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Wall Street is changing, and Lazard Fréres is changing with it.
Meet its abrasive heir presumptive Edouard Stern.
who didn't hesitate to turn on his own father.

“I detest
incompetence”

By Kate Bohner Lewis

PERHAPS THE FIRST clear sign that
Edouward Stern was not just another
pleasant and untroubled heir to a
Swiss banking fortune was the day,
not long after his 22nd birthday, that
he convinced his two uncles he could
run the family bank better than his
own father. Mr. Nice Guy Edouard
Stern is not. Nor does he oy to be,
MNow age 41 and heir presumptive to
the Lazard Fréres investment throne,
Stern has not mellowed.

Forees popped the question to
Stern at the ultraswank Restaurant
Laurent in Paris: **[s it true that you
kneecapped your father, or is it mere-
Iv 2 rumor drummed up by vour
enemies?™

Stern shrugs and goes silent for a
moment while deciding how o re-
spond. He finally comes our with:
“True, it was the family bank, begun
by my ancestors in 1823, True, too, it
was nearly bankrupt. 50 whart had to
be done was done.™ The voung Stern
had gone o the other owners, his
uncles Philippe and Gerard, and per-
suaded them that their brother, his
tather, wasn’t fit to run the business,

This is the man who is odds-on
favorite to succeed Michel David-
Weill as chairman of Lazard Fréres
because he’s gor what it takes to be
one of Europe’s most powerful fi-
nanciers. For one thing, he's rich.
Stern ranked 38th out of the 400
richest families in France, with an
estimated net worth of $500 million,  Lazard Fréres' Edouard Stern beneath a portrait of a founder of the bank
according to Le Nowvel Economistc. A top spot at Lazard, and money, could make him one of Europe's top financiers.
And he’s pur himself into a very  E—
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powerful position ar Lazard.

Lazard Fréres & Co., of which heis
a managing director, s an interna-
tnonal mvestment bank, which has
been a dealmaking powerhouse tor
over a century (see box, p. 70).

As Stern claborates on the forced
retirement of his father, Antoine
Stern, in 1977, a flash appears in his

brooding cves, so that for a brief

moment they shine like his shoe-pol-
ish-black hair. Is it true he accused his
father of mental  incompetence?
“MNao,” says Stern, then adds defiantly,
“but I do think running a business
poorly is, as you say, ‘incompetent.” |
just derest incompetence,’”’ he says,
flagging a waiter for more Perrier.
“My vice is I'm impatient—and my
bad temper.™

Michel David-Weil
(right) with daughter,
Beatrice, and son-
n-law bdouard Stern
It's a family
affair. “I think
Edouard is just
the type of
person who en-
joys thinking he's
disliked,” says
David-Weill,
dismissing
criticism of
his brilliant,
abrasive hair
presumptive.
5

His father, he explains, was less
interested in managing his wealth
than he was in enjoying it. Antoine
Stern, who died this past July, was a
bit ofa dilettante, and Banque Stern, a
merchant bank, was Hloundering. In
1977 Antoine wanted to sell Banque
Stern to Bangque Rothschild.,

Edouard blocked the sale of the
bank by convincing his uncles that he
could turn the bank around and main-
tamn 1ts independence. For help, he
snatched the then chiet executive of
Banque Rothschild, Frangois Cariés,
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and installed him as chairman of the
bank, with himself as vice chairman.
“I knew this was the way to learn
exactly the business,” Stern says.

Stern and Canes did enormously
well, increasing revenues eighreen-
fold within five years, to a reported
5110 million. In 1982 Cariés left, so
Stern broughe in another old family
triend, Claude Picrre-Brossolerre., ““1
was still too voung to give the bank
the right amount of credibility,” says
Svern, who was then 27

Mext, Stern replaced the bank’s top
management with some of France’s
big shots in government, industry and
banking. ‘I brought them in to ex-
pand the business,” he explains. The
strategy worked.

Banque Stern was sold in 1988, but

not tor the $600,000 that Rothschild
would have paid a decade earlier.
Edouard Stern arranged to sell the
family business to Swiss Bank Corp.
for an undisclosed sum, reported o
be a staggening 5335 million.

By now Stern had married a stun-
ning art historian at the Louvre
named Beatrice David-Weill, His next
carcer move would have scemed obwi-
ous: His father-in-law, Lazard’s boss,
had no sons.

Lazard Fréres had been a family
business tor 140 vears. But Stern did

not immediately join Lazard. He
spent the next three years multiplving
the estimated $170 million he per-
sonally received from the sale of
Banque Stern. He moved himself,
Beatrice, daughter and son to Co-
logny, a suburb of Geneva on Lake
Léman, and invested in hotel prop-
erties i Viemam with Sir James
Goldsmith, the Britsh centimillion-
aire who is Stern’s distant cousin.
Stern won’t disclose his winnings
from the 50,/50 investment partner-
ship with Goldsmith—he's obses-
sively secretive abour profits—but
he claims that the fund was started
with about 520 million and is now
worth close to $75 million. But the
rumor mill has the fund srarting
with $75 million and places its net

e ——— R

worth as high as $250 million.

Stern has also nearly tripled an in
vestment in Elvsée Investissements, a
French holding company he started
buving into in 1988. Before he paid
out a 3150 million dividend six
months ago, Elvsée was worth around
5400 million.

Having again proved his moncy
making mettle—and lack of depen-
dence on his father-in-law’s patron-
age—Edouard Stem joined Lazard
Fréres & Co. as a general partner in
1992, There he was the brains behind

75



Edouard ;Sn:rn

In unity is strength

LIKE CAESAR'S GAaUL, La-
zard 15 divided into three
parts: Lazard Freres &
Co. in New York, Lazard
Brothers & Co. in Lon-
don and Lazard Fréres et
Cie. in Parns. Michel Da-
vid-Weill, 62, 15 the domi-

nant partner in all three
houses.

From modest mid-
19th-century beginnings,
Lazard has evolved into a
rather genteel investment
firm, operating on both
sides of the Atlantic and de
pending heavily for busi-
ness on long-standing cli-
ent relationships.

But while high on
prestige, Lazard is small in
capital. Lazard Freres &
Co. in New York has
about $125 million in
capital; Lazard Brothers,
which still performs
some banking funcrions,
about $275 million; and
Paris abour $120 million.
This at a time when
competitors like Gold-
man, Sachs and Morgan
Stanley deploy billions of
| dollars.

David-Weill professes
unconcern. “*Size is not as
important in finance as it
15 In commerce,” he
observes.

Lazard’s strength is its

international reach. Is
weakness is that the three
distinct branches have been
almost entirely indepen-
dent. During the past de-
cade David-Weill has
tried to meld the operations
without destroying their
uniqueness.

In the 1850s David-
Weill's grear-grandfather,
Alexandre Weailll, went to

work with his three cous-
ins, the Lazard brothers,
who had founded the firm
a few vears carlier in San
Francisco. He later
opened the New York
office in 1880 after the
firm had expanded to
[London and Paris.

Duaring World War 11
Michel and his sister were
forced into hiding in
France during the German
occupation. Their father,
Pierre David-Weill, ¢s-
caped to New York,
where he went to work for
Lazard’s then chairman,
André Meyer. By coinci-
dence, it was Mever who
helped Edouard Stern’s
tamily escape from
France.

The Nazi Holocaust
Was A raumartic ¢xpericnee
for the firm. One partner,
Felix Rohatvn, fled with a
few gold coins stuffed in
toothpaste tubes. Antoine
Bernheim, the formida-
ble senior partner in Paris,
spent the war in hiding;

his parents perished in
Auschwirz.

After the war the Da-
vid-Weill family, led by Mi-
chel’s father, rebuilt the

PParis house. Michel himself

spent nme working with
Andre Meyer in New York
betore returning to Paris
when his father died in
1975. When Mevyer fell il
in 1977, David-Weill as-

sumed control in New
York as well.

How 1s Lazard doing?
Pretty darned well, con-
sidering its modest capi-
tal base. The Lazard
houses ranked seventh
in domestic mergers and
acquisitions last vear,
with an 8.4% market share.
In Europe Lazard
ranked second, with an-
other 10% marker share,
ahead of Morgan Stanley,
Salomon Brothers and
Goldman, Sachs.

Over the past few vears
Lazard Fréres et Cie. in Par-
15 has advised in the bruis-

15
ing Nestle-5ource Perrier
battle and in the merger
between Daimler- Benz and
France’s big software
company Cap Gemin So-
geti. The Paris house has
built a booming interna-
tonal advisory business,
with clients ranging from
Russia’s oil and gas indus-
try to the government of
Gabon.,

Lazard Brothers in

London helped in the de-
tense of B.A.T Indus-
trics, comanaged the huge
European tlotation of
Waste Management Inter-
national shares and (with
Lazard Fréres et Cic.) ad-
vised on the acquisition

of France’s Darty by U.K.’s
Kingfisher. Over the

vears Lazard New York has |
represented some major

= Left to right:

i Chairman Michel

. David-Waill: Jacque-
line Kennedy
Onassis with former
chairman, André
Meyer: Lazard's
Felix Rohatyn
Investment
banking the
genteel way.
B

companies: Time Warner,
American Express, Wes-
tinghouse Electric, Allied-
Signal. This vear the New
York shop advised on 1EMs
acquisition of Lotus, the
First Chicago,/~NED Ban-
corp bank merger, Sea-
gram’s acquisition of MCA
and First Union’s acqui-
sition of First Fidelity Ban- |
COTp.

The three Lazard
houses cooperated bril-
liantly with their dealings
to privatize the big Spanish
utility, Repsol.

The rise of Edouard
Stern at Lazard should
bring cven more to the
table. Says big shot Lazard
managing dirccror Da-
mon Mezzacappa: “*Stern
negotiated a hell of a deal
with Crédit Agricole. And
he’s gotten quite a lot of
credit for that. He's been
very successful doing
what he's doing. But ifhe’s
ever going to run this
firm, he's got to mellow
out.” ~k.B.L. .

Forbes @ Movember 20, 1995




Edouard Stern

Lazard’s 5350 million Jupiter Fund, a
war chest for corporate buvouts start-
od 1 1994, So far Jupiter's advisers
have spent only 60% of the capital,
investing in media and service compa-
nies in the U.S. For Lazard much
rides on Jupiter: Lazard’s previous
foray into corporate buyouts, the
Corporate Partners Fund, was disap-
pointing. Begun in 1988 with $1.5
bilhon in capital, it has achieved only
an unimpressive annual compound
return of around 10%.

In the fall of 1993 Stern tackled yer
another project, Lazard’s entrée into
denvatives. After approaching  five
potential partners, he settled on
Credit Agncole, a giant French agri-
cultural bank. The partnership does
not iselt speculate in dernivanves and
does no proprictary business. It in-
stcad pursues only a few complex
transactions stnctly for chents, Credit
Agricole ponicd up three-quartgrs of
the reported 5100 million in sced
capital.

It was also Edouard who drew up
Lazard’s plan for penectration of the
Asian market. Stern made two major
reccommendations. One: set up La-
zard Asia in Singapore and appoint
Stern’s former emplovee at Elvsée
[nvestssements, Jean Mizral, to run
the office. Two: set up a Lazard office
in Beijing headed up by a furure Stern
protége, an energetic Chinese named
Charles Liun. David-Weill gave the
plan his approval.

“This sent a clear message,” saysa
Lazard managing director in New
York City who asked not to be
named. “*Stern was the man. Michel
trusts him.”

In his high regard for his son-in-
law, David-Weill has chosen to over-
look at least one highly embarrassing
episade in Stern’s past. In February of
1989 Edouard Stern and companies
he advised bought 320,000 shares of
Consolidated Gold Fields, the British
gold company. This was just five
months after Minorco, a mining com-
pany controlled by Harry Oppenhei-
mer, made a highly publicized hostile
bid for Consolidated, a bid that sent
the stock price up.

British regulatory authorities later
pointed our thar ar the time of the
purchase by Stern, his father-in-law’s
firm, Lazard, was advising Minorco.
Swiss Bank, then about to purchase
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Banque Stern, was the lead financing
bank to Minorco’s bid.

Trading on inside information?
Hauled up betore Britain’s version of
the Securities & Exchange Commis-
sion, Stern was absolved of criminal
wrongdoing but was publicly chas-
tised for the conflict of interest.

“*Iseeirasa IL':Lrning cxpericnce,”
shrugs Michel David-Weill.
“Edouard is impectuous. He 1s some-

one who had success early. There are
allowances for that. I have made
allowances.™

Onetime front-runner Jean-Marie Messier
Not married into the family. Stern is.
]

He has also made allowances for a
certain heavy-handedness on Stern’s
part. Last vear David-Weill decided to
consolidate  the European capiral
markets business in London, and
again put Stern in charge of the logis-
tics. Stern apparently told two differ-
ent people they would each head up
the new unit: Antony Northrop, a
managing director of Lazard Brothers
in London, and Bernard Poignant, a
Frenchman Stern hired from the out-
side for the same job.

In the end, Poignant got the job
and Northrop, a longtime partner,
resigned from the firm this past De-
cember. David Verey, Lazard Broth-
crs chairman, was visibly shaken as he
read Northrop’s lerter of resignation
toa group of managing directors. Says
Damon Mezzacappa, executive chair-
man of Lazard Capital Markets: “I
had to clean up Stern’s mess.” Had

Stern been deceitful? “It’s clear that
Stern misled them both slightly,™ savs
Mezzacappa.

Northrop wasn’t the only casualty
of David-Weill’s “allowances™ for his
son-in-law. Once considered  the
front-runner to succeed David-Weill,
Jean-Marie Messier was evervthing
Stern wasn't. Messier never lost his
temper in public, never shouted and
had risen solely on merit, having been
made a general partner at the aston-
ishingly voung age of 32. Bur he
wasn 't marricd into the tamily.

It was no secret Messier and Stern
hated cach other. So last vear Messicr
left and took a perhaps more desirable

1 position as number two at 529 billion

(revenues) Compagnie Générale des
Eaux, with the promise to be named
chairman in Junc of 1994,

In short, Edouvard Stern has made
lots of enemies in his ruthless rise,
His career is one of those emblemat-
ic events that sheds as much light on
the world around him as it docs on
his own character. Its message:
Connections won'’t get you necarly
as far as ruthlessness, and neither by
itselt is as good as both. **It is not
enough to be born with a good
name,’” says Stern.

In many ways the rise of Edouard
Stern reflects a basic change on Wall
Street. Twenty vears ago he would
have been—even as the boss® son-in-
law—an unlikely choice as heir pre-
sumptive. These days client relation-
ships, a traditional Lazard strength,
matter less than sheer moneymaking
skills. Stern may not be a diplomat,
bur he has demonstrated raw profit-
making power and a bnlliant sense of
timing.

Michel David-Weill dismisses these
critcisms of his brilliant, abrasive son-
in-law. [ think evervone exaggerares
the so-called  animosity  toward
Edouard,” says David-Weill as he
fondles an enormous unlit cigar,

But FORRES responds: That’s not
what we hear, “Non, non,” says the
clegant  David-Weill. 1 think
Edouard is just the type of person who
enjovs thinking he’s disliked.™

And Stern? “I have been sometimes
brutal in my life,” he confesses, *1
regret thar only because T have created
an almost unchangeable image of my-
scltto others. That s life. I have to live
with it.™ ==
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