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Note: Items in brackets [  ] are meant to be clarifying statements but are not part of the 
actual audio recording of the webcast. 
 
This transcript must be read in conjunction with the corresponding webcast slides, 
posted on fpa.com. The webcast slide page numbers are referenced below. Please 
also reference the Important Disclosures at the end of this transcript and throughout 
and at the end of the webcast presentation. 
 

You should consider the FPA Capital Fund's (“Fund”) investment objectives, risks, and 

charges and expenses carefully before you invest. The Prospectus details each Fund's 

objective and policies and other matters of interest to the prospective investor. Please 

read the Prospectus carefully before investing. The Prospectus may be obtained by 

visiting the website at www.fpa.com, by calling toll-free, 1-800-982-4372, or by 

contacting the Fund in writing. 

 

This transcript must be preceded or accompanied by a prospectus for the Funds. The 

prospectus for FPPTX dated July 31, 2019 can be accessed at: 

https://fpa.com/request-funds-literature  

 

(00:00:00) 

Moderator:  Hello and welcome to today’s webcast. My name is Kaylan and I 

will be your web event specialist today. All lines have been placed on 

mute to prevent any background noise, and please note that today’s 

webcast is being recorded. 

  During the presentation, we will have a question and answer 

session. You may submit questions at any time. Click the green Q&A icon 

on the lower left-hand corner of your screen, type your question in the 

open area, and click Submit. 

  If you would like to view the presentation in a full-screen view, click 

the Full Screen button in the lower right-hand corner of your screen. Press 
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the Escape key on your keyboard to return to your original view. For 

optimal viewing and participation, please disable your popup blockers. 

  And finally, should you need technical assistance, as a best 

practice, we suggest you first refresh your browser. If that does not 

resolve the issue, please click on the Support option in the upper right-

hand corner of your screen for online troubleshooting. 

  It is now my pleasure to turn today’s program over to Jonathan 

Rahbar. Jonathan, the floor is yours. 

Jonathan: Thank you very much. Good afternoon and thank you for joining us today. 

We would like to welcome you to FPA Capital’s Second Half 2019 

Webcast. My name is Jonathan Rahbar, and I’m a product specialist here 

at FPA. 

  The audio, transcript and visual replay of today’s webcast will be 

made available on our website, FPA.com. 

  I would like to introduce portfolio manager Arik Ahitov of the FPA 

Capital Fund to discuss the Portfolio, its performance in the second half of 

the year, and the team’s views on the market. It is now my pleasure to 

turn it over to Arik. 

(00:01:33) 
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Arik: [Please reference slide 2] Thank you. And thank you very much for joining 

us this afternoon. I suspect that many of you who joined us today have 

been long-term clients, but let me briefly go over our strategy once again. 

  We are a long-only absolute value fund. We look for market-

leading companies with a history of profitability, strong balance sheets, 

and good management teams. Once we identify and research these 

companies, we buy when [we believe] there is a compelling reward-to-risk 

ratio and we sell when we believe the ratio is unfavorable. The resulting 

portfolio tends to be concentrated, and we are large shareholders 

alongside you. 

  [Please reference slide 3] Today, I want to start with the state of the 

market as we see it. First of all, we are a value fund. I suspect that some 

of you might be comparing our performance to that of Russell 2500, but 

Russell also breaks down Russell 2500 to two separate indices: Growth 

and Value. Russell 2500 includes 1500 companies that are in the Growth 

category.  

  Why is that important? It is important because the Russell 2500 

Growth Index companies, on average, trade ten multiple points higher 

than those in the Russell 2500 Value Index. The Russell 2500 Index has 

performed really well in the past three years. You can see that the Index 

was up over 34 percent in the past three years. But as you can see on the 
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chart, it is a tale of two worlds. Russell 2500 Growth Index performed 2.7 

times better than Russell 2500 Value Index. We are a value fund and 

value investing has been out of favor. This past three-year period is the 

second worst stretch for value investors since the inception of the Russell 

2500 Index.  

  [Please reference slide 4] Let’s look at what happened the last time 

there was such a large performance discrepancy between growth and 

value. You can see it in the chart titled A. As you can imagine, it was 

during the dot-com bubble. Let’s look at what happened during the 

following three years. Growth lost almost half of its value. So despite a 

really weak three-year showing from 1997 to 1999, the relative 

performance was so strong in the next three years that value investors not 

only made up for the underperformance, but actually surpassed the 

performance of Growth. Some of our own FPA funds were part of this 

group.1  

  [Please reference slide 5] Okay, let’s now look at what we have 

done in the past two years since I became the sole portfolio manager of 

the FPA Capital Fund. We spent the first year transitioning the portfolio. 

We made over 25 new investments, a major acceleration in idea 

generation, research, and execution. The resultant portfolio is significantly 

                                                 
1 Past performance is no guarantee, nor is it indicative, of future results. 
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different than the one we had when I took over. Also, very importantly, 

current holdings are higher-quality companies.2  

  [Please reference slide 6] We have also created [in our view] a very 

differentiated portfolio. I am sure that you all have read in FPA fund letters 

and other publications that passive investing has been on the rise. We 

believe that if the market tanks, ETFs will leave many stocks lower 

because if an investor sells out of an ETF, she would be selling out of all 

the companies in that ETF. As you can see in charts A and B, our 

companies are members of fewer ETFs and on average, our companies 

are on a top 15 position of only two ETFs.3 

  If you look at the table titled C, our portfolio is significantly cheaper 

than the market. You can see a difference in price to earnings ratio, and 

price to book ratio.  

  [Please reference slides 7-8] The portfolio holdings are performing 

better than the index, and much better than Russell 2500 Value. The 

invested capital has outperformed the Russell 2500 Value by almost six 

percentage points [in 2019].4 In looking at the Fund’s net performance in  

                                                 
2 Based on internal quality scoring estimates. 
3 “Companies” references the Fund’s portfolio holdings. 
4 ‘Invested Capital’ refers to the performance of the Fund’s long equity holdings only, excluding cash and cash 

equivalents. Please refer to slide 7 in the webcast for how this number was calculated. An investor cannot achieve 

this performance. An investor can only purchase or sell the Fund at net asset value. Please refer to slide 8 in the 

webcast for overall net performance of the Fund since inception.  

Past performance is no guarantee, nor is it indicative, of future results. Comparison to an index is for illustrative 

 purposes only. The Fund does not include outperformance of any index in its investment objectives. 
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2019, the Fund underperformed the Russell 2500 index. 

  In summary, even though the headline benchmark numbers have 

been high, many stocks in the indices are actually down, especially value 

stocks are struggling compared to growth stocks. I believe that our 

strategy will bear fruit because we try to identify good companies and buy 

them cheaply. Buying something durable at cheap prices has worked 

since the invention of commerce. I cannot think of a reason why it will not 

work in the future.  

  [Please reference slide 12] With that, we can open it up for Q&A. 

(00:06:14) 

Jonathan: Thanks, Arik. At this time, we would like to take and questions you might 

have for us today. To ask a question via the web, please click the Q&A 

button on the lower left-hand corner of your screen, type your question in 

the open area, and click Ask to submit. As usual, we’ll pause for a 

moment as we compile questions. Thank you.  

  Okay, the first question is: what are your definitions of value? Arik, 

would you mind talking to that? 

(00:06:55) 

Arik: Sure. Let’s say I go to the store, and I want to find bananas. If the 

bananas are of good quality, then I make a decision to buy or not to buy. 
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If each banana costs five dollars, then I will not buy any, despite being in 

the mood for bananas, and despite finding good bananas.  

  So the first screen is not the price of the banana, but the quality of 

the banana. Therefore, we look for market-leading companies with a 

history of profitability, strong balance sheets, and decent management 

teams. Once we identify these companies, we then only buy them when 

there’s a good reward-to-risk ratio that comes with a margin of safety we 

get when we purchase ownership stakes in these companies.  

  To that end, for every company we are interested, we write a 

thorough investment memo and create valuation models that have both 

an upside case and a downside case scenario. We get interested when 

there’s a three-to-one upside-to-downside ratio.  

(00:07:57) 

Jonathan: Okay, the next question. Can you talk about what worked, and what did 

not, in 2019?  

Arik: [Please reference slide 11] We have a slide for that, if you can go to it. 

Thank you. This slide shows top and bottom side performers, both for the 

quarter and the year [based on contribution to return]. We had winners 

and losers from various industries. There was not a particular industry that 

stuck out as a clear winner or loser in the year for us. Overall, this was a 
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really good year for our investments, and we have talked about many of 

these investments before.  

Jonathan: Okay. Next question: are historic valuations in the high, mid, or low range? 

Arik: I would say the valuations are high, really high. There are many different 

indices and valuation multiples one can look at. A major one many 

investment professionals look at is the Shiller P/E ratio. The reason it’s a 

good one to look at is because it shows cyclically adjusted price to 

earnings. It takes care of cyclicality because it compares the ten-year 

average earnings for each time period. It also adjusts earnings for 

inflation. The data goes back almost 150 years.  

  Just to put it in perspective, the mean and median have been very 

similar, around 16 to 17 times. And it’s almost 32 times right now. With the 

only exception of the dot-com bubble and bust, the Shiller P/E ratio has 

been over 30 only during the past three years. It approached 30 one more 

time, leading to the Wall Street crash of 1929. So I would say that 

valuations are not only in the high range, but in the very high range.  

Jonathan: Okay. The next question is: how high is your cash balance today? 

Arik: We are only 60 percent invested right now. Look, the market is expensive, 

and expensive markets leave us with fewer opportunities. The valuation 

multiples keep going higher. However, that does not mean that the overall 

market has to go down by 20, 30, 40 percent for us to put money to work.  
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  One of the advantages of our strategy is the lack of need for dozen 

of actionable ideas in a given year. As you know, we are in concentrated 

portfolio, so all we need is a handful of companies that we deem to be 

good, but are under pressure. Our pipeline has never been stronger. We 

have many companies where the research process is complete. We 

already written the 25 page investment memo. We are just waiting for a 

few of them to come to our price target.  

  What I can tell you is we will not sacrifice our investment discipline. 

One needs to buy low and sell high to make money. When the market 

allows us to buy low, we will.  

(00:10:47) 

Jonathan: Okay. Our next question that has come in is: can you provide an update 

on Allegiant? 

Arik: [Please reference slide 14] Yes, we have a slide for Allegiant. Allegiant 

was the greatest contributor to our performance in 2019. For those of you 

who don’t know the company, it’s a unique airline in that about 75 percent 

of the routes they serve has no competition. So you cannot say, “Do I 

want to fly direct from here to there using Airline A, B, C, or D?” You have 

to fly that airline if you are flying direct.  

  This company fits our criteria really well. As you know, we look for 

market-leading companies, history of profitability, strong balance sheet, 
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good management teams. Allegiant has the highest market share in the 

vast majority of the routes they serve. The company has been profitable in 

each of the last 65 quarters. Their balance sheet has low leverage. And 

the company is run by an owner/operator.  

Jonathan: Okay, great. Our next question is: how is the trade war with China 

impacting InterDigital? 

Arik: [Please reference slide 16] InterDigital monetizes IP in the wireless tech 

space. The company is not a basic patent portfolio manager, or a patent 

troll, but rather it’s an inventor of patents, with hundreds of engineers 

worldwide. And they spend significant sums of money on research and 

development, and they file patents on technology considered essential for 

the wireless industry. 

  In turn, they go and they demand licensing revenues. They have 

the world’s largest two mobile phone manufacturers under contract; 

namely, Apple and Samsung.  

  The next phase for their growth is signing up Chinese customers, 

and it’s unlikely for them to execute a major deal while the trade sanctions 

persist. That said, their current book of business is robust, and the 

company continues to execute flawlessly. Additional growth can also 

come from the Technicolor patents and the introduction of Internet of 

Things-type of revenues that they might get.  
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Jonathan: Okay, and the final question was about our portfolio holdings, which you 

can see as of 12/31 on our website, www.fpa.com under FPA Capital 

Fund holdings.  

  With that, I would like to thank you for your participation in FPA 

Capital’s Second Half 2019 Webcast. We will now turn it over to the 

system moderator for closing comments and disclosures. Have a great 

day.   

(00:13:30) 

Moderator: [Please reference slides 18-20] Thank you for your participation in today’s 

webcast. We invite you, your colleagues, and shareholders to listen to the 

playback of this recording and view the presentation slides that will be 

available on our website within a few days at FPA.com. We urge you to 

visit the website for additional information on the Fund, such as Complete 

Portfolio Holdings, Historical Returns, and After-Tax Returns. 

  Following today’s webcast, you will have the opportunity to provide 

your feedback and submit any comments or suggestions. We encourage 

you to complete this portion of the webcast. We know your time is 

valuable, and we do appreciate and review all of your comments. 

  Please visit FPA.com for future webcast information, including 

replays. We will post the date and time of the prospective calls towards to 
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end of each current quarter, and expect the calls to be held three to four 

weeks following each quarter end. 

  If you did not receive an invitation via email for today’s webcast and 

would like to receive them, please email us at crm@fpa.com. 

  We hope that our quarterly commentaries, webcasts, and special 

commentaries will continue to keep you appropriately informed on the 

strategy. 

  We do want to make sure you understand that the views expressed 

on this call are as of today and are subject to change based on market 

and other conditions. 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. 

  Any mention of individual securities or sectors should not be 

construed as a recommendation to purchase or sell such securities. Past 

performance is not a guarantee of future results.  

  Any statistics have been obtained from sources believed to be 

reliable, but their accuracy and completeness cannot be guaranteed. 

  You should consider the Fund’s investment objectives, risks, 

charges, and expenses carefully before you invest.  
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  The prospectus details the Fund’s objectives and policies 

charges and other matters of interest on the 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, toll-free by calling 1-800-

982-4372, or by contacting the Fund in writing. 

  FPA funds are offered by UMB Distribution Services LLC. 

 This concludes today’s call. Thank you and enjoy the rest of your day. 

[END FILE] 

FFPTX is not authorized for distribution unless preceded or accompanied by a 

current prospectus.  

 

The current prospectus for FPTX can be accessed at: https://fpa.com/request-

funds-literature  

 

 

In addition, the most current prospectus can always be found at www.fpa.com. 
 

https://fpa.com/request-funds-literature
https://fpa.com/request-funds-literature

