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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. Please also see Important Disclosures at the end of this 
transcript. 

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

risks, and charges and expenses carefully before you invest. The Prospectus 
details the 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. 

 

(00:00:00) 

Moderator: Hello and welcome to today’s webcast. My name is Christina and I will be 

your event specialist today. All lines have been placed on mute to prevent 

any background noise. Please note that today’s webcast is being 

recorded. 

  During the presentation, we will have a question and answer 

session. You can ask text 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 Ask to 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 First Half 2019 Webcast. 

My name is Jonathan Rahbar. 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 first half of the 

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

introduce Arik. 

(00:01:33) 
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Arik: Thanks, Jonathan. 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 once again briefly go over our strategy. 

  [Please reference slide 2] 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] Here is a quick look at how unique our 

offering is. Out of the almost 400 funds in our category as compiled by 

Morningstar, there are only two other funds similar to us. 

  [Please reference slide 4] In today’s call, I will start with a quick 

update on our team, talk about what worked during the first half of 2019, 

where we have been spending our time on, go over a couple of our 

investments and finish with a short discussion on the characteristics of the 

portfolio as of the end of the first half of the year. 

  [Please reference slide 5] After three very fruitful years, Sean 

Pompa left the firm to move closer to family in Omaha. Having Sean on 
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the team was a pleasure and he will be greatly missed. We were lucky 

enough to attract yet another highly qualified analyst to our team. Dan 

joined us after a decade-long career at a Los Angeles-based hedge fund. 

Prior to that he attended Caltech and Kellogg and worked in investment 

banking. 

  [Please reference slide 6] The Russell 2500 was up a very 

impressive 19% during the first half of 2019. But the performance of 

growth and value parts of the index continued to diverge. 

  If you look at the first chart, you can see that Russell 2500 growth 

performance was a whopping 850 basis points better than that of the 

Russell 2500 value. To say another way, growth outperforms value by 

almost 60%. As you all know, we are a value fund and our performance 

matched that of Russell 2500 value. We were able to match Russell 2500 

value’s performance despite being invested only 70% during the first half 

of the year. Our invested capital1 was up over 22%. 

  The area titled Number 3 shows top and bottom five performers for 

the first half of the year and, as you can see, our worst detractor took 

away less than 20 basis points off our performance. 

                                                 
1 The return on invested capital is presented gross of investment management fees, transactions costs, and Fund operating 
expenses, which if included, would reduce the return presented. Please refer to slide 15 for overall net performance of the Fund 
since inception. The invested capital performance information shown herein is for illustrative purposes only and may not reflect the 
impact of material economic or market factors. No representation is being made that any account, product or strategy will or is likely 
to achieve profits, losses, or results similar to those shown. Past performance is no guarantee of future results. 
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(00:04:25) 

  [Please reference slide 7] We had a very busy first half of the year. 

The biggest change in the portfolio since the beginning of the year is the 

steep decrease in our energy exposure. At the beginning of the year, 

energy made up approximately a quarter of our portfolio and today it is at 

around 10%. 

  We initiated six new positions in the first half of the year and these 

new additions came from a variety of industries, from restaurants to 

healthcare to defense. In the area titled 3, you can see that we eliminated 

four positions, three of which were energy equities. 

  [Please reference slide 8] The biggest change over the past 12 

months was the quality of our portfolio. We ranked each item in the 

portfolio on a 10 point scale and as you can see in the bar chart, the 

quality of our portfolio has been increasing steadily. This increase is partly 

due to 14 positions we initiated that on average had higher quality ratings 

compared to the rest of the portfolio and it was partly due to the 13 

positions we eliminated which, on average, we deemed to be of lower 

quality. 

(00:05:40) 
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  [Please reference slide 9] The best performer [by contribution] in 

the first half of the year was Allegiant Travel Company. Allegiant is a 

unique airline in that about 70% of the routes they serve have no 

competition. It fits our criteria very well. As you know, we look for market-

leading companies with a history of profitability, sound balance sheets and 

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 owner operators. 

  [Please reference slide 10] As I mentioned, we had very few 

detractors year-to-date and none of the detractors took away more than 

20 basis points from performance so I chose Cimarex, which was the 

greatest detractor in the second quarter of 2019. Cimarex is an oil and gas 

explorer and producer that has generated a long track record of double 

digits return on invested capital. Their assets are considered top notch 

and the company’s balance sheet is in pristine shape, especially for an 

energy company. There are two reasons for current weakness in the 

name. The first one is low oil prices and the second one is the company’s 

exposure to gas. 

(00:07:02) 
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  [Please reference slide 11] Our portfolio remains cheap both at an 

absolute level and relative to our benchmark. Our portfolio’s Price to 

Earnings is 25% lower than that of the index and the Price to Book is 

about 30% lower than that of the benchmark [index]. 

  [Please reference slide 12] On this slide you can see the makeup of 

our portfolio as at the end of the first half of the year. As I mentioned 

before, the biggest change in the portfolio is our substantially decreased 

exposure to energy-related equities. Technology remains our largest 

exposure. 

  With that I am done with our prepared remarks and we can open 

the call up for questions. 

Jonathan: Thanks, Arik. At this time, we’d like to take any questions you might have 

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

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

and click ask to submit. As usual, we will pause for a few moments as we 

compile questions. Thank you. 

Jonathan: Okay, moving over to Q&A, a couple of questions about energy. What are 

your thoughts on energy? How do natural gas prices and liquids affect 

your energy investments? Well, let’s combine all those questions together, 

maybe. 
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(00:08:18) 

Arik:  Sure. Cimarex is the most affected investment and it is about 50% 

of our energy exposure. In the short term, low gas prices pose a problem 

for the company. We continuously compare the current price curve to six 

months and year ago levels. And when we look at the natural gas curve 

we see that the expectations are lower for the next year or so but actually 

better in the long term. Moreover, we have new pipelines coming online so 

not only does the curve suggest an improvement in prices but also 

Cimarex should see an improvement in realizations versus the curve. 

  Noble is the only company in the portfolio with exposures to gas 

prices but Noble has less exposure to US onshore natural gas and liquids. 

What really matters is their Leviathan field in Eastern Mediterranean. 

Jonathan:  Okay, the next question. How does the back and forth on the trade 

war impact markets? 

Arik:  The reality is the global economy is highly interconnected with vast 

supply chains spread across dozens of countries. Tariffs along with export 

bans introduce friction into that system and these frictions obviously slow 

down the economy. If the frictions are, indeed, sizeable enough, like they 

will be within two major trading partners in the US and China, they can 

slow down and even reverse global economic growth. Furthermore, there 
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can be a compounded effect which arises from the uncertainty created 

from the daily tit and tat and back and forth between those two countries. 

(00:10:01) 

  Put simply, more uncertainty and less global trade is bad for the 

economy and, obviously, bad for stocks. Our view is that no matter what 

resolution is ultimately reached, borders globally should be reassessing 

supply chain risk and dependence on any single country. We expect US 

companies will look for ways to reduce their exposure and reliance on 

China and we expect China is doing the same. We do not believe a full 

decoupling of our economies is likely but the winds of change are blowing 

and assigned trade agreements won’t change that completely. 

Jonathan: : Okay, and a related question asking us how what we just talked 

about on the trade war impacts our individual investments. 

Arik:  I would say that clearly both US and China, our big economies, 

most of our investments touch China and all of them touch the US, but the 

major impact, as you can imagine, is on our information technology 

investments and we can go through them maybe by weight specifically for 

InterDigital. The next phase of InterDigital’s growth is actually signing up 

Chinese customers, admitting that it’s highly unlikely for them to execute 

any major deal with the Chinese companies while these trade sanctions 
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persist. That said, their current book of business is robust and the 

company continues to execute flawlessly. 

(00:11:40) 

  Western Digital is another large investment. While slowing global 

growth would be a negative for Western Digital, the more direct impact is 

the potential ban on selling to a specific large customer like Huawei. 

Huawei is a sub-10% customer for Western Digital but obviously it’s a 

sizeable one. Loss of any large customer would hurt the business but we 

think that this will be just temporary because the supply chain will be 

rebalanced. The other nine US suppliers, also Huawei and Western 

Digital, will search to backfill that lost business. Ultimately, we see a 

potential Huawei ban as a temporary disruption but the short-term 

obviously will be impactful. On the plus side, Western Digital does a very 

minimal amount of manufacturing in China and should be able to 

reallocate output from China to other countries and therefore they can 

avoid tariffs. 

  MKS Instruments, like Western Digital, their business will be 

negatively impacted by any type of slowdown in global growth. The semi-

tech equipment space is already well into a slowdown so we don’t 

anticipate many surprises here given relatively pessimistic expectations. 
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However, they have a non-semi business which they call their advanced 

market business. Basically what they do is they manufacture lasers and 

similar photonics and that business could be at risk and the ultimate end 

market for many of these tools is China. 

(00:13:28) 

  We continue to believe the long-term growth trend for the business 

is very strong but its temporary slowdown wouldn’t be out of question. 

While China has not issued an export ban there have been multiple press 

articles citing a potential export ban on rare materials and it’s a possible 

leverage that China could pull through should things escalate. This will be 

an incremental negative for MKS but we don’t think that’s likely. 

  I’ll talk about one more; I’ll talk about Ambarella. Like our other tech 

names, slower global growth is bad for Ambarella. The big risk we are 

watching here is if the US decides to ban exports, two of their big China 

customers, mainly Hikvision and Dahua. We don’t see this as likely given 

that US already appears to be deescalating the tension but we are 

keeping a close eye on it. 

Jonathan:  Okay, great. And the next question, what worries you today in the 

stock market? 
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Arik:  Well we talked about trade war in China; also slowing economies 

are a concern that most people are aware of. An area we worry about is 

actually the leverage in the system. We actually have a slide on this in our 

Appendix, Elliot, if you can go there, thank you. 

(00:14:46) 

  [Please reference slide 14] So here is just a scenario. The chart on 

the top shows who the buyers of US equities are. As you can see the 

largest buyers have been corporations buying back their own shares. The 

US corporations executed about $4 trillion of share repurchases since the 

start of QE1, $4 trillion with a T. If you look at the chart below, you will see 

that non-financial net debt and net debt to EBITDA have been increasing a 

lot during the very same period. 

  So on one hand we have corporations’ balance sheets deteriorating 

and on the other hand more of the stock market demand has come from 

corporations. 

  What will happen if corporations prioritize de-leveraging over share 

repurchases? The major component of stock demand suddenly 

disappears. The question is, what might cause corporations to slow down 

repurchase activity? If the economy slows down, earnings will deteriorate 
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and we could expect widened spreads and credit tightening. It’s something 

to keep in mind. 

(00:15:54) 

Jonathan:  Okay, and what looks like our final question is, are historic 

valuations in the high mid or a low range? And I imagine this is probably 

asking more, are current valuations relative to history high, mid or low? 

Arik:  [Please reference slide 11] Well, I would say valuations are very 

high. We all look at many different indices and many different valuation 

multiples. A major one many investment professionals look at is the Shiller 

PE ratio. The reason that metric is a good one to look at is because it 

shows cyclically-adjusted price-to-earnings. Why is it important? Well, it 

takes care of cyclicality because it compares the 10-year average 

earnings for each period. So in those 10 years one would assume you’re 

going to have a strong economy and you’re going to have a weak 

economy and middle of the ground economy so it’s going to compromise 

of a full cycle, if not more. It is also adjusted earnings for inflation that 

allows us to compare today to 10 years ago or 50 years ago. And the 

good thing about Shiller PE is the data goes back to almost 150 years. 

(00:17:11) 
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 To just put two different book ends, Shiller PE ratio has ranged from 5 to 

45. It hit five in December 1920 and it hit 45 in December 1999. The mean 

and median Shiller PE ratios have been really close; they’re about 16 to 

17. So with the exception of the dot.com bubble then, that ratio hits 45, the 

Shiller PE ratio has been over 30 only once besides during the past two 

years and that time was really approaching that ratio during 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, that concludes our webcast for today so thank you very 

much for your participation at FPA Capital’s first half 2019 webcast. We 

will now turn it over to the system moderator for closing comments and 

disclosures, thank you. 

Moderator:  [Please reference slides 16-18] 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. They 

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. 

(00:18:37) 
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  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 at towards 

to 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 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. 
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  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, 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] 


