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Benchmark
S&P 500 Index

An Unconstrained U.S. Multi-cap Opportunity
• Seeks long-term capital appreciation in a variety of market environments by 

investing in companies with high free cash flow and return on equity at attrac-
tive valuations

• Employs an opportunistic approach, selecting investment opportunities with 
market capitalization of $1 billion or more uncovered through intensive 
fundamental analysis 

• Implements consistent and disciplined portfolio construction and risk manage-
ment techniques developed by a highly experienced, U.S.-focused investment
team

Portfolio Overview

The Lazard U.S. Strategic Equity Portfolio (“Portfolio”) is a fundamentally
driven, actively managed portfolio of between approximately 55 and 70 equity
securities of U.S. companies with a market capitalization of $1 billion or more.
The Portfolio seeks to outperform the S&P 500 Index and its peer group over a
full market cycle, with lower levels of risk. To this end, the portfolio managers
invest in a diversified group of companies with strong financial productivity at
attractive valuations.

Wherever there’s opportunity, there’s Lazard.SM

The Portfolio invests in stocks believed by Lazard to be undervalued, but that may not realize their perceived value for extended periods of time or may
never realize their perceived value. The stocks in which the Portfolio invests may respond differently to market and other developments than other
types of stocks.

Equity securities will fluctuate in price; the value of your investment will thus fluctuate, and this may result in a loss.

The S&P 500 Index is a market capitalization-weighted index of 500 companies in leading industries of the U.S. economy. The index is unmanaged and
has no fees. One cannot invest directly in an index.



Free Cash Flow and Return on Equity: A
Powerful Combination

When assessing which U.S. large-cap companies may offer
an investment opportunity over the long term, the portfolio
management team uses a bottom-up, relative-value invest-
ment philosophy. This strategy focuses on those companies
that generate high levels of free cash flow and return on
equity, and that are attractively priced when compared with
their peers. These companies have historically performed
well in a variety of market environments.

Free cash flow provides company management with the
flexibility to excel in different stages of the market cycle, as
the excess cash can be used in a number of different ways.
For example, a company wanting to increase its share price
may buy back its own shares, and thus reduce the number
of shares available. A company may also distribute the
excess cash to shareholders in the form of a dividend, or
improve its balance sheet by paying down debt. 

If management believes it can get a better return by rein-
vesting the cash in the business, it may choose to fund
internal or external growth plans. Keeping excess cash in
the bank may be especially beneficial in periods of reduced
credit availability or increased costs of borrowing, because it
provides management with the ability to pursue growth
opportunities without being dependent on external financ-
ing. As Exhibit 1 shows, high free cash flow-yielding
companies have historically performed better over one- and
three-year time periods.

Return on equity (ROE) measures how much profit a com-
pany generates with the money shareholders have invested,
and it is a useful tool for comparing a company against its
peers. ROE is also a valuable indicator in assessing how a
company’s performance is changing over a time period,
because any change in this metric may deserve further
analysis. 

High ROE has historically been a key driver of perform-
ance. As illustrated in Exhibit 2, stocks of companies with
high ROE have consistently outperformed stocks of com-
panies with low ROE. In fact, there have only been two
periods since 1980 when owning low-ROE companies
would have profited an investor: the Internet bubble of the
late 1990s and the start of the low-quality rally in 2003. 
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Study shows the relative returns of the highest quintile of free cash
flow yield stocks for the specified holding periods, 1952 through
September 15, 2008. Source: Empirical Research.

Past performance does not guarantee future results.

Exhibit 1: Relative Return of the Top Quintile 
of Free Cash Flow Yield Stocks
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Source: Morgan Stanley

Calculated as the difference in monthly return between the 
highest- and lowest-ROE quintiles of U.S. large-cap stocks in the
Morgan Stanley universe through September 30, 2008. 
Past performance does not guarantee future results.

Morgan Stanley calculates factor returns as follows: At the begin-
ning of each month, they sort 1000 large cap stocks on their
current exposure to the given factor (i.e., for the ROE factor, they
sort stocks on their ROE as of the end of the previous month). They
then form a portfolio that is long the top quintile (equal weighted)
and short the bottom quintile (equal weighted). The return to this
portfolio (i.e., the difference in the average return of the top quintile
and the average return of the bottom quintile) over the subsequent
month is the return to the factor for the month. Monthly factor
returns are arithmetically added to form cumulative (additive) factor
returns, which are shown in the chart. Universe is the top 1000
stocks by market capitalization within the MSCI.

Exhibit 2: Cumulative Difference in Return 
between High- and Low-ROE Stocks
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Attractive Companies, in a Broad 
Opportunity Set 

The U.S. Strategic Equity Portfolio leverages Lazard’s dis-
ciplined bottom-up investment process, seeking companies
that offer high levels of financial productivity at attractive
valuations. The Portfolio is opportunistic in both market
capitalization and style, including companies that have a
market capitalization of $1 billion or more. This flexible
multi-cap approach enables us to exploit investment oppor-
tunities not covered by traditional valuation measures.

The Portfolio has achieved a strong pattern of performance
through bottom-up stock selection, disciplined portfolio
construction, and constant risk reward assessment. This
process is designed to ensure the portfolio is invested in
companies with higher trade-off between risk and reward;
these are the companies we believe are likely to outperform
over time.

Investment Process

As Exhibit 3 illustrates, the Portfolio is managed using an
ongoing three-step investment process, which is neither
static nor sequential.

The U.S. Strategic Equity portfolio management team
leverages Lazard’s global research resources to search for
companies that offer strong financial productivity at attrac-
tive valuations. These companies may be earning less than
their potential, and their valuation may imply a significant
near-term change in returns. Through fundamental
research, analysts seek to understand the key drivers of
profitability and cash flow, enabling them to assess the true
value of a company. 

Analysts also examine a company’s financial statements in
order to understand how accounting decisions and policies
reflect reported financial productivity. This process seeks to
identify discrepancies between reported financials and actual
cash flows and ensure that comparisons between companies
are not affected by accounting decisions. It also helps quan-
tify risk factors not included in financial statements. 

Results are incorporated in the construction of a set of
expectations for future cash flows and profitability. These
expectations drive our valuation, or what we think a com-
pany is worth. Analysts identify the assumptions embedded
in the current market price, compare them against their
own expectations, and issue a recommendation to the port-
folio management team. 

The selection of stocks to be included in the Portfolio is the
responsibility of the portfolio management team who, with
input from the Global Risk Management team, pays partic-
ular attention to the Portfolio’s risk attributes to ensure it is
adequately diversified. A stock is considered for sale if it
reaches its price target, there is a change in the investment
thesis or company management’s strategy, or external
events affect the expected returns. 

Why Invest in the Lazard U.S. Strategic Eq-
uity Portfolio?

• By including companies whose market cap is $1 billion or
more, the Portfolio has flexibility across market cap and
style

• A disciplined focus on financial productivity assessment,
combined with diligent risk management, seeks to ensure
the Portfolio is properly diversified

• Seeks long-term capital appreciation and to outperform
the S&P 500 Index and its peers with lower levels of risk  

Idea
Sourcing

• Screening process

• Leverage investment
 expertise

Fundamental
Research 

• Return analysis

• Accounting validation

• Scenario analysis

Portfolio 
Construction

• Potential
 upside/downside

• Purchase/sell
 discipline

• Risk management

Extensive Company Research

Risk/Reward Analysis

Lazard’s investment process is presented here in sequential steps. In practice, the process is neither static nor sequential, but ongoing.

Exhibit 3: Lazard U.S. Strategic Equity Portfolio Investment Process



* As Deputy Chairman of the Investment Manager, Mr. Lacey is ultimately responsible for overseeing this Portfolio. In addition to his oversight responsi-
bility, Mr. Lacey is a member of the portfolio management team.

Originally published on December 31, 2008. Revised and republished on September 27, 2010.

Information and opinions presented have been obtained or derived from sources believed by Lazard to be reliable. Lazard makes no representation as to their
accuracy or completeness. All opinions expressed herein are as of the date of this document and are subject to change.

Not a deposit.  May lose value.  Not guaranteed by any bank.  Not FDIC insured.  Not insured by any government agency.

Please consider a fund’s investment objective, risks, charges, and expenses carefully before investing. For more com-
plete information about Lazard Funds, you may obtain a prospectus by calling 800-823-6300. Read the prospectus
carefully before you invest. The prospectus contains investment objectives, risks, charges, expenses, and other informa-
tion about Lazard Funds Inc. that may not be detailed in this document. Lazard Funds are distributed by Lazard Asset
Management Securities LLC.

Lazard Asset Management LLC
30 Rockefeller Plaza, New York, NY 10112-6300     800-823-6300     www.LazardNet.com

© 2010 Lazard Asset Management LLC
09/10 LZDBR102

The Portfolio Management Team

Christopher H. Blake
Managing Director, Portfolio Manager/Analyst, Lazard Asset Management LLC (New York)
Christopher Blake is a Portfolio Manager/Analyst on the U.S. Mid Cap Equity, U.S. Strategic Equity (including
the North American Equity Fund, the brand name of the U.S. Strategic Equity offshore fund) and U.S. Equity
Concentrated portfolio teams. He began working in the investment field in 1995 as a Lazard Research Analyst.
He has a BSBA in Finance from the University of Denver. 

Robert A. Failla, CFA
Director, Portfolio Manager/Analyst, Lazard Asset Management LLC (New York)
Robert A. Failla is a Portfolio Manager/Analyst on the U.S. Mid Cap Equity, U.S. Strategic Equity, U.S. Equity
Concentrated and Global Equity portfolio teams.  He began working in the investment field in 1993.  Prior to
joining Lazard in 2003, Robert was a Portfolio Manager with AllianceBernstein. He has an MBA in Finance and
Management from NYU’s Stern School of Business and a BA (Hons) in Psychology from Harvard. Robert is cur-
rently on the Board of Trustees at Delbarton School in Morristown, NJ. 

Andrew D. Lacey*
Deputy Chairman, U.S. and Global Strategies, Lazard Asset Management LLC (New York)
Andrew Lacey is Deputy Chairman of Lazard Asset Management responsible for oversight of the firm’s U.S. and
global strategies. He is also a Portfolio Manager/Analyst on various U.S. and global equity teams. Andrew began
working in the investment field in 1995 when he joined Lazard as a Research Analyst covering the technology
sector    . From 1989 to 1994, Andrew was a teacher at the Pingry School and Buckingham Browne & Nichols. He
has an MBA from Columbia University and a BA (Hons) from the College of Social Studies, Wesleyan University.
Andrew is currently on the Board of Trustees of the The Link Community School.

Ronald Temple, CFA
Managing Director, Portfolio Manager/Analyst, Lazard Asset Management LLC (New York)
Ronald Temple is a Portfolio Manager/Analyst on various U.S. equity teams, as well as the Global Equity Select
team. He is also Co-Director of Research and has primary research coverage of the financials sector. Ron has been
a leading authority on the mortgage and credit crisis. He joined Lazard in 2001 with ten years of global experience
including fixed income derivative trading, risk management, corporate finance and corporate strategy in roles at
Deutsche Bank AG, Bank of America NT & SA and Fleet Financial Group in London, New York, Singapore, San
Francisco and Boston. Ron has an MPP from Harvard University and graduated magna cum laude with a BA in
Economics & Public Policy from Duke University. Ron serves as a trustee of the Link Community School in
Newark, New Jersey and is a member of the Trinity Board of Visitors at Duke University.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /Caslon224Std-Black
    /Caslon224Std-BlackItalic
    /Caslon224Std-Bold
    /Caslon224Std-BoldItalic
    /Caslon224Std-Book
    /Caslon224Std-BookItalic
    /Caslon224Std-Medium
    /Caslon224Std-MediumItalic
    /CaslonFiveForty-Italic
    /CaslonFiveForty-ItalicOsF
    /CaslonFiveForty-Roman
    /CaslonFiveForty-RomanSC
    /CaslonThree-Italic
    /CaslonThree-ItalicOsF
    /CaslonThree-Roman
    /CaslonThree-RomanSC
    /HelveticaLTStd-Light
    /HelveticaLTStd-LightObl
    /HelveticaLTStd-Obl
    /HelveticaLTStd-Roman
    /HelveticaNeue-BlackCond
    /HelveticaNeue-BlackCondObl
    /HelveticaNeue-BlackExt
    /HelveticaNeue-BlackExtObl
    /HelveticaNeue-Bold
    /HelveticaNeue-BoldItalic
    /HelveticaNeue-ExtBlackCond
    /HelveticaNeue-ExtBlackCondObl
    /HelveticaNeue-Heavy
    /HelveticaNeue-HeavyItalic
    /HelveticaNeue-Italic
    /HelveticaNeue-Light
    /HelveticaNeue-LightItalic
    /HelveticaNeue-Medium
    /HelveticaNeue-MediumItalic
    /HelveticaNeue-Roman
    /HelveticaNeue-Thin
    /HelveticaNeue-ThinItalic
    /HelveticaNeue-UltraLigCond
    /HelveticaNeue-UltraLigCondObl
    /HelveticaNeue-UltraLigExt
    /HelveticaNeue-UltraLigExtObl
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


