By Stan Luxenberg

MANAGERS OF LARGE-CAP FUNDS HAVE GOOD REASON TO FEEL

exasperated. For seven straight years, small-blend funds have

outdone large-blend, according to Morningstar. Is that losing
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funds have average price-earnings ratios of 15.7, small blend Cambiar achieved its victory by following a tight valuation
commands a figure of 17.0. Large-blend portfolios boast trail-  discipline. Portfolio manager Brian Barish looks for companies
ing annual earnings growth of 18.7 percent, while small blend that sell for less than their average historical prices as measured
only has a growth rate of 16.6 percent. Eventually

the small-cap funds seem bound to slip. Mean-

while, investors should continue holding a siz- CAMBIAR OPPORTUNITY
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by price-earnings ratios or other indicators, such as price-sales
figures. Such depressed companies may be cheap because of
real problems—or simply the whims of the market, Barish says.
Either way, once a stock lands in the cellar, it can stay there
for years. To avoid being saddled with long-term losers, Barish
seeks companies that seem poised to revive. Such companies
may be about to introduce a new product or sell a losing divi-
sion. “We look for situations where the business profile will

look very different one or two years from
now,” he says.

As an additional precaution, he avoids
businesses that are losing money. Instead,
he prefers profitable companies with strong
balance sheets. Barish tends to emphasize
industries—such as health and consumer
products—that can generate high rates of re-
turn on capital over long periods. He avoids
cyclical businesses, such as commodities,
which have erratic rates of return. Many
holdings have long track records and strong
franchises. “We are not deep-value investors
who buy troubled companies like Ford or
General Motors,” he says.

One of the fund’s biggest winners in 2006
was DirecTV Group, a stock that gained
mainly because of changes in the market’s
mood. The shares stagnated in 2004 and
2005 as investors worried that cable com-
panies would steal customers from satel-
lite providers like DirecTV. Cable giants
were promoting their ability to deliver a
package of services—including voice, video,
and data—to homes. Meanwhile, DirecTV
fought back by offering a wide selection of
TV channels and high-definition program-
ming. Barish was convinced that the sat-
ellite company would not vanish, and he
bought the stock at a time when the price-
earnings ratio was 10, about half the figure
of competing cable companies. Gradually,
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other investors came to share Cambiar’s view, and the stock
rose from less than 14 to more than 24.

A big holding in the fund is chip giant Intel, which sells
for 2.5 times sales—near the bottom of the stock’s long-term
trading range. The shares have sunk since the company began
losing market share to its chief competitor, Advanced Micro
Devices. In 2006, the earnings and profit margins disappoint-
ed investors. But Barish believes that the company will revive

soon, bringing out new products for per-
sonal computers and getting rid of unprof-
itable communications businesses. “Now
that Intel is refocusing on its strengths,
the company will be very profitable over
the next three years,” says Barish.

Barish is keen on Sanofi-Aventis, a
French pharmaceutical giant. Investors are
shunning the stock because the company
will lose patent protection for some of its
drugs in the next few years, but Barish says
that the company has growing businesses
in vaccines and antibiotics. In addition,
there are a number of drugs in the product
pipeline—including a diet drug—that have
the potential to achieve sizable sales. “The
company’s price is about as cheap as drug
companies ever get,” says Barish. “Even a
little bit of good news would push up the
shares quite a bit.”

After buying such unloved stocks, Bar-
ish holds on for several years. Once shares
reach their fair values, he sells. Since many
of his picks succeed, this value-oriented
fund tends to stay in the blend box—while
delivering steady returns for patient share-|
holders.

STAN LUXENBERG (sluxenberg1@nyc.rr.com), the mag-
azine's Best of Breed columnist, is a New York-based
freelance business writer and has long been a regular

contributor to Wealth Manager.
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