with higher-
margin aftermarket revenue.

We also like the management team there. The CEO, Patrick 
Decker, took over in 2014 I believe. He used to be CEO of a company 
called Harsco (NYSE:HSC) and the President of Tyco’s Flow Control 
Unit before it spun off to Pentair (NYSE:PNR) in 2012. He is very 
focused on lean initiatives like Six Sigma and continuous improvement 
operations. Xylem is constantly buying back stock, and they have a nice 
free cash flow to support these purchases. Recently, the stock has come 
down as a lot of people are concerned about China revenue, inflation for 
input costs and tariffs. At the same time, we think the company is doing 
well and should be able to sustain its double-digit EPS growth and mid-
single-digit revenue growth. It’s not too levered, so it’s a really good 
company for us.

TWST: And the company is doing well enough so that even 
if there isn’t a major infrastructure push in the United States, it 
would still do well, but if there were some kind of infrastructure 
push, where water systems would be improved either through 
federal or local funds, that would certainly benefit the company?

Mr. Gershuny: That’s our thesis. We believe it will do well. 
An upside scenario would be where there’s a lot of major projects that 
have to be funded, so they’ll be in a nice position to benefit if that 
happens.

TWST: And globally, they’re in so many countries that are 
interested in getting safe and effective water supply. That’s helping 
them also?

Mr. Gershuny: Exactly. The emerging markets business is 
really strong, especially in certain segments of their operations.

TWST: We are talking about midcap. Why do you think 
midcap might be attractive to investors based on what’s going on 
now in the market and what might happen in 2019?

Mr. Gershuny: I can speak to some of the longer-term trends 
about midcap stocks, which are interesting. I think that midcap stocks are 
often overlooked by investors and certainly by a lot of investment 
managers. They like to look at either large-cap stocks for growth, large-
cap stocks for stability or small-cap stocks for hypergrowth.

But midcaps are sort of in a sweet spot. They can have a lot of 
the growth characteristics of smaller businesses. And at the same time, 

midcap companies can have stability and high-quality management 
systems in place like large-cap businesses. On top of that, there’s always 
an opportunity for midcap companies to be acquired more easily than 
larger-cap companies. Midcaps could add growth to larger-cap 
companies’ profiles or fit in different specific service niches or product 
niches that larger-cap companies need.

In this particular environment, I don’t really have a lot of 
comments as to why they’d be more or less attractive than small or large 
cap — that’s a little bit too macro for me. Though, I can tell you that they 
are attractive in almost every environment for the reasons I listed. The 
way we do business at Parnassus, looking at the individual companies 
and the ranges of outcomes, makes us feel very good about the portfolio 
of stocks that we own. We believe that over a full market cycle that we’re 
going to do very well with our investment strategy.

TWST: Do you see a growing interest among investors on 
the kind of governance and environmental issues and some of the 
other things that you mentioned? I mean, are investors now looking 
at those criteria to evaluate stocks?

Mr. Gershuny: I think that’s absolutely what’s happening. 
We’re seeing more mainstream financial services businesses trying to get 
into the responsible investment business now. I think maybe some of it 
is for marketing, but a lot of it is due to the fact that investors are 
becoming aware that looking at companies from perspectives beyond 
traditional public filings and strategic analysis is important.

For example, on the governance side, understanding how a 
management team is incentivized, how they deploy capital, how the 
board is structured, who’s on the board, how it interacts with management, 
all those things are very important. We look at that; we look at 
compensation and understand the incentives that are in place. We’ve 
been doing this very regularly for many years. Some of our competitors 
have done it in the traditional space and in the responsible investment 
space, but I think people are becoming aware of the fact that this is an 
essential part of analyzing a company.
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returns that our clients are expecting.”
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For example, in the technology industry, I can tell you that 
evaluating a company’s workplace and workplace culture is absolutely 
essential. We see a tremendous demand for great talent at large 
technology companies. We want to understand if they’ve got the proper 
programs in place to engage their employees. Workplace safety, proper 
benefits and diversity inclusion programs help companies attract the best 
talent, retain talent and reduce hiring costs, which can be a large part of 
the expense structure for a large business.

In the health care space and across a lot of other sectors, 
it’s important to look at interactions with customers and brands. We 
know that it’s very important for businesses to treat their customers 
well and make sure that their products are safe. Companies that 
have a lot of recalls don’t have great relationships with customers. 
Their brands get tarnished.

We really like to see companies that are respecting privacy. 
Even on the industrial side or on the energy side, we’re looking for 
companies with good environmental track records. The last thing we 
want to see is a company having to take a lot of capital that was meant 
to be invested in the business on acquisitions, buybacks or dividends 
being diverted to clean up a big environmental mess that they made. 
Forward thinking about energy and water usage, recycling, waste 
stream and carbon footprint, especially considering trends today, are 
really important things.

I believe that, absolutely, environmental, social and governance 
factors are an important part of the investment process, and I think that 
other financial services players are starting to become more and more 
aware of that fact, not only as something that’s important to their clients 
but also as something that can help generate alpha over the longer term.

TWST: And that’s likely to continue, especially given some 
of the priorities of the Millennial generation and as they start to 
invest more in the market, they’re going to be looking at these 
factors?

Mr. Gershuny: That’s the research we’ve seen and 
certainly what we’re seeing on the ground as far as interest in ESG 
products is concerned. For a lot of the younger generation, 
especially the Millennials, there’s a disconnect between what they 
want and what a lot of traditional asset managers are offering. We’re 
seeing re-education of a lot of traditional asset managers to be able 
to cater to that emerging class of clients who are going to be making 
investments over the next 10, 20, 30 years. We’re seeing very big 
predictions as to who is going to be interested and the amount of 
money that’s going to be deployed in environmental, social and 
governance-related investment portfolios.

TWST: And some of those Millennials also possibly may be 
inheriting money from their parents, so there’s going to be a pretty 
big transfer of wealth there and a lot of it’s going to be invested as it 
is now?

Mr. Gershuny: That’s a great point, and I’ve seen some 
numbers around that too. I can’t quote them off the top of my head, but 
wealth transfer is going to create sort of an accelerated push into this 
space because a lot of younger people want their money to be managed 
differently than the way their parents wanted it to be managed.

TWST: And you mentioned too that you’re a boutique 
firm. Why don’t you highlight why going to a boutique firm makes 
sense for a lot of investors?

Mr. Gershuny: We have four core principles at Parnassus: 
principle, collaboration, learning and shared success. We’re guided by 
integrity and respect. We’re also collaborative; it’s a very team-oriented 
culture. It’s highly different from what you’d see in a lot of traditional Wall 
Street firms. We also make a very big push here to always learn and improve 
our processes and the way that we interact with all of our stakeholders.

Shared success means that we’re aligned with our investors’ 
long-term goals. I think being a boutique firm allows us to make our 
clients our first priority and take our focus on our fiduciary 
responsibility very seriously. We’re not beholden to any large 
shareholder or anything like that.

If you look at what happens on a little bit of a deeper level at 
Parnassus, it’s a great place to work. We’ve won awards for our 
workplace, and there are so many great programs here, from benefits to 
charitable matching and paid time away from work to support nonprofits. 
I could go on and on, but it’s really a wonderful place to work. I think 
our concern about maintaining a good workplace, the shared success that 
motivates us and upholding our fiduciary responsibility to the highest 
degree, among other factors, also makes us an attractive place for people 
to put money.

Of course, at the end of the day, we very much believe that our 
returns are going to drive a lot of interest — client interest — in our shop. 
We really aim to have excellent long-term risk-adjusted returns, and I 
think ultimately that’s been the biggest driver, but having the other 
factors that I spoke about before also contributes to our success.

TWST: Thank you. (ES)
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