FP/\ FPA Queens Road Small Cap Value Fund

The inception to date performance for the Fund of 7.99%, and the Russell 2000 Value Index of 6.33%,
mentioned in the article is for the period June 13, 2002 through April 30, 2020.

You should consider the Fund's investment objectives, risks, and charges and expenses
carefully before you invest.

The Prospectus details the Fund's objective and policies, charges, and other matters of interest
to a prospective investor. Please read the Prospectus carefully before investing. The Prospectus
may be obtained by visiting the website at www.fpa.com, by email at crm@fpa.com, by calling toll-
free at 1-800-982-4372, or by contacting the Fund in writing.

Past performance is no guarantee of future results and current performance may be higher or
lower than the performance shown.

Please click here for most recent Standardized Performance for FPA QRSCV.
https://fpa.com/funds/performance/fpa-queens-road-small-cap-value-fund

This data represents past performance and investors should understand that investment
returns and principal values fluctuate, so that when you redeem your investment it may be worth
more or less than its original cost. Current month-end performance data, which may be higher or
lower than the performance data quoted, may be obtained at www.fpa.com or by calling toll-free,
1-800-982-4372.

This article is for informational and discussion purposes only and does not constitute, and should not be
construed as, an offer or solicitation for the purchase or sale with respect to any securities, products or
services discussed, and neither does it provide investment advice. Any such offer or solicitation shall only
be made pursuant to the FPA Queens Road Small Cap Value Fund's (“Fund”) Prospectus, which
supersedes the information contained herein in its entirety. This presentation does not constitute an
investment management agreement or offering circular.

Effective November 1, 2020, as approved by the shareholders of each series of Bragg Capital Trust ("Bragg
Trust"), including the Fund: (i) FPA became the investment adviser to the Fund; (ii) Bragg Financial
Advisors, Inc. ("BFA® or “Sub-Adviser”), the former investment adviser to the Fund, transitioned to serving
as the sub-adviser to the Fund pursuant to a subadvisory agreement by and among FPA, BFA and the
Bragg Trust. BFA continues to be responsible for the day-to-day management of the Fund, subject to FPA's
oversight; and (iii) each of the current Trustees of the Fund were elected by shareholders of the Bragg Trust
to serve as the Board of Trustees of the Bragg Trust, replacing the previous Board of Trustees of the Bragg
Trust in its entirety. No changes to the Fund's principal investment strategies were made in connection with
these changes in management of the Fund, and Steve Scruggs, CFA, Director of Research and Senior
Portfolio Manager for BFA, continues to serve as the portfolio manager for the Fund.

As of the most recent prospectus, the Fund's Total Annual Operating Expenses
before reimbursement is 1.16% (Investor Class), 1.11% (Advisor Class), and 1.06% (Institutional
Class). As of the most recent prospectus, First Pacific Advisors, LP, the Fund’s Adviser, has contractually
agreed to waive its management fees and to make payments to limit Fund expenses, until December
11, 2023 so that the total annual operating expenses (excluding interest, taxes, brokerage fees and
commissions payable by the Fund in connection with the purchase or sale of portfolio securities, fees
and expenses of other funds in which the Fund invests, and extraordinary expenses, including
litigation expenses not incurred in the Fund’s ordinary course of business) of the Fund do not exceed
1.04%, 0.99% and 0.89%, for Investor Class, Advisor Class, and Institutional Class shares,
respectively. These fee waivers and expense reimbursements are subject to possible recoupment by
the adviser from the Fund in future years (within the three years from the date when the amount is waived
or reimbursed) if such recoupment can be achieved within the lesser of the foregoing expense limits or the
then-current expense limits. The expense limit agreement may be terminated only by the Fund’s Board of
Trustees, upon written notice to the adviser.
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The statements contained herein reflect the opinions and views of the portfolio managers as of the date
written, is subject to change without notice, and may be forward-looking and/or based on current
expectations, projections, and/or information currently available. Such information may not be accurate
over the long-term. These views may differ from other portfolio managers and analysts of the firm as a
whole, and are not intended to be a forecast of future events, a guarantee of future results or investment
advice.

Portfolio composition will change due to ongoing management of the Fund. References to individual
securities or sectors should not be construed as a recommendation by the Fund, the portfolio managers,
the Adviser, or the distributor to purchase or sell such securities or invest in such sectors, and any
information provided is not a sufficient basis upon which to make an investment decision. It should not be
assumed that future investments will be profitable or will equal the performance of the security or sector
examples discussed. The portfolio holdings as of the most recent quarter-end may be obtained at

www.fpa.com.

Future events or results may vary significantly from those expressed and are subject to change at any time
in response to changing circumstances and industry developments. The information and data contained
herein has been prepared from sources believed reliable, but the accuracy and completeness of the
information cannot be guaranteed and is not a complete summary or statement of all available data.

The information contained herein is not complete, may change, and is subject to, and is qualified in its
entirety by, the more complete disclosures, risk factors, and other information contained in the Fund’s
Prospectus and Statement of Additional Information. The information is furnished as of the date shown. No
representation is made with respect to its completeness or timeliness. The information is not intended to
be, nor shall it be construed as, investment advice or a recommendation of any kind.

Certain statements contained in this presentation may be forward-looking and/or based on current
expectations, projections, and information currently available to the Adviser and/or Sub-Adviser, and can
be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,”
“target,” “i continue” or “believe,” or the negatives thereof or other variations thereon or comparable
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intend,
terminology. Actual events or results may differ from materially those we anticipate, or the actual
performance of any investments described herein may differ from those reflected or contemplated in such
forward-looking statements, due to various risks and uncertainties. We cannot assure future results and
disclaim any obligation to update or alter any forward-looking statements, whether as a result of new
information, future events, or otherwise. Such statements may or may not be accurate over the long-term.
Statistical data or references thereto were taken from sources which we deem to be reliable, but their
accuracy cannot be guaranteed.

The reader is advised that Adviser's and Sub-Adviser’s investment strategy includes active management
of its client portfolios with corresponding changes in allocations from one period of time to the next.
Therefore, any data with respect to investment allocations as of a given date is of limited use and may not
be reflective of the Adviser's or Sub-Adviser's more general views with respect to proper geographic,
instrument and /or sector allocations. The data is presented for indicative purposes only and, as a result,
may not be relied upon for any purposes whatsoever.

NO INVESTMENT DECISIONS SHOULD BE BASED IN ANY MANNER ON THE INFORMATION AND
OPINIONS SET FORTH IN THIS PRESENTATION. YOU SHOULD VERIFY ALL CLAIMS, DO YOUR
OWN DUE DILIGENCE AND/OR SEEK ADVICE FROM YOUR OWN PROFESSIONAL ADVISOR(S) AND
CONSIDER THE INVESTMENT OBJECTIVES AND RISKS AND YOUR OWN NEEDS AND GOALS
BEFORE INVESTING IN ANY SECURITIES MENTIONED. AN INVESTMENT IN ANY SECURITY
MENTIONED DOES NOT GUARANTEE A POSITIVE RETURN AS SECURITIES ARE SUBJECT TO
MARKET RISKS, INCLUDING THE POTENTIAL LOSS OF PRINCIPAL.

Fund performance presented is calculated on a total return basis, which includes the reinvestment of all
income, plus realized and unrealized gains/losses, if applicable. Unless otherwise indicated, performance
results are presented on a net of fees basis and reflect the deduction of, among other things: management
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fees, brokerage commissions, operating and administrative expenses, and accrued performance
fee/allocation, if applicable.

The information provided in this presentation is based upon data existing as of the date(s) of the report and
has not been audited or reviewed. While we believe the information to be accurate, it is subject in all
respects to adjustments that may be made after proper review and reconciliation.

Investments, including mutual fund investments, carry risks and investors may lose principal value. Capital
markets are volatile and can decline significantly in response to adverse issuer, political, regulatory, market,
or economic developments. Small and mid-cap stocks involve greater risks and they can fluctuate in price
more than larger company stocks. Short-selling involves increased risks and transaction costs. You risk
paying more for a security than you received from its sale. Groups of stocks, such as value and growth, go
in and out of favor which may cause certain funds to underperform other equity funds. The value of an
individual security can be more volatile than the market as a whole and can perform differently than the
value of the market as a whole.

Small Capitalization Companies: The FPA Queens Road Small Cap Value Fund primarily invests in
securities of small-capitalization companies, defined as those with market capitalization less than the
largest company in the Russell 2000 Value Index. Investing in small companies involves special risks
including, but not limited to, the following: smaller companies typically have more risk and their company
stock prices are more volatile than that of large companies; their securities may be less liquid and may be
thinly traded which makes it more difficult to dispose of them at prevailing market prices; these companies
may be more adversely affected by poor economic or market conditions; they may have limited product
lines, limited access to financial resources, and may be dependent on a limited management group; and
small cap stocks may fluctuate independently of large cap stocks. All investment decisions are made at the
discretion of the Portfolio Manager, in accordance with the then current Prospectus. Comparison to any
index is for illustrative purposes only.

The prices of securities held by the Fund may decline in response to certain events taking place around the
world, including those directly involving the companies whose securities are owned by the Fund. Securities
in the Fund’s portfolio may underperform due to inflation (or expectations for inflation), interest rates, global
demand for particular products or resources, natural disasters, pandemics, epidemics, terrorism, regulatory
events and governmental or quasi-governmental actions. There is a risk that you may lose money by
investing in the Fund.

Value style investing presents the risk that the holdings or securities may never reach their full market value
because the market fails to recognize what the portfolio management team considers the true business
value or because the portfolio management team has misjudged those values. In addition, value style
investing may fall out of favor and underperform growth or other styles of investing during given periods.

Index / Benchmark / Category Definitions

Indices are unmanaged and index returns do not reflect transactions costs (e.g., commissions), investment
management fees or other fees and expenses that would reduce performance for an investor. It is not
possible to invest directly in an index. Indices have limitations when used for comparative purposes
because they may have volatility, credit, or other material characteristics that are different from the
referenced fund. For example, the referenced fund may hold underlying securities that are not included in
any index used for comparative purposes and FPA/BFA makes no representation that the referenced
fund is comparable to any such index in composition or element of risk involved. Any comparisons
herein of the investment performance of a referenced fund to an index are qualified as follows: (i) the
volatility of such index may be materially different from that of the referenced fund; (ii) such index may
employ different investment guidelines and criteria than the referenced fund and, therefore, holdings in
such fund may differ significantly from holdings of the securities that comprise such index; and (iii) the
performance of such index may not necessarily have been selected to represent an appropriate index to
compare to the performance of the referenced fund, but rather, is disclosed to allow for comparison of the
referenced fund’s performance (or the performance of the assets held by such fund) to that of a well-
known index. Indexes should not be



relied upon as a fully accurate measure of comparison. No representation is made as to the risk profile of
any index relative to the risk profile of the referenced fund.

Other Definitions

Dividend Yield is a financial ratio (dividend/price) that shows how much a company pays out in dividends
each year relative to its stock price. The reciprocal of the dividend yield is the price/dividend ratio.

Forward Price-To-Earnings (Forward P/E) is a version of the ratio of price-to-earnings (P/E) that uses
forecasted earnings for the P/E calculation. While the earnings used in this formula are just an estimate
and not as reliable as current or historical earnings data, there is still benefit in estimated P/E analysis.

Free Cash Flow Yield is a financial solvency ratio that compares the free cash flow per share a company
is expected to earn against its market value per share. The ratio is calculated by taking the free cash flow
per share divided by the current share price.

Price/Earnings ratio (P/E) is the price of a stock divided by its earnings per share. P/E and average P/E
reflect the trailing 12 months. P/E, next 12 months utilizes forward earnings expectations.

The FPA Funds are distributed by UMB Distribution Services, LLC: UMB Fund Services 235 W Galena
Street, Milwaukee, Wisconsin 53212
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The Leading Authority on Value Investing

Keeping It Simple
Disciplined value investors welcome the opportunity market volatility provides,
says Steve Scruggs: “Over the past ten weeks we've had an awful lot to do.”

INVESTOR INSIGHT

Steve Scruggs
Queens Road Funds

Investment Focus: Seeks out of favor but

o

well managed and well financed compa-
nies that are in expanding industries with

favorable economics for long-term growth.
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self-proclaimed “project guy,” Steve

Scruggs likes to build things. A few

years ago it was a canoe. He fash-
ioned a hunting knife from scratch. Then
there was the stand-up paddleboard. “I like
rolling up my sleeves and digging in to figure
something out,” he says.

While he doesn’t have a side project at
the moment — “I’'m working from home with
four teenage daughters, does that count?” —
Scruggs' penchant for figuring things out has
served him well as an investor. The Queens
Road Small Cap Value Fund he’s managed
since inception in 2002 has earned a net an-
nualized 8.0%, vs. 6.3% for the Russell 2000
Value Index. In today's roiling market he sees
opportunity in such areas as footwear, appar-
el, industrial distribution, infrastructure and
contract manufacturing.

Performance Summary | Q1 2020
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5.58 5.18 7.59 267.86
479 4.11 5.66 166.58

Russell 2000 Value Index

*Performance annualized. Fund inception June 2002.
Important Performance and Expense Information

Gross Annual Operating Expenses: 1.18% | All performance information reflects past performance, is presented on a total return basis
and reflects the reinvestment of distributions. Past performance is no guarantee of future results. Current performance may be higher or
lower than performance quoted. Returns as of the recent month-end may be obtained by calling (888) 353-0261.

Investment return and principal value will fluctuate, so that shares may be worth more or less than their original cost when
redeemed. There can be no assurance that the Fund will meet any of its objectives.

From inception to 12/31/2004 the Fund's manager and its affiliates voluntarily absorbed certain expenses of the Fund and voluntarily
waived its management fee. Had the Fund's manager not done this, returns would have been lower during that period. The Fund's
manager and its affiliates do not intend to absorb any expenses or waive its management fee in the future.
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INVESTOR INSIGHT: Steve Scruggs

Investor Insight: Steve Scruggs

Queens Road Funds’ Steve Scruggs explains how this bear market has been very different from the last one, how he’s
been handicapping various in-the-crosshairs-of-the-pandemic ideas, how he’s processing macroeconomic concerns, and
why he sees unrecognized value in MSC Industrial Direct, G-III Apparel, Fabrinet, MasTec and Deckers Outdoor.

How “prepared” would say your flagship
small-cap portfolio was for the market on-
slaught that hit it in March?

Steve Scruggs: I’d like to say that we were
fully prepared because we saw this thing
coming and predicted the virus panic and
selloff. But we’re not that smart and we’re
not very good at predicting things.

We were prepared in the sense that we
do our homework and had a long watch-
list of companies that we wanted to buy.
We also had a lot of dry powder, not be-
cause we were predicting a decline, but
simply because stocks looked expensive to
us. The selloff gave us a chance to buy at
much better prices.

It's probably helpful to explain our
process, which we go through religiously
to identify the companies whose stocks we
think give us the best odds for maximizing
after-tax returns while limiting volatility.

We start on the quantitative side, look-
ing for companies with solid balance
sheets, strong cash flow and serviceable
levels of debt. We then look at valuation
by normalizing economic earnings over a
full market cycle to arrive at a discounted-
cash-flow estimate of intrinsic value. It’s a
classic Graham & Dodd approach, look-
ing for shares trading with a margin of
safety.

On the qualitative side, we look at man-
agement’s long-term record in defining ef-
fective strategies, taking measured risks,
and executing against stated objectives.
We put a lot of emphasis on clear and hon-
est communication from leadership and a
willingness to admit mistakes. Finally, we
want to make sure that the companies we
own are competing in industries that are
growing, have favorable economics, and
have rational competition.

We’re very valuation focused and will
let cash grow if we can’t find investments
that meet what we think are pretty strict
criteria. That’s where we were coming into

May 29, 2020

this year, after what we consider a Fed-
fueled rally in 2019 that left market
valuations generally stretched relative to
business fundamentals. Without finding
enough to buy with a margin of safety
adequate for the risk we were taking, our
cash position at the end of 2019 was 16 %.
That got close to 20% earlier this year.

ON MARKET GYRATIONS:

The bear market this time
around has been very differ-
ent from 2008-2009 in terms
of how far valuations fell.

Given our cash position and the con-
servative profile of the companies we tend
to favor, the small-cap portfolio came
through the worst of the downturn in
relatively good shape. That’s not at all to
say we’re happy with a 22% drawdown in
the first quarter, but the Russell 2000 Val-
ue Index over the same period was down
nearly 36%. That relative performance is
pretty consistent with how we’ve done in
other sharp corrections — in 2002-2003,
2007-2009, 2015-16 and in the fourth
quarter of 2018 — which has been key to
our outperformance in general over time.
We’re never making market calls, it’s just
a byproduct of the process we’ve been fol-
lowing for the last 18 years.

Describe where you focused your atten-
tion as the market started its descent.

SS: Volatility provides us with opportuni-
ty and we tried to take advantage of that.
With existing holdings, we got quickly up
to speed on what managements were say-
ing and doing and ended up adding to some
positions we really liked but had been un-
derweight due to valuation concerns. We
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were going through our watch list as valu-
ations came down, and ended up adding
some new positions from there as well. We
also continued to screen for new ideas and
dove deeper on a few that we ended up
adding to the portfolio. These tended to be
smaller cap, sub-$300 million, where the
lack of liquidity contributed to the share
prices just being decimated.

How much cash did you get to work?

SS: We generally do things in a measured
way — and in the middle of all this we also
started getting some decent inflows — so
we got cash down to about 10% before
the market turned enough that we couldn’t
put more of it to work.

The bear market this time around has
been very different from 2008-2009 in
terms of how far valuations fell. Back then
everything was cheap and it was like shoot-
ing fish in a barrel as the market priced
in a pretty scary outlook. We didn’t get
anywhere near that this time. The smaller
the companies, the harder it was to take a
full position quickly. As they've bounced
sharply off the bottom, we haven’t gotten
the chance to add to them.

Give an example of the type of small com-
pany in which you established a new posi-
tion last quarter.

SS: Powell Industries [POWL], which
makes equipment and systems for indus-
trial electrical distribution and monitor-
ing, is one. There’s nothing sexy about it,
but what they do is extremely important
to their customers. There’s good visibil-
ity from long-term contracts, and they’ve
operated profitably for a long time. The
company is going to make it, but because
it’s small — the market cap today is around
$315 million — and underfollowed, we
thought the share price was overly impact-
ed when everything was selling off. Here

Value Investor Insight



we were fortunate to get in very close
to the low and it’s done very well since.
[Note: Powell shares, at $49 at the begin-
ning of the year, fell as low as $15.60 in
March. They now trade at around $27.]

Do the uncertainties around the pandemic
make it harder to normalize earnings?

SS: In some ways, yes. We try, though,
to separate it feeling more difficult from
it actually being more difficult. We al-
ways say that when things are really good
they’re probably not as good as they seem,
and when things are really bad they’re not
as bad as they seem. Not to sound like a
Pollyanna, but things usually just aren’t as
bad as they seem.

The businesses we want to own tend
to stick to the thing they’re good at, but
are managed in a way to continuously
improve on every aspect of what that is,
from product, to distribution, to supply,
whatever. There’s a demonstrated track
record of successfully evolving and adapt-
ing around core strengths. In normalizing
earnings, the question whenever some-
thing causes the shares to appear under-
valued is whether things are going to be
fundamentally different on the other side
or not. There are obviously some new
twists to take into consideration when it
comes to the pandemic, but the normaliza-
tion process itself is much the same.

One company we looked at closely
through all this was Imax [IMAX]. It
no longer owns and operates most Imax
theaters, but it digitally remasters films
for the format and leases its proprietary
equipment so they can be shown. With no
one going to theaters we thought it might
be a good contrarian bet on things return-
ing to normal. But as we dug in not only
did we find it particularly difficult to as-
sess when and to what degree people are
going to go back to the theaters, there’s
also a lot of uncertainty around how mov-
ie-production companies are rethinking
their models with respect to new releases.
Trying to arrive at what normal would
look like here was just too difficult.

Out of curiosity we also looked at
cruise lines, which we’ve never owned
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before and concluded we probably never
would. The business model has huge op-
erating leverage, which can be particularly
problematic in times like these. We might
be wrong on this — if things get back on
track fairly quickly and the companies
make it through, investors in this business
can make a lot of money. But looking at
it probabilistically, the risk/reward profile
just didn’t work for us.

ON CRUISE LINES:

We out of curiosity looked
at them - we've never owned
them before and concluded
we probably never would.

We see you did establish a new position
last quarter in TripAdvisor [TRIP], which
is certainly in the crosshairs of the pan-
demic as well. Why did it pass muster?

SS: This is a company we’d looked at for
quite a while and stepped that up as the
shares were cut in half in February and
March. It’s a bigger and more profitable
company than I think most people would
expect, with an excellent business model
built on providing user-generated reviews
and travel content. They were already fac-
ing increased competition and then the
coronavirus hit the entire travel industry.
We expect TripAdvisor to be around and
thrive again over the next three to five
years as people’s travel habits return more
to normal. If we’re right about that, the
valuation got so attractive that we decided
to take a position. The bright side of all
the uncertainty about future prospects is
that it often results in much cheaper valu-
ations. That increases our margin for er-
ror. [Note: TRIP shares at recent $21.15
are up 55% from their 52-week low, but
still down 55% from their 52-week high.]

Turning to another new addition to the
portfolio last quarter, describe your invest-
ment thesis for distributor MSC Industrial
Direct [MSM].
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SS: We’ve also followed MSC for some
time, which is based in Davidson, NC,
about 15 miles from my house. They’re
in industrial-products distribution and
inventory management, with a focus on
customers with metal-working and main-
tenance, repair and overhaul operations.
It’s a large and fragmented addressable
market, and the company has an extreme-
ly impressive track record of growth — rev-
enues have grown at better than 10% per
year since 1995 — driven by consistent ex-
pansion of the product line and sales force
and by increasing spending per customer
through value-added services.

There’s nothing sexy about this busi-
ness either, but MSC just does what it does
very well. They document in a detailed way
how they can lower customers’ operating
costs, and take advantage of their national
scale and broad product selection to ful-
fill orders more quickly and completely.
That’s resulted in high customer satisfac-
tion and retention, and should allow them
to continue to take market share as large
manufacturers increasingly look to con-
solidate spending with large distributors.

If you look at the company’s financial
performance over full market cycles, even
though they’re kind of pinned to industrial
production and economic growth, they’ve
done a fabulous job managing through
that. In 2007, 2008 and 2009 they in-
creased revenues, and profitability held up
very well. They’ll certainly take a hit due
to the shutdown, but the overall diversi-
fication across industries is pretty broad
and when we normalize we see no reason
the business won't come all the way back.
When the stock price got very cheap rela-
tive to that, we took advantage and added
an overweight position.

The stock at around $70.60 is three-quar-
ters of the way back from its March lows.
How are you looking at valuation today?

SS: In our discounted-cash-flow analysis
we’re assuming long-term revenue growth
of about 4% per year and a normalized
operating margin of 10%. That growth is
at the very low end of management guid-
ance and the company is targeting 13.5%
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margins. We’re concerned that competi-
tive pricing pressures in the spot-market
business could bring the normalized mar-
gin down, but the company has several
initiatives to improve margins, including
a sales-force rationalization, pressing sup-
pliers for improved rebate programs, and
eliminating unproductive overhead. Suc-
cess with those could provide upside to
our assumptions.

Using a 10% discount rate, the shares
today trade at right around our base-case
intrinsic value estimate of $71. We’d want
a higher discount than that to add new
shares at this point, but the rate of return
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is still very attractive if the value grows as
we expect.

Is the balance sheet at all an issue?

SS: We don’t think so. On a $3.9 billion
market cap, there’s only $270 million in
debt and the first significant maturity is
three years out. The company could pay
off all the debt with one year of our esti-
mate of normalized free cash flow.

To us, this is a Warren Buffett-type
business. When we look at management,
we listen to what they say, but more im-
portantly we look at the numbers to see

INVESTMENT SNAPSHOT

MSC Industrial Direct

(NYSE: MSM)

Business: Distribution, primarily in the United
States, of industrial equipment and supplies,
including cutting tools, measuring instruments,
fasteners and safety and janitorial supplies.

Share Information (@5/28/20):

Price 70.64
52-Week Range 44.93 - 79.87
Dividend Yield 4.2%
Market Cap $3.92 billion
Financials (TTwv):

Revenue $3.32 billion
Operating Profit Margin 12.2%
Net Profit Margin 8.0%

MSM PRICE HISTORY
100

40 2018

THE BOTTOM LINE

2019

Valuation Metrics

(@5/28/20):

MSM S&P 500
P/E (TTM) 135 256
Forward P/E (Est.) 144 231

Largest Institutional Owners
(@83/31/20 or latest filing):

Company % Owned
Vanguard Group 10.4%
BlackRock 9.2%
American Century Inv Mgmt 5.8%
Yacktman Asset Mgmt 34%
NewSouth Capital Mgmt 3.3%

Short Interest (as of 5/15/20):

Shares Short/ Float 4.0%

100

2020 40

Even though it is a "Warren Buffett-type business" that has consistently and profitably
expanded its franchise for 25 years, the company's shares got inordinately cheap during
the March bear market, says Steve Scruggs. Even after rebounding off its lows, he thinks
from today's price the stock can still generate at least a 10% annual rate of return.

Sources: Company reports, other publicly available information
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what they do. The financial results at MSC
speak for themselves — they do what they
say and they’ve done it well over time. We
wish there were more companies like this
out there.

G-III Apparel [GIIT] would seem to be an
idea much more directly impacted by the
current crisis.

SS: The shares had already been under
pressure for some time due to broad con-
cerns about the retail apparel industry and
about tariffs on China-sourced inventory,
but yes, the pandemic and the resulting im-
pact on consumer spending have hit G-III
particularly hard.

The company started more than 30
years ago with one product, a leather jack-
et, and today it sources and markets ap-
parel and accessories for owned, licensed
and private-label brands including DKNY,
Donna Karan, Calvin Klein, Tommy Hil-
figer and Karl Lagerfeld. Nearly 90% of
the business is through wholesale channels
— from Nordstrom, to Costco, to Amazon
— and that share will increase as the com-
pany further winds down its money-losing
retail division.

What they’ve been good at over time
is partnering with well-known, mid-tier
global brands to grow them profitably
through expertise in design, sourcing and
marketing. Last year, for example, they
took over Calvin Klein’s women’s jean
business in North America and have since
announced plans to launch complemen-
tary denim lines under two of their other
brands. Their knowledge of markets and
the trends in those markets increases the
value they add to both their brand and re-
tail partners. In a disrupted retail market-
place, we think wholesale-focused busi-
nesses like this with the right brands are
actually positioned to do well.

There’s no doubt this year is going to
be ugly operationally for the company,
but it has responded quickly and aggres-
sively to the sharp falloff in revenues. On
March 31st, they furloughed 60% of the
wholesale employees and sharply reduced
executive compensation. They didn’t pro-
vide specific details on expected cost sav-
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ings, but given that selling, general and
administrative costs typically equal nearly
one-quarter of normal revenues, the sav-
ings should be material.

You mentioned tariff concerns. How has
the company responded to that?

SS: They’ve been diversifying their supply
chain, and by the end of the year inven-
tory sourced in China is expected to be
around 50% of the total, down from 80%
four years ago. They’ve also had some
success in pushing suppliers and sellers
for concessions to offset some of the tariff
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impacts. I wouldn’t say the concerns have
gone away, but the company is continuing
to reduce its exposure to the problem of
continued trade conflict with China.

The market certainly took no prisoners
here as the stock fell 90% in ten weeks,
to below $3 on March 18th. Now priced
at around $11.20, what do you believe the
shares are worth?

SS: In the end, we’re confident that people
will still want clothes from solid brands
like those G-III sells. Free cash flow may
be zero this year, but over the past five

INVESTMENT SNAPSHOT

G-lll Apparel

(Nasdagq: Glll)

Business: Sources, markets and distributes
apparel and accessories for owned, licensed
and private-label brands, including DKNY,
Donna Karan, Calvin Klein and Tommy Hilfiger.

Share Information (@5/28/20):

Price 118
52-Week Range 2.96 - 34.42
Dividend Yield 0.0%
Market Cap $5317.2 million
Financials (rTm):

Revenue $3.16 billion
Operating Profit Margin 18%

Net Profit Margin 4.5%
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Steve Scruggs believes the company's well-known, mid-tier brands and wholesale-
focused business model position it well in an evolving U.S. fashion-apparel marketplace.
Using what he believes are highly conservative growth assumptions and a 12% required
rate of return, he estimates the stock's current intrinsic value at around $14 per share.

Sources: Company reports, other publicly available information
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years it has averaged $80 million per year.
That's pretty attractive for a company
with a current market cap of $540 million.
We have to watch closely what happens
with receivables given the retail fallout,
but we generally think the balance sheet
is clean, with $200 million in net debt and
no maturities for three years.

From there, it becomes a question
of modeling it all out. We’ve tried to be
conservative about expected inventory
writeoffs and what the higher-than-nor-
mal levels of promotional spending and
discounts will be. We assume only 2%
long-term annual revenue growth, com-
pared with 9% over the past five years.
We assume normalized operating margins
of 6%, which is at the high end of the nar-
row range of the past several years, but we
think is appropriate given the operating
and sourcing improvements the company
has made. We also increased the required
rate of return, using a discount rate of
12%. When we do all that, we arrive at
an intrinsic value of around $14 per share.

This is a somewhat more aggressive
position for us, but as you mentioned, the
stock at the beginning of the year was at
$34. We’d argue the visibility and the risk/
reward in something like this is far better
than in many of the other aggressive posi-
tions we could take out there.

Back to a longer-term holding, explain the
potential you see today in Fabrinet [FN].

SS: Fabrinet, which was founded in 2000
by Seagate Technology co-founder Tom
Mitchell and has been public since 2010,
is a contract manufacturer of complex op-
tical components. To describe its business,
think about the path that your data travels
as it moves from your desktop or phone to
another computer or server. With the data
traveling as bursts of light through fiber-
optic cables, this path requires a complex
system of transceivers, adapters, switches
and controllers that can handle ever in-
creasing volumes of data. Such compo-
nents are what companies turn to Fabrinet
for help in developing and manufacturing.
Of the company’s nearly $1.6 billion in
2019 revenue, roughly 75% came from
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optical communications, with the rest
from contract work making mostly lasers
and sensors for industrial applications.
Contract manufacturing is not a high-
margin business — 10% operating mar-
gins for Fabrinet would be high — but the
company has built strong and integrated
relationships with customers who rely on
its expertise to deliver reliable products at
competitive prices. Its manufacturing base
in Thailand gives it a cost advantage and
has been a benefit as the trade issues be-
tween the U.S. and China have escalated.
The wind at the company’s back today
is the continued advancement of optical
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communications technology to keep up
with explosive global demand for band-
width. That requires heavy investment
spending by companies to upgrade wire-
less networks from 4G to 5G and to build
out data centers. To some extent that in-
vestment spending isn’t brand new - it’s
just replacing spending on older technolo-
gies — but the overall market is still grow-
ing and we think the continual need to
upgrade technology works to Fabrinet’s
advantage. Given its knowhow and mar-
ket position, we think it will gain market
share as companies look to implement
new technology.
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Fabrinet

(NYSE: FN)

Business: Provider of outsourced manufac-
turing services primarily to original-equipment
manufacturers that need precision optical and
electro-mechanical production expertise.

Share Information (@5/28/20):

Price 63.65
52-Week Range 42.33 - 11.22
Dividend Yield 0.0%
Market Cap $2.34 billion
Financials (TTwv):

Revenue $1.64 billion
Operating Profit Margin 14%

Net Profit Margin 12%
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Vanguard Group 8.8%
Wasatch Advisors 1.3%
Fidelity Mgmt & Research 6.6%
Dimensional Fund Adv 5.1%
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Even in today’s difficult economic en-
vironment, you're not seeing customers
say they’re cutting back on things like
network upgrades and investments. For
example, Verizon recently reiterated its
planned spending on 5G, and it’s unlikely
from a competitive standpoint that com-
panies like it or the big data-center pro-
viders can substantially pull back. If any-
thing, the current crisis has highlighted the
importance of bandwidth capacity going
forward.

After taking an initial hit, Fabrinet’s shares
have come back fairly well and currently
trade at around $63.50. How attractive do
you consider the stock at that level?

SS: As you can probably tell, we try to
be conservative in our modeling around
long-term revenue growth. Even though
Fabrinet’s revenues have grown by 14%
annually over the last § years — fueled
mostly by trends we expect to continue —
we’re assuming long-term annual top-line
growth of 4%. For normalized operating
margins we assume 7.5%, which is above
the 6.8% average for the last 10 years, but
consistent with the improvement the com-
pany has shown in recent years that we
expect to continue.

Given the consistent margins and prof-
itability, some recent large contract wins,
and a strong balance sheet with $225 mil-
lion of cash and only $62 million of debt,
we use a 9% discount rate to come to an
intrinsic value estimate of $64 per share.
As the shares have come back the discount
to estimated value is very thin, but we’re
happy to hold a stock like this with an im-
plied rate of return close to 10%.

MasTec [MTZ] is a new position of yours
with some energy-market exposure. How

are you handicapping its prospects?

SS: MasTec is an infrastructure-construc-
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Given its expertise and market position, the company is likely to gain market share as
customers invest in optical-communications technology to keep up with high bandwidth
demand, says Steve Scruggs. Though the shares have come back to trade near his
intrinsic-value estimate, he's happy to hold them with an implied IRR of close to 10%.

Sources: Company reports, other publicly available information
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tion company that builds things like cell
towers, pipelines, wind farms and power
lines. The primary end markets are oil
and gas (43% of 2019s $7.2 billion in
revenue), and communications (36% of
sales), with the rest of the business primar-
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ily from power-generation and electrical-
transmission end markets.

Energy is clearly the most vulnerable
sector at the moment, but the vast major-
ity of the company’s business in energy
comes from building and maintaining
natural-gas pipelines, as well as processing
and storage facilities. Demand in those ar-
eas has held up fairly well and the compa-
ny recently announced its energy-related
backlog increased significantly from the
prior quarter, from $1.9 billion to $2.6 bil-
lion. Management expressed confidence,
based on conversations with customers,
that most if not all of the backlog projects
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are economically viable even at today’s
energy prices. There could be some delays
due to pandemic-related disruptions, but
the business isn’t going away.

MasTec benefits from some of the
same tailwinds in communications that I
mentioned before with Fabrinet. One of
the hallmarks of 5G networks is that to
increase speed they will use higher-fre-
quency microwaves, which have a shorter
range and will require more, and more
densely distributed, equipment. That re-
quires heavy investment from carriers like
Verizon, AT&T and T-Mobile, which will
directly benefit MasTec as the largest wire-

INVESTMENT SNAPSHOT

MasTec

(NYSE: MT2)

Business: Engineering, construction, mainte-
nance and upgrade of infrastructure essential
to the communications, energy and electric-
utility industries, mostly in North America.

Share Information (@5/28/20):

Price 39.50
52-Week Range 2251 - 13.11
Dividend Yield 0.0%
Market Cap $2.91 billion
Financials (rTm):

Revenue $7.08 billion
Operating Profit Margin 11%
Net Profit Margin 5.4%
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less-system contractor in the U.S. When
you see a crew installing a 5G radio on a
telephone pole in an urban area, there’s a
good chance MasTec is doing or managing
the work. It’s kind of like selling pickaxes
during the gold rush.

More generally, if our country ever
starts spending money on the infrastruc-
ture upgrades that we say we need, it
would provide additional support for
the company’s revenue base. The White
House recently announced a $2 tril-
lion infrastructure proposal that, among
other things, includes up to $200 billion
in spending on 5G-related technologies.
There’s also always talk about the need to
improve the electric-power grid. Trying to
estimate the timing and form of big gov-
ernment infrastructure initiatives is very
difficult, but at the very least the fact that
the need isn’t going away should eventu-
ally be a positive for MasTec’s long-term
prospects.

With the shares at a recent $39.50, how
are you thinking about valuation?

SS: The $8 billion revenue backlog pro-
vides more visibility than we’re seeing in
most cases during the current crisis. We’re
modeling organic growth of about 3%
per year, which is likely to be conservative
given that the company has grown much
faster than that as a result of a consistent
and disciplined acquisition strategy.

For normalized operating margins we
use 5%, which is pretty much in line with
the average level over the past ten years.
Management expects to do better than
that over time, but has cautioned that
some of the work requirements related to
the coronavirus could have near-term neg-
ative effects on the profitability of fixed-
cost contracts. Our normalized free cash
flow estimate is about $350 million per
year, which is quite attractive against the
current $2.9 billion market cap.

May 29, 2020

The long-term spending outlook for the types of energy- and communication-related
infrastructure projects the company builds is healthier than what appears to be reflected
in the current share price, says Steve Scruggs. On his normalized free cash flow estimate
of about $350 million per year, the stock trades today at a FCF yield of better than 12%.

Sources: Company reports, other publicly available information
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Using a 10% discount rate, we arrive
at an estimate of today’s intrinsic value of
$40.75 per share. Again, the current dis-
count to that value isn’t very big, but we’re
very happy with an implied rate of return
of 10% or more.

Value Investor Insight



Is debt more of a potential issue in this
case than it has been in the other ideas
we’ve discussed?

SS: It is more of an issue. The company
currently has around $1.3 billion in debt,
but given the revenue and demand vis-
ibility, and the fact that there aren't any
significant debt maturities due until 2023,
we’re comfortable that the balance sheet
won't be a problem.

One concern we've had is that the Mas
family still owns a lot of the shares and
they have continued to engage in quite a
few related-party transactions. While not
ideal, that’s been the case for a long time
and doesn’t appear to have fundamentally
impacted the operations of the company
or the focus on building shareholder val-
ue. We've studied it all closely and don’t
think it’s a material risk.

From infrastructure to footwear, explain
why you’re bullish on the prospects for
Deckers Outdoor [DECK]?

SS: Deckers is best known for its Ugg
brand of casual footwear, but it has di-
versified with such brands as Teva, Sanuk
and Hoka One One. Ugg overall accounts
for around 80% of total sales, while Hoka
One One - which is primarily in perfor-
mance running shoes — is the #2 brand
and growing revenues at 40% per year.
Overall gross margins are 50%, which is
a great number in footwear.

There have been times over the years
when people get worried that Ugg is a
fad, but we think the company has done
a great job of protecting the brand and
keeping it relevant. Ugg sales have always
been seasonal and influenced by weather,
with warm weather reducing pre-orders
and colder weather sometimes causing
a spike in spot orders that the company
hasn’t been able to fulfill.

Instead of accepting that, they have
invested in better order-management and
logistics systems to avoid missing out on
business. They’ve also expanded into slip-
per and street shoes to make Ugg more
of a multi-season brand. All in all, while
there will always be variability in this
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type of business, the company has done a
great job managing inventory and keep-
ing heavy discounting and promotion to
a minimum.

The Hoka One One brand has consis-
tently exceeded expectations, profitably
growing from $47 million in sales in 2015
to over $185 million in 2019. Initially
launched as a premium running shoe with
remarkable comfort, they’ve built on that
popularity among avid runners to extend
and add to the brand franchise, most re-
cently in launching a trail shoe. I have a
pair and I think they're excellent. We think
the company is managing the Hoka brand

well and expect the strong revenue growth
to continue.

You talked about the wholesale/retail mix
for G-III. How is Decker positioned on
that front?

§S: Wholesale accounts for 65% of to-
tal revenues, with the rest coming from a
direct-to-consumer segment that has both
retail and e-commerce. Management sees
strategic value in maintaining Ugg-brand-
ed stores, but the emphasis in DTC is
clearly shifting toward online sales, which
we very much think is the right way to go.

INVESTMENT SNAPSHOT

Deckers Outdoor

(NYSE: DECK)

Business: Designs, markets and sells casual
and performance footwear, apparel and ac-
cessories under such brand names as Ugg,
Hoka One One, Teva, Koolaburra and Sanuk.

Share Information (@5/28/20):

Price 186.39
52-Week Range 91.16 - 203.19
Dividend Yield 0.0%
Market Cap $5.22 billion
Financials (TTm):

Revenue $2.15 billion
Operating Profit Margin 16.5%
Net Profit Margin 13.2%
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Company % Owned
BlackRock 10.3%
Fidelity Mgmt & Research 9.8%
Vanguard Group 9.4%
Wellington Mgmt 3.9%
State Street 3.3%
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Shares Short/ Float 4.1%
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The company has done an excellent job of enhancing its Ugg brand while also developing
new ones like Hoka One One in athletic footwear, says Steve Scruggs. While its shares
currently trade near his estimate of intrinsic value, he says he's "content to hold given
the quality of the business and the growth prospects beyond what we're counting on."

Sources: Company reports, other publicly available information
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The stock has been volatile, from a high
of $203 in February to a low of $91 in
March. Now back up to above $186, are
the shares cheap at this level?

SS: Not nearly as cheap as they were two
months ago, but after adding to our po-
sition, this was our largest holding in the
small-cap fund at the end of March.

Our intrinsic value estimate is $194 per
share. That assumes 4% long-term annual
revenue growth, a normalized operating
margin of 13% and a discount rate of
8%. The discount rate is low because the
company has $650 million in cash with no
debt, valuable brands, and management
that has proven capable of growing the
company while increasing profitability.

As long as the share price remains rea-
sonable given our intrinsic-value estimate,
this is one we’re content to hold given the
quality of the business and the growth
prospects beyond what we’re counting on.
Having said that, if market volatility pro-
vides us with another opportunity to buy
more, we’ll likely take advantage of that.
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We’re in rather uncharted territory with
the fiscal and monetary responses to the
pandemic crisis. Does any of that concern
you? Does it impact what you’re doing?

SS: You can’t help but be concerned and
it’s very hard to imagine that there won’t

ON WHAT'S NEXT:

Whatever is going to happen
on the macro front, we have
to find companies that can
best manage through that.

ultimately be significant repercussions of
the government’s massive fiscal response.
We were already on track to run a $1 tril-
lion federal deficit in the U.S. this year
even before this all started, and that was
with the economy doing relatively well
and with record low unemployment. Now
the deficit is going to be what, $5 or $6
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trillion? I'm glad I’m just a fundamental,
bottom-up stock picker.

What do you mean by that?

SS: We’re not trying to predict what inter-
est rates are going to do or the impact of
quantitative easing. We’re looking at indi-
vidual companies one at a time and trying
to determine at any given moment if the
market is offering us an opportunity or
not. Whatever is going to happen is going
to happen on the macro front. We have to
find the companies that can best manage
through that, based on historical perfor-
mance, the business model, the competi-
tive position, how good management is,
and how we expect the industry to per-
form going forward.

To us it’s a “keep it simple, stupid”
kind of thing. Our process and approach
has worked well in the past and we’re very
confident it should continue to work over
full market cycles in the future. 'm gener-
ally hopeful things are not as bad as they
seem. They almost never are.
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Queens Road Small Cap Value Fund

1 The Queens Road Small Cap Value Fund primarily invests in
securities of small-capitalization companies, defined as those with
market capitalization less than the largest company in the Russell
2000 Value Index. Investing in small companies involves special
risks including, but not limited to, the following: smaller companies
typically have more risk and their company stock prices are more
volatile than that of large companies; their securities may be less
liquid and may be thinly traded which makes it more difficult to
dispose of them at prevailing market prices; these companies may
be more adversely affected by poor economic or market conditions;
they may have limited product lines, limited access to financial
resources, and may be dependent on a limited management
group; and small cap stocks may fluctuate independently of large
cap stocks. All investment decisions are made at the discretion
of the Portfolio Manager, in accordance with the then current
Prospectus.
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