Schroder US Large Cap Equity
Strategy Overview
Summary
The Schroder US Large Cap Equity Strategy
is designed to offer investors diversified
exposure to US equities. Our approach
is driven by a fundamental research
process in which our analysts play a key
role in stock selection. The strategy has a

growth bias, and we look to add value by
investing in companies with unrecognized
or under-appreciated earnings potential.
The portfolio invests in 50 to 70 stocks
which are greater than $3 billion in market
capitalization.

– Founded in 1804, with a strong family
presence to this day

– Truly global reach: based in London,
with oﬃces in 27 countries

– Asset management is our main business

– Expertise in Fixed Income, Equities,
Multi-Asset, Solutions, and Alternatives

Firm highlights

– Over 700 investment professionals
worldwide

Team highlights
– The strategy is co-managed by Matthew
Ward and Alan Straus

– Analyst research and grading process is
the primary driver of stock selection

– Dedicated team of 7 analysts with an
average of 16 years investment experience

Key features
– Markets are ineﬃcient – we can exploit
a ‘Growth Gap’

– Consistently apply a robust investment
process

– Quality stocks with a sustainable
competitive advantage

– Well resourced and experience team
drives stock selection

– A focus on long-term earnings potential

Investment objective
Our aim is to outperform the S&P 500
Index by 1-2% p.a. (gross of fees) over a
market cycle (typically 3-5 years).*

* There can be no guarantee that any investor objectives or
outcomes will be achieved.
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Investment philosophy
We believe that high quality, reasonably
priced companies with strong growth
prospects and a sustainable competitive
advantage will produce superior long-term
investment returns. We consider markets
to be ineﬃcient and through intensive
bottom-up research that focuses on longerterm fundamentals, we believe we gain an
information advantage versus Wall Street.
In analyzing individual companies we focus

on exploiting what we call an earnings
‘Growth Gap’, the difference between our
estimates of longer-term earnings growth
potential versus consensus. Most of the
Street tends to be short-term oriented;
focusing on a company’s prospects over the
next 3 to 6 months. Our approach focuses
on a longer time period, looking out over
the next 3 to 5 years.

The universe
– generating investment ideas

‘Growth Gap’ categories; secular and
opportunistic. The analysts use their sector
expertise and industry knowledge to select
stocks that they believe can benefit from
the respective story. On a company specific
level, the analysts are expected to evaluate
a company’s prospects for growing top-line
revenues, improving operating margins,
and potentially redeploying cash.

Investment process

Our investment universe consists of over
1000 stocks, greater than $3 billion in
market capitalization. Each sector analyst is
responsible for using his or her expertise to
come up with a working list of stocks within
his or her respective area. Investment ideas
stem from internal fundamental research
of both companies and the industries in
which they operate and compete. While
our analysts utilize brokerage research
as a source of company and industry
information, all portfolio recommendations
are based on our own in-house research.
We also work closely with the Global Equity
team, leveraging each other’s sector
expertise to bring greater insights into our
idea generation. At a strategy level this
‘workable list’ typically totals between 200
and 250 stocks.
From working list to purchase candidates
When looking for investment ideas, the
analysts consider stocks for one of two

Having identified a number of stocks
of interest within a sector, the analyst
then carries out rigorous analysis of the
company and the industry in which the
company operates and competes, building
up a comprehensive picture of a company’s
strategy, competitive positioning and
industry dynamics. This is achieved
through a mixture of one-to-one meetings
with management, industry conferences
and site visits with senior company
representatives, their competitors and
other industry participants.
It is during this stage of the process that we
construct our earnings ‘Growth Gap’ model.
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Investment process (continued)
Once we have determined that a potential
exploitable earnings ‘Growth Gap’ exists,
we then try to determine if it is sustainable.
This determination is underpinned by
intensive bottom-up research where we
evaluate a company’s business prospects as
well as quality, which include management
track record and corporate governance. We
view valuation as complementary to our
investment thesis and lastly evaluate price,
looking at fair market value, and value in
comparison to the sector and universe.

The result of this extensive research
process is a stock ‘grade’. Our analysts
grade stocks from 1 to 4. Grades 1 and 2
indicate a buy recommendation and grades
3 and 4 indicate a sell recommendation.
There is no hold recommendation, which
ensures analyst conviction in grading
stocks. The list of purchase candidates
typically consists of 100 to 125 stocks
across the strategy.

Investment process — portfolio construction
Constructing a diversified portfolio
Step 1: Primary Universe

Step 2: Working List

In-depth
company
analysis

Stocks above
$3bn in market
capitalization

n

Industry conferences

n

Company meetings

n

Sell side research

n

Proprietary screening

1,500 Stocks

Step 3: Purchase Candidates

Step 4: Portfolio Construction
and Risk Control

Best ideas

Portfolio

Discussions with company
managements

n

Team meetings with the fund
managers and analyst team

n

Highest conviction stocks
selected

n

Speak to industry contacts

n

Build earnings models

Evaluate relative ‘Growth
Gap’, risk/reward and thesis.

n

n

Ideas balanced by portfolio
risk considerations

n

Evaluate fundamental risk
score

n

Quarterly updates/overviews

n

Performance analysis

n

Maintenance review: target
price updates, thesis check

n

Ongoing sell discipline

n

n

Evaluate ‘Growth Gap’

n

Fundamental risk assessment

n

Grade the stock

200-250 Stocks

100-125 Stocks

50-70 Stocks

Source: Schroders

Portfolios are constructed in the same
way that a company deploys capital – the
opportunities with the best return potential
will be chosen to ensure the best long term
returns for the product. Once the analysts’
assign grades to their respective stocks, an
investment discussion occurs between the
analyst and the fund manager, where the
analyst discusses the idea and the degree
of conviction they have. The fund manager
then determines whether or not the stock
will be purchased for the portfolio and in
what size. The size of position taken in a
stock will be dependent on a combination
of the analyst grade and portfolio construction
considerations made by the fund manager.
Portfolios will generally only contain stocks
graded a ‘1’ or a ‘2’. Stocks graded ‘3’ are only
held for risk management and portfolio
construction reasons in rare circumstances.

which tends to generate a tracking error
of 2% to 4%. The final portfolio consists
of 50 – 70 stocks with typically allocation
among ‘Growth Gap’ categories as follows:
secular growth (60%-75%) and opportunistic
ideas (25%-40%).

When constructing the portfolio we size our
sector bets with +/- 5% of the benchmark

– If a stock price materially exceeds its
fair value as assessed by the analyst

The discipline to sell a stock from the
portfolio is seen as equally important as
the mechanism through which it is bought.
There are several factors which will trigger
a review of a stock and which may result in
a negative change in analyst grade:
– If the fundamentals of the business
or the industry deteriorate
– If the ‘Growth Gap’ forecast has changed
– If there is a change in strategy or an
acquisition or divestiture that may
compromise a stock’s potential return
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Investment process — portfolio construction (continued)
These events will be captured in the analyst
grading system, with a stock becoming
graded 3 or 4. A ‘4’ grade automatically
triggers removal from the portfolio.
Stocks may also be reduced in the portfolio
or removed when the opportunity cost of
not owning another stock arises, and that
stock has better appreciation potential and

superior returns. This is tied to the concept
of constructing the portfolio in the same
way that a company deploys capital – the
opportunities with the best return potential
will be chosen to ensure the best long-term
returns for the portfolio. In addition, a stock
may be reduced or sold completely in an
attempt to control risk in the portfolio.

Risk management
State of the art risk monitoring system:
– Proficient detailed decomposition
of each element of risk

– Seeks to build the most effective
portfolio
– Aims to ensure overall risk remains
whithin acceptable boundries

Why Schroder US Large Cap Equities Strategy?
– Highly experienced, specialized team
based in New York

– Diversified sources of alpha

– Unique and patient investment process

– Investing locally with a global
perspective

All investments involve risks including the
risk of possible loss of principal. The market
value of a portfolio may decline as a result
of a number of factors, including adverse

economic and market conditions, prospects
of stocks in the portfolio, changing interest
rates, and real or perceived adverse
competitive industry conditions.

Risk disclosures

Important information: The views and opinions herein are those of Schroder’s investment professionals, and are subject to change over time.
This document does not constitute an offer to sell or any solicitation of any offer to buy securities or any other instrument described in this document.
The information and opinions contained in this document have been obtained from sources we consider to be reliable. No responsibility can be accepted
for errors of facts obtained from third parties. Reliance should not be placed on the views and information in the document when making individual
investment and/or strategic decisions. Schroders has expressed its own views and opinions in this document and these may change. Past performance
is no guarantee of future results. The value of investments can go down as well as up and is not guaranteed. Sectors/securities illustrate examples of
types of sectors/securities in which the strategy invested and may not be representative of the strategy’s current or future investments. Portfolio sectors/
securities and allocations are subject to change at any time and should not be viewed as a recommendation to buy/sell. The opinions stated in this
document include some forecasted views. We believe that we are basing our expectations and beliefs on reasonable assumptions within the bounds of
what we currently know. However, there is no guarantee that any forecasts or opinions will be realized. Schroder Investment Management North America
Inc. (SIMNA Inc.) is registered as an investment adviser with the US Securities and Exchange Commission and as a Portfolio Manager with the securities
regulatory authorities in Alberta, British Columbia, Manitoba, Nova Scotia, Ontario, Quebec and Saskatchewan. It provides asset management products
and services to clients in the United States and Canada. Schroder Fund Advisors LLC (SFA) markets certain investment vehicles for which SIMNA Inc. is
an investment adviser. SFA is a wholly-owned subsidiary of SIMNA Inc. and is registered as a limited purpose broker-dealer with the Financial Industry
Regulatory Authority and as an Exempt Market Dealer with the securities regulatory authorities in Alberta, British Columbia, Manitoba, New Brunswick,
Nova Scotia, Ontario, Quebec and Saskatchewan. This document does not purport to provide investment advice and the information contained in this
material is for informational purposes and not to engage in a trading activities. It does not purport to describe the business or affairs of any issuer and
is not being provided for delivery to or review by any prospective purchaser so as to assist the prospective purchaser to make an investment decision in
respect of securities being sold in a distribution. SIMNA Inc. and SFA are indirect, wholly-owned subsidiaries of Schroders plc, a UK public company with
shares listed on the London Stock Exchange. Further information about Schroders can be found at www.schroders.com/us or www.schroders.com/ca.
Schroder Investment Management North America Inc. 7 Bryant Park, New York, NY, 10018-3706, (212) 641-3800.
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