
 

                                                                                                                                                                                           

 

 

 

 

Average Annual Total Returns 

As of December 31, 2015 

 

Fund/Index       QTR YTD 1 Year 3 Years** 5 Years** 10 Years** 20 Years** Since Inception** 

         FPA Crescent 2.80 % -2.06 % -2.06 % 8.40 % 7.68 % 7.11 % 9.78 % 10.39 % 
         S&P 500 7.04 %  1.38 %  1.38 % 15.13 % 12.57 % 7.31 % 8.19 % 9.01 % 
         CPI 0.12 % 0.66 % 0.66 % 0.95 % 1.53 % 1.85 % 2.20 % N/A 
         60% S&P500/40% BC Agg 4.01 % 1.28 % 1.28 % 9.62 % 8.95 % 6.48 % 7.36 % 7.91 % 

 

** Annualized. A redemption fee of 2.00% will be imposed on redemptions of shares within 90 days. Expense ratio as 
of most recent prospectus is 1.11%.  

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

performance shown. 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 may be obtained by calling toll-free, 

1-800-982-4372.  

The Fund commenced investment operations on June 2, 1993. The performance shown for periods prior to March 1, 

1996 reflects the historical performance of a predecessor fund. FPA assumed control of the predecessor fund on 

March 1, 1996. The FPA Crescent Fund's objectives, policies, guidelines and restrictions are, in all material respects, 

equivalent to those of the predecessor fund. 

S&P 500 Index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. 

The index focuses on the large-cap segment of the market, with over 80% coverage of U.S. equities, but is also 

considered a proxy for the total market. Barclays Aggregate Index provides a measure of the performance of the U.S. 

investment grade bonds market, which includes investment grade U.S. Government bonds, investment grade 

corporate bonds, mortgage pass-through securities and asset-backed securities that are publicly offered for sale in 

the United States.  The securities in the Index must have at least 1 year remaining in maturity.  In addition, the 

securities must be denominated in U.S. dollars and must be fixed rate, nonconvertible, and taxable. The Consumer 

Price Index is an unmanaged index representing the rate of the inflation of the U.S. consumer prices as determined 

by the U.S. Department of Labor Statistics. There can be no guarantee that the CPI of other indexes will reflect the 

exact level of inflation at any given time.  The CPI shown here is used to illustrate the Fund’s purchasing power 

against changes in the prices of goods as opposed to a benchmark which is used to compare Fund’s performance. 

60% S&P500/ 40% Barclays Aggregate Index is a hypothetical combination of unmanaged indices comprised of 60% 

S&P 500 Index and 40% Barclays Aggregate Index, the Fund's neutral mix of 60% stocks and 40% bonds. These 

indices do not reflect any commissions or fees which would be incurred by an investor purchasing the stocks they 

represent.  The performance of the Fund and of the Indices is computed on a total return basis which includes 

reinvestment of all distributions.  It is not possible to invest in an index. 

For further clarification of terms referenced in the following document, see glossary of terms attached at the end.  
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Dear Shareholders: 

The FPA Crescent Fund increased 2.80% in the fourth quarter but declined 2.06% in 2015, only the third 
year out of the last 22 in which the Fund has lost money. Global markets were down for the year. The 
S&P 500 was up 7.04% and 1.38% in the fourth quarter and year, respectively. However, the MSCI All 
Country World Index (ACWI)1 was up 5.03% in the quarter but fell 2.36% for the year. 
 
If you look under the covers, S&P 500 performance was extremely narrow and markedly influenced by 
just five stocks or 1% of the companies in the S&P 500 – Amazon, Facebook, General Electric, Alphabet 
(Google) and Microsoft – which as a group added approximately 2.9% to the S&P’s return.  Excluding 
these names, the S&P would have declined 1.5%.  Needless to say, the Fund benefited from its 
ownership of three of the five.    
 

Top five contributors to 2015 S&P 500 performance 

Company 2015 
Total Return 

S&P 500 Return 
Contribution 

Trailing 
P/E 

Alphabet 46.6% 0.86% 36.4 

Amazon 117.8% 0.87% 979.6 

Facebook 34.2% 0.38% 105.7 

General Electric 27.5% 0.36% 22.7 

Microsoft 22.7% 0.45% 22.1 

Average 49.8% 
 

233.3 

Total  2.93%  

 

Growth companies fared better than value.  Although the Russell 3000 Index returned 0.48% in 2015, 
the Russell 3000 Growth Index increased 5.09%, while the Russell 3000 Value Index declined 4.13%.  
And, all else being equal, the bigger the company, the better its performance.  S&P 500 companies with 
market caps above $100 billion returned 4.4% last year but those below $5 billion declined 19.6%.2  
 

2015 S&P 500 return by market capitalization 

Market Cap 2015 Average 
Total Return 

>$100B 4.39% 

$50-100B 2.38% 

$10-50B -3.22% 

$5-10B -0.72% 

<$5B -19.60% 

 

                                                 
1
 The MSCI ACWI captures large and mid-cap representation across 23 Developed Markets and 23 Emerging 

Markets countries. With 2,491 constituents, the index covers approximately 85% of the global investable 
opportunity set. 
2
 Returns predicated on where market capitalizations were at the beginning of 2015, therefore using pricing and 

S&P 500 constituents as of December 31, 2014. 
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In addition, global stocks underperformed domestic ones, cash underperformed bonds and high yield 
declined in general. 
 
Performance in 2015 was as much a function of investments that haven’t worked out (yet, we hope) as 
much as it was the result of a conscious choice to reduce or eliminate our stakes in companies that we 
viewed as expensive.  As it happens, the companies we sold outperformed, on average, the investments 
we purchased.  This is far from unusual in value investing.  Buying and selling early has always been the 
bane of the value investor, who must have the fortitude to live through periods of being out of favor.  
What was a good value at one price is presumably a better value when it has declined 20%, assuming 
one’s analysis was correct at the outset.  We believe that’s the case with the majority of the companies 
in our portfolio; cheaper on average than they were a few months ago but not yet at prices we’d call 
“no-brainers.”   

Crescent naturally moves up and down with the stock market but generally has less of a move in either 
direction. Traditionally, we lag on the upside but outperform on the downside.  At first glance, it appears 
that we’ve declined as much as the market – down 11.71% since May 2015’s market peak against the 
S&P 500’s 11.30% decline – but that’s looking at the market only through the lens of the S&P 500.3  
However, roughly half of our equity holdings (totaling almost a third of the Fund’s equity exposure) are 
not included in the S&P 500 index.  Our quest for value has increasingly taken us overseas and our 
portfolio is more global than it has been in the past.  We therefore consider the MSCI ACWI a pertinent 
additional benchmark.  When we published The Importance of Full Market Cycle Returns last April, we 
began to share the Fund’s performance over the current market cycle as compared to the S&P 500, 
MSCI ACWI and a blended benchmark of 60% S&P 500 and 40% Barclays U.S. Aggregate.4  Bearing this in 
mind, the Fund’s downside participation is more in line with its historic average.  Crescent captured 65% 
of the MSCI ACWI decline of 18.11% since the May 2015 peak.5  It never feels good to see your portfolio 
decline in value but over three decades of investing we appreciate that we can neither “time” nor 
always be in step with the market.   

With the average S&P 500 stock down about 18% from its 52-week high, 2015 was not a good year any 
way you cut it.6  Crescent’s winners for the quarter and year contributed 2.08% and 2.34%, respectively, 
while its losers detracted 0.95% and 2.86%.  The more cyclical companies, particularly those with 
commodity exposure, were the weaker part of our portfolio.  In hindsight, we thankfully had a small 
allocation to such businesses. 

Winners   Losers 

2015 – Q4 2015 – Year 2015 – Q4 2015 – Year 

Microsoft Microsoft Meggitt Oracle 

General Electric Alphabet  
(A and C Shares) 

Naspers/Tencent  
Pair Trade 

Alcoa 

Alphabet  
(A and C Shares) 

General Electric Undisclosed
7
 Joy Global 

AIG AIG Owens-Illinois Naspers/Tencent  
Pair Trade 

United Technologies CVS Navistar Sr. Notes 
(Various Issues) 

Meggitt 

 

                                                 
3
 May 21, 2015 = market peak.  January 20, 2016 = most recent close when this letter was written. 

4
 The Importance of Market Cycle Returns can be found on our website, www.fpafunds.com. 

5
 May 21, 2015 through January 20, 2016. 

6
 Bloomberg. December 31, 2015. 

7
 Some positions in the Fund have not been disclosed. 
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We had some puts and takes that drove 2015’s performance.  Microsoft and Alphabet (formerly Google) 
performed quite well but Oracle lagged.  Oracle continued to transition its business to the cloud last 
year but it has been proceeding more slowly than investors or the company expected. Concern about 
the transition and weak software license sales led to the stock’s decline.  Given the undemanding 
valuation and high level of recurring revenue, we used a drop in the share price to increase our position. 

Weak aluminum prices and inventory adjustments in the aerospace supply chain negatively impacted 
Alcoa’s profitability and its stock price in 2015.  We support the company’s decision to separate its 
highly engineered, value-added aerospace business from its commodity aluminum operations.  As the 
price has declined in the last year, we have doubled the number of shares we own and are hopeful that 
the pending spin-off will create clarity and value for the enterprise. 

Joy Global was with hindsight an outright mistake, a poor investment decision that we wish we could 
take back.  When analyzing the situation, we gave too much weight to the company’s strong market 
position and attractive aftermarket sales profile.  We failed to appreciate the degree to which the coal 
market had changed.  Many regions in which Joy has a particularly strong competitive position are likely 
to produce significantly less coal going forward.  This has resulted in a permanent impairment to our 
position in Joy.  Realizing our mistake, we have reduced the position.  

This is a challenging time and we maintain a more risk-averse portfolio.  Interest rates remain near 
historic lows and the Fed has begun tightening for the first time since 2006.  The global economy is 
muddling along at best, with the China growth engine sputtering.  And stocks aren’t particularly cheap.  
We fear, as is oft intoned in television’s Game of Thrones, that “winter is coming.”  We wish we knew 
when the weather would change.  Since we don’t, we want to make sure we always have a heavy coat 
on hand to keep us warm.  Although the Fund’s risk exposure8 has increased somewhat as markets have 
declined, it remains just 61%, which offers us plenty of room to deploy capital should asset prices fall to 
more attractive levels of risk and reward.   

We are, as always, conscientious about matching assets and liabilities.  We appreciate that our mutual 
fund shareholders have daily liquidity and therefore consider, in turn, the liquidity of the investments 
we make.  The greater the liquidity, the easier it is to purchase or exit a position.  Selling an illiquid 
position is of greater concern today, given this more volatile market.  If a security owner is forced to sell 
a position, whether it be due to a margin call, redemption or some other reason, the time frame thrust 
upon that investor can be quite short. The negotiating leverage shifts to the buyer, possibly causing the 
seller to take a low price in order to convert the investment to cash.  We like to be the ones taking 
advantage of forced selling rather than the other way around.  We have two paths that afford some 
protection.  First, we have 39% cash that can be drawn down.  This has the commensurate impact of 
increasing our position sizes but that was already a consideration when we made the initial investment.  
Second, our average market capitalization of our equity positions is more than $100 billion, offering us 
tremendous flexibility. 

 

 

 

 

 

 

 

                                                 
8
 Risk exposure is defined as non-cash and cash-equivalent assets. 
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Portfolio characteristics 

 

FPACX 
12/31/2015 

FPACX  
Average

9
 

Weighted Average Market Cap. $112.2Bn $30.2Bn 

Return on Equity 11.3% 12.8% 

P/E Ratio 21.0x 16.8x 

Debt/Total Capital -18.9% 8.1% 

High Yield Exposure 3.9% 12.3% 

Risk Exposure 61.3% 63.3% 

 

We’ve been arguing for some time that the market isn’t cheap and, even with the broad stock market 
averages having declined in 2015, it’s not like businesses are being given away.  Take the U.S., for 
example, and compare the trailing median Price/Earnings (P/E), Price/Sales (P/S) and Price/Book (P/B) 
ratios on December 31 to the month-end of the two prior market peaks.  The P/E and P/B ratios are in 
line with past peaks while the P/S is as high as it has ever been.  No bargains here.  Investment discipline 
has given way to complacency even for the normally resolute.  The only explanation we can find for a 
fully-invested portfolio is that some managers seek to protect their businesses while others feel the 
siren call of low interest rates that make everything seem cheaper than it might otherwise.   
 

S&P 500 valuation at most recent market peaks vs year-end 2015 

 Price/Earnings 
(median) 

Price/Sales 
(median) 

Price/Book 
(median) 

March 31, 2000 18.9 1.4 2.9 

September 30, 2007 18.2 1.7 3.0 

December 31, 2015 18.7 2.1 2.9 

 

Although we have no idea what comes next, we haven’t been - nor are we currently - particularly 
enamored of stock valuations.  This doesn’t mean the stock market won’t continue to rise.  We don’t 
feel we’re being adequately compensated to be more fully invested.  We’re a lot more excited about 
troughs than peaks and also note that the S&P 500 declined in the subsequent period following the prior 
two valuation peaks.  

 

 

 

 

 

 

 

 

 

 

                                                 
9
 Data from 9/30/2006 to 12/31/2015. 
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S&P 500
10

 
2000 to 2015 

 

The stock market has had a number of key drivers in its most recent rise since the depths of the Great 
Recession.  We’ve talked about the decline in interest rates ad nauseam but share repurchases and 
M&A activity have helped as well.   

Companies have repurchased $2.6 trillion of stock in the last five years alone.  That’s more than what 
the Fed has spent on QE and equates to about 15% of the market capitalization of the S&P 500.11   

What’s more, 304 public companies were acquired in 2015, a record amount that makes publicly-traded 
stocks feel like an endangered species.12  The Wilshire 5000 Index is now down to about 3,700 
companies, 25% fewer than in 2005.13 

 

Economic and other bigger picture considerations 

We are asked frequently about our expectations for the direction and level of interest rates, the price of 
oil, the U.S. dollar and other currencies, emerging markets, etc.  We don’t know.  We have never known 
and will never know.  We wish we could make book on the wagers placed by others.  We’d even give 
them 10% in either direction.  If you say you expect $50 oil, we’ll give you the range of $45-$55 but we 
get the over/under of the outer bands.  We merely acknowledge what could happen and do our best to 
either have our portfolio protected or set ourselves up to profit from some reversion to the mean.  For 
example, we don’t want to assume that interest rates will be low forever.  In our range of outcomes, we 
try and anticipate, for example, the effect higher rates may have on a real estate company’s 
capitalization rate (higher) and borrowing costs (higher).  

                                                 
10

 Bloomberg. As of December 31, 2015. 
11

 http://www.bloomberg.com/news/articles/2015-10-21/s-p-500-buybacks-m-a-have-immunity-from-high-yield-
bond-losses. 
12

 Bloomberg.  This compares to 150 U.S. IPOs year-to-date through November 2015 and the IPO value was just a 
faction of the value of the acquired companies. 
13

 Wilshire Associates. 
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It’s hard not to be concerned about the health of the economy but it’s not all bad.  U.S. unemployment 
at 5.0% is back to pre-recession levels but that belies weakness below the surface, including people 
having given up looking for a job, persistent underemployment and poor labor wage growth.  Although 
the sizeable drop in the price of oil is like a gargantuan tax break for the U.S. consumer, it still hasn’t 
kept the U.S. economy from missing expectations last year.  The rest of the world certainly isn’t picking 
up the slack. Developed and emerging economies have hit an air pocket.  China is weakening, but like 
every other economy the world has ever seen, it will have its ups and downs.  Given its size, however, a 
sniffle there could cause colds globally.  On the positive side, with the biggest set of consumers in the 
world, we submit that China’s economy will be larger a decade hence.  Near term though, weak global 
demand has caused deflationary pressures to continue around the globe, led by weak commodity prices 
that are now at a 16-year low.  Here’s what the commodity price chart looks (or at least felt) like for 
2015. 

Commodity Price Chart 

 

 

 

 

 

U.S. CPI is about as low as it has ever been while the EU inflation rate has been dipping in and out of 
negative territory for the last year or so and Japan hasn’t been able to consistently create inflation since 
1989.  The universal policy response has been to both print money and drop interest rates to all-time 
lows.  It surprises us that with negative sovereign yields across Europe and Japan, we haven’t seen any 
whiff of inflation.   

Negative Sovereign yields across Europe and Japan
14
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 Bloomberg.  January 8, 2016.  
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Switzerland

Germany

Austria

Belgium

Finland

Netherlands

Denmark

France

Ireland

Sweden

Japan

Italy

Spain

Average Yield -0.37% -0.35% -0.25% -0.12% 0.05% 0.21% 0.36% 0.51% 0.68% 0.91%

Negative Positive

Bond Maturity Year
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If you had asked in 2009 if inflation would have materialized as a result of aggressive monetary policy, 
we would have said that that would most likely happen and we would have been wrong.  It does seem 
that central banks will keep trying until they conjure inflation.  Therefore, we argue that we’ll probably 
see a deflationary path to inflation in which the medicine becomes the problem.  At this point, though, 
finding hints of inflation despite unprecedented monetary policy seems a little bit like playing “Where’s 
Waldo?” 

Former Fed Chairman Ben Bernanke recently discussed the idea that the Fed might have no choice but 
to drop rates below zero for the first time in history.  He has said, “I think negative rates are something 
the Fed will and probably should consider if the situation arises.”15 He also said, “there are things the 
Fed can do, but none of them are incredibly attractive.”16  Experts generally thought negative rates 
weren’t possible because people would just put their money under their mattresses rather than pay for 
the right to warehouse their money.  Recent experience in Europe, however, suggests otherwise.  

Central banks in developed economies implement the abstract and theoretical yet history doesn’t show 
us any successful application of similar methods. If the Federal Reserve, the European Central Bank and 
the Bank of Japan had the answers, we wouldn’t have plumbed such depths during the most recent 
recession and the expected inflation targets would have been met with the most aggressive global 
easing the world has ever seen.   

These central banks have lots of tools but it seems like their hammer is their preferred tool and 
everything is a nail. Even so,  investors around the globe still count on them to fix our economies.  With 
no other apparent solution to our global travails, one can’t be blamed for believing.  “When my love 
swears that she is made of truth, I do believe her though I know she lies,” said William Shakespeare.17  
Blind faith in central bankers has trumped a free market.   

We wish we understood the full ramification of central bank policy and further wish we could offer a 
solution.  It’s not like it’s so easy to raise rates as an increase could hurt the housing market, reduce 
equity values and cause financing costs to increase, hurting both corporations and the U.S. government 
among others.  For every one percent change in the U.S. government’s borrowing cost, about $160 
billion will be added to the annual deficit.   

Economic cycles won’t ever be avoided but it would be nice to have the confidence that they won’t 
increase in amplitude.  The majority seem to be guided blindly by the few but heed the warning: Be 
careful when you follow the masses… some would argue the “m” should be silent. 

Not wanting to end on a negative note, at least the U.S. banks are in as good shape as they’ve ever 
been.18  That’s something. 

 

High Yield 

Like the broader stock market, high yield indices dropped as well, with the Barclays U.S. Corporate High-
Yield index down 4.47%, its first annual loss since 2008.  

We don’t see junk bond investing as a business.  It’s like a vacation home.  We go when the weather’s 
nice although in this case we mean stormy.  Our corporate debt portfolio is effectively equity, albeit in a 

                                                 
15

 http://www.marketwatch.com/story/bernanke-says-fed-likely-to-add-negative-rates-to-recession-fighting-
toolkit-2015-12-15. 
16

 http://fortune.com/2015/10/21/bernanke-negative-rates/. 
17

 William Shakespeare.  Sonnet 138.   
18

 According to a July 2015 report by the International Monetary Fund, “Compared to the pre-crisis period, [U.S.] 
banks have strengthened their capital positions, including relative to their international peers, hold more liquid 
assets, and are less levered.” http://www.imf.org/external/pubs/ft/scr/2015/cr15170.pdf. 
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more secured form but with many of the associated risks.  Meanwhile, we are spending our time trying 
to determine which vacation spot we’d like to visit.   

The Fund’s investment in high yield currently stands at 3.9%.  As spreads widened between high-yield 
bonds and Treasuries, we continued to increase our exposure last quarter but only moderately as we 
expect - dare we say hope for - more disruption to come.  Levered energy and mining bonds have led 
the charge downwards and investing in them thus far has been like putting your hand in a bee hive but 
some other sectors have felt the sting of turmoil in high-yield too, just not as deeply – retail, industrial 
and gaming to name a few.  It’s always a delicate balance to want to purchase securities at lower prices 
yet not wait for a price that’s so low that it never gets there and your capital isn’t put to work. 

What we have purchased so far we believe will prove to be profitable as a basket.  Staying power is 
required for these types of trades to work.  You can’t just buy something and wish it higher, particularly 
in any given period.  You just might have to be there for the duration.  Fortunately, we have that type of 
patience and we hope that our regular and detailed commentaries allow our shareholders to persevere 
alongside us.  

The Fund’s historic average high-yield exposure is 12.3% but we have been more than 30% invested in 
the asset class in the past.19  High-yield bond spreads began to widen in the second half of 2015 but 
most of that expansion was due to the energy complex (see below), which represented about 13% of 
Barclays’ U.S. Corporate High-Yield index at the beginning of 2015.  

 
High yield weakness mostly attributable to energy

20
 

 

  
 

The Fund’s high-yield exposure is small, albeit off its lows – see the blue bars in the chart below.  That 
can be explained by the still relatively low yield of these more speculative corporate bonds.  Although 
spreads have widened to 7.1% and are slightly above average, they are joined at the hip with historically 
low interest rates.21    
 
 
 
 

 
  

                                                 
19

 Data from 3/31/1996 to 12/31/2015. 
20

 J.P. Morgan. As of December 31, 2015. 
21

 A U.S. corporate bond “spread” is the bond yield in excess of a U.S. Treasury of a comparable maturity.   
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BofA Merrill Lynch US Master II Option-Adjusted Spread 
Vs 

FPA Crescent High Yield/Distressed Exposure 

 

We prefer to focus on yield since one can’t subsist on spread alone. When yields are high, even when 
spreads are below average, we can be comfortable with high-yield exposure, as was the case in 1997-98 
as shown above.  Index yields are currently 8.9%, 1.5% below average.22  We require a higher yield to get 
a good return, particularly one that compensates for the risk investment.   

 
BofA Merrill Lynch High Yield Index (YTM) vs. average of 5- and 10-year US Treasury yields

23
 

As of Dec. 31 High Yield 5-Year UST Spread 
vs. 5-Year 

10-Year UST Spread 
vs. 10-Year 

Current 8.9% 1.8% 7.1% 2.3% 6.6% 

High 21.7% 9.5% 19.8% 9.3% 18.8% 

Low 5.8% 0.6% 2.8% 1.5% 2.8% 

Average 10.4% 4.5% 5.9% 5.0% 5.4% 

 

In waiting, we think we are being appropriately prudent rather than greedy.  We have seen spreads and 
yields in excess of 20%.  We don’t know if they’ll blow out as much in the future but we aren’t going to 
get that aggressive until they at least move in that direction.   

The net yield of a high-yield bond portfolio takes into account the portfolio’s average yield-to-maturity 
at purchase, default rate and recovery rate.  Let’s consider each in turn. 

Yield:  As discussed above, the average yield-to-maturity on junk bonds has increased but could certainly 
go higher if default rates increase and/or recoveries decline. 

Default rate:  In the last twelve months, default rates, calculated on both number of issues and dollar 
value, were at historically low levels.  A rising default rate could cause high-yield bond prices to drop 
further, which increases the starting yield.  Based on par value, trailing twelve month default rates were 

                                                 
22

 BofA Merrill Lynch US High Yield Master II Index.  Data from 1/31/1989 to 12/31/2015. 
23

 Federal Reserve Bank of St. Louis. BofA Merrill Lynch US High Yield Master II Index.  As of December 31, 2015. 
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running just 1.8% at year-end 2015.24  This is a far cry from the approximate 11% default rate seen in 
2009.  Although we aren’t waiting for peak default rates, we also lack the disposition to commit capital 
to junk bonds when defaults are far closer to their historic lows.  

Default Rate (based on par amount) – Trailing Twelve Months

 

Recovery rate:  After a company defaults on its debt, there is a restructuring or liquidation process that 
results in recovery to the debt holder for anywhere from 0% to 100% of the par value of the debt.  Since 
1982, high-yield bond recoveries have averaged 41.5%, but 2015 was well below average at just 28%, 
thanks to the horrible recoveries seen thus far in the debt of bankrupt energy companies. 

 

High Yield Bond Recoveries (1982-2015)
25

 

 

The return distribution of a high-yield portfolio can be considered in the context of the three variables 
mentioned above: gross or starting yield, default rate and recovery.  To aid in understanding our 
thinking, we lay out a range of incremental outcomes – depicted in the table on the following page– 
beginning with what yields were at the end of 2014 and culminating in the extreme case of yields seen 

                                                 
24

 Default rates based on number of issues were 2.8% for the twelve months ended December 31, 2015.  The more 
relevant number to an investor with significant capital is the dollar amount, i.e., par value, that defaults.  
25

 Moody’s Investors Service; J.P. Morgan. January 4, 2016. 
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during the financial crisis in early 2009.  We use various starting yields, average vs. peak default rates 
and average recoveries in our scenarios.  

 Case 1:  We use the 7.0% gross index yield at year-end 2014 and apply the historic average 
default rate of 3.6% and recovery rate of 41.5%.  The net yield-to-maturity/recovery (“net 
yield”) would be 4.9%.  However, if default rates were to hit peak levels, then the net yield 
would decline to 0.6%, and if recoveries were to be below average then the net yield could 
become a loss.   

 Case 2:  High-yield bonds declined in 2015, so the gross yield was higher at year-end 2015 than it 
was at the end of 2014.  Using the same default and recovery assumptions as Case 1, Case 2’s 
range of outcomes extends from 0.3% to 6.8%. 

 Case 3:  We use the yield-to-maturity of the representative account’s high yield book of 13.4% at 
year-end 2015 as the starting point, which was 4.5% wider than the index.  With the same 
default and recovery assumptions as the prior cases, the range of expected returns (if held to 
maturity) improves to 4.8% to 11.3%. 

 Case 4:  This is the “What if” scenario.  What if yields reached past peaks?  Keeping the other 
assumptions constant, the net yield range would improve further to 11.4% to 17.9%. 26  

 

 
High Yield Bond Return Distribution

27
 

 

This chart is hypothetical and for illustrative purposes only. It does not imply 
any future performance of the fund and past performance is no guarantee 
of future results.  

                                                 
26

 There can be no assurance that such yields will be achieved in the future. 
27

 FPA; J.P. Morgan. 1982-2015. This is intended to be a simplified scenario analysis. 
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Although we aren’t waiting for Case 4, you’ll likely find our exposure to junk bonds will rise should yields 
continue to increase.  We cannot surmise how the market will unfold but we hope for a better point of 
entry. We hope further that the gross yield, default rate and recovery rate in our own portfolio will 
prove better than the market.  If so, our potential gain would be even better than what’s been depicted 
above. 

We’ve just lived through the most prolific period of junk bond issuance in history.  Some $1.7 trillion 
worth of high-yield bonds have been issued since 2010 and more than $300 billion of those were CCC or 
non-rated.  We expect some portion of this to be our opportunity set. 

With the massive amount of loan issuance having occurred recently, many of these companies don’t 
have near-term refinancing or repayment risk.  The maturity bubble ramps with $760 billion of bonds 
maturing in 2020-22, roughly half of the high yield market.  That doesn’t mean that spreads and yields 
can’t blow out sooner.  The bonds of some companies that don’t have any debt maturities in the next 
few years are already trading at 50 cents. 

The default rate has begun to uptick contributing to the recent decline in high-yield bond prices.  Liberal 
loan issuance has led to an increase in defaults in the past and we don’t see why that wouldn’t be the 
case in the future. 

 
Easy credit  increase in defaults

28 

 

Yields could rise further if the economy weakens or a company missteps or faces a lack of capital 
available when existing debt matures. Any of those scenarios could provide us with an effective place to 
deploy capital in the not-too-distant future.  Until such time, there’s good reason for us to tread 
cautiously.  For example: 

 With more high-yield bonds having been issued than at any point in time in history, what 
happens when it comes time to refinance?  Will the yields and spread be higher than they are 
today, thereby increasing a company’s cost of debt?  Will enough capital even be available? 

 The high-yield market has never lived through an increase in rates.  What happens if rates rise? 
How many companies will remain solvent with higher borrowing costs? 

 Much of the liquidity in the high-yield market has dried up. As we pointed out last quarter, the 
bid/ask spread on corporate high yield lacks relevance, becoming more of an invitation than an 
actual indication with any real size on either side.  

                                                 
28

 J.P. Morgan; S&P LCD. January 4, 2016. 
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 There is some capitulation out there.  One well-known high-yield fund is in liquidation.  We 
believe the casualties we’ve seen thus far won’t be the last.  If it gets worse, it will get worse.  By 
that, we mean at the second derivative, selling begets selling.  When default rates rise, or if 
high-yield mutual funds suffer outflows, or if the economy weakens, then prices would likely 
follow. 

Members of our team have spent a tremendous amount of time since last summer analyzing distressed 
debt opportunities across the energy complex but we have failed to find a level of comfort to take any 
significant position.  Prices have been severely depressed but that doesn’t mean cheap.  Thus far, we 
can only be thankful as energy and related securities continue to find new lows and the bankruptcies 
filed have had a far lower-than-average recovery.  We frequently say that returns are sometimes driven 
not just by what you own but by what you don’t own.  There are other sectors on which we’ve spent 
time and some have made their way into the portfolio.  Should junk/distressed yields increase, you may 
expect that Crescent’s exposure will increase along with it.  We will spend some time discussing 
individual positions at that point. 

 

Conclusion 

Should markets continue to rise, those more aggressively postured will perform better than us but it 
does beg the question how one separates skill from excessive risk-taking.  Distinguishing between the 
two isn't easy and may even prove impossible.  It's easy to look smart in a rising market.  “Smart” are 
those who leverage a fully-invested portfolio.  “Smarter” still are those who invest in the most 
financially-leveraged entities.  It’s not until the temperature drops in an overheated market that one 
realizes that the “smart” managers may not be dressed appropriately.  We try not to lose our shirts and 
have historically been defensive in weaker market environments but we haven’t forgotten about the 
upside, having performed well over market cycles.  We hope that’s some indication of capability more 
than just assuming undue risk and relying on luck.   

We can look really smart or really stupid over the short-term.  We should be defined not by that, 
however, but by what happens over the long-term.  We think our strength is time arbitrage.  What isn’t 
attractive today will be so in the future as long as you have both the patience and the staying power to 
stick around.  Our broad charter, value-oriented philosophy, replicable process and intellectual honesty 
should put us in a position for that success as has been memorialized in our Investment Policy 
Statement, which is available for your review on our website (www.fpafunds.com).29  We appreciate our 
partnership. 

 

Respectfully submitted,  

 

Steven Romick 

Co-Portfolio Manager    

January 20, 2016 

 

                                                 
29

 http://www.fpafunds.com/docs/fpa-crescent-fund/2015-09-contrarian-value-policy-statement.pdf?sfvrsn=2 
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TICKER SHARES SECURITY MKT PRICE ($) MKT VALUE ($)

COUPON 

RATE

MATURITY 

DATE

% OF NET 

ASSET 

VALUE

AA 41,447,242        ALCOA INC. 9.87           409,084,278.54 2.26%

Y 269,755             ALLEGHANY CORPORATION 477.93       128,924,007.15 0.71%

GOOGL 220,277             ALPHABET INC - A 778.01       171,377,708.77 0.94%

GOOG 220,881             ALPHABET INC - C 758.88       167,622,173.28 0.93%

AXP 2,646,410          AMERICAN EXPRESS COMPANY 69.55         184,057,815.50 1.01%

AIG 7,968,850          AMERICAN INTERNATIONAL GROUP, INC. 61.97         493,829,634.50 2.73%

ADI 3,694,590          ANALOG DEVICES, INC. 55.32         204,384,718.80 1.13%

BUD 1,035,427          ANHEUSER-BUSCH INBEV SA/NV - ADR * 125.00       129,428,375.00 0.71%

AON 6,626,820          AON* 92.21         611,059,072.20 3.37%

BAC 17,637,420        BANK OF AMERICA CORPORATION 16.83         296,837,778.60 1.64%

CARLB_DC 1,921,844          CARLSBERG A/S - B * 88.59         170,259,350.91 0.94%

CSCO 14,580,120        CISCO SYSTEMS 27.16         395,923,158.60 2.19%

CIT 5,310,100          CIT GROUP 39.70         210,810,970.00 1.16%

C 9,672,130          CITIGROUP 51.75         500,532,727.50 2.76%

ESL 2,765,260          ESTERLINE TECHNOLOGIES CORPORATION 81.00         223,986,060.00 1.24%

OGZD_LI 12,690,400        GAZPROM OAO - ADR * 3.72           47,185,952.90 0.26%

GE 10,630,330        GENERAL ELECTRIC CO 31.15         331,134,779.50 1.83%

GENM_MK 67,555,200        GENTING MALAYSIA BERHAD * 1.02           68,821,039.85 0.38%

GBLB_BB 2,670,661          GROUPE BRUXELLES LAMBERT S.A. * 85.57         228,521,282.10 1.26%

HAL 2,926,070          HALLIBURTON COMPANY 34.04         99,603,422.80 0.55%

HEN_GR 1,279,421          HENKEL AG & CO. KGAA * 95.65         122,379,926.79 0.68%

IPG 8,986,600          INTERPUBLIC GROUP OF COMPANIES 23.28         209,208,048.00 1.15%

JM_SP 1,210,610          JARDINE MATHESON HOLDINGS LTD. * 48.43         58,626,854.51 0.32%

JS_SP 2,453,030          JARDINE STRATEGIC HOLDINGS LIMITED * 27.26         66,863,448.05 0.37%

JOY 2,515,660          JOY GLOBAL INC. 12.61         31,722,472.60 0.17%

LKOD_LI 1,455,100          LUKOIL OAO - ADR * 32.37         47,103,577.58 0.26%

MGGT_LN 42,460,160        MEGGITT PLC * 5.52           234,433,496.57 1.29%

MSFT 11,584,828        MICROSOFT 55.48         642,726,257.44 3.55%

MNOD_LI 4,377,920          MMC NORILSK NICKEL OJSC - ADR * 12.70         55,577,694.40 0.31%

NPN_SJ 3,268,832          NASPERS LIMITED - N SHARES * 136.68       446,797,933.52 2.46%

OXY 3,102,700          OCCIDENTAL PETROLEUM 67.61         209,773,547.00 1.16%

ORCL 20,521,170        ORACLE CORPORATION 36.53         749,638,340.10 4.14%

ORK_NO 7,781,690          ORKLA ASA 7.89           61,389,143.31 0.34%

OTHER 559,760,991.60 3.09%

OI 9,409,630          OWENS-ILLINOIS 17.42         163,915,754.60 0.90%

QCOM 2,726,990          QUALCOMM INCORPORATED 49.99         136,308,595.15 0.75%

ROSN_LI 5,711,200          ROSNEFT OIL COMPANY - REG S GDR * 3.48           19,852,131.20 0.11%

SBERP_RM 20,391,200        SBERBANK OF RUSSIA- PREFERENCE* 1.05           21,365,227.57 0.12%

SBER_LI 4,973,978          SBERBANK OF RUSSIA- ADR* 5.87           29,179,309.72 0.16%

1,146,250          SOUND HOLDINGS FP* 56.27         64,501,915.04 0.36%

SNGSP_RM 39,322,900        SURGUTNEFTEGAS - PREFERENCE * 0.61           23,801,781.84 0.13%

TEL 6,486,520          TE CONNECTIVTY 64.61         419,094,057.20 2.31%

TMO 1,638,180          THERMO FISHER SCIENTIFIC INC. 141.85       232,375,833.00 1.28%

UNA_NA 4,305,200          UNILEVER N.V. * 43.58         187,638,270.98 1.04%

UTX 5,222,610          UNITED TECHNOLOGIES CORPORATION 96.07         501,736,142.70 2.77%

WBA 461,300             WALGREENS BOOTS ALLIANCE INC 85.16         39,282,001.50 0.22%

WPP_LN 11,568,440        WPP PLC* 23.00         266,094,567.99 1.47%

YHOO 3,412,700          YAHOO 33.26         113,506,402.00 0.63%

TOTAL COMMON STOCK (LONG): 10,788,038,028.46 59.54%

 
FPA Crescent Fund 

Portfolio Holdings 
12/31/15 
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FPA Crescent Fund 

Portfolio Holdings 
12/31/15 

BABA (1,347,700)         ALIBABA GROUP* 81.27         (109,527,579.00) -0.61%

CCP (15,450)              CARE CAPITAL PROPERTIES 30.57         (472,306.50) 0.00%

PEI (600,700)            PENNSYLVANIA REAL ESTATE INVESTMENT TRUST 21.87         (13,137,309.00) -0.07%

PBI (401,000)            PITNEY BOWES INC. 20.65         (8,280,650.00) -0.05%

700_HK (23,897,100)       TENCENT HOLDINGS LIMITED * 19.58         (467,904,465.63) -2.58%

VTR (61,800)              VENTAS 56.43         (3,487,374.00) -0.02%

GWW (96,049)              W.W. GRAINGER, INC. 202.59       (19,458,566.91) -0.11%

4689_JP (7,121,600)         YAHOO! JAPAN CORPORATION* 4.06           (28,948,601.59) -0.16%

TOTAL COMMON STOCK (SHORT): (651,216,852.63)             -3.60%

12,000,000        U.S. FARMING REALTY TRUST I, L.P. 104.43       12,532,068.00 0.07%

35,000,000        U.S. FARMING REALTY TRUST II, L.P. 113.48       39,719,120.00 0.22%

TOTAL LIMITED PARTNERSHIPS: 52,251,188.00                0.29%

118,300,000      EUR CURRENCY 03/23/16 (118.3M EUR @ 1.093135) (181,156.70)                    0.00%

194,350,000      JPY PUT 03/24/22 95.00 (194.35M JPY @ $0.07525) 0.13           25,174,155.50                0.14%

TOTAL DERIVATIVES/FUTURES: 24,992,998.80                0.14%

TOTAL OTHER SECURITIES 77,244,186.80                0.43%

5,216,000          SPRINGLEAF FINANCIAL SERVICES 101.38       5,287,720.00 5.7500 9/15/2016 0.03%

8,980,000          SPRINGLEAF FINANCIAL SERVICES 102.25       9,182,050.00 6.5000 9/15/2017 0.05%

15,366,000        SPRINGLEAF FINANCIAL SERVICES 103.50       15,903,810.00 6.9000 12/15/2017 0.09%

4,893,000          BOMBARDIER 82.00         4,012,260.00 4.7500 4/15/2019 0.02%

28,058,000        BOMBARDIER 144A 80.50         22,586,690.00 7.7500 3/15/2020 0.12%

11,800,000        BOMBARDIER 69.75         8,230,500.00 5.7500 3/15/2022 0.05%

3,870,000          BOMBARDIER 70.35         2,722,545.00 6.0000 10/15/2022 0.02%

13,134,000        BOMBARDIER 70.00         9,193,800.00 6.1250 1/15/2023 0.05%

43,800,000        BOMBARDIER 70.94         31,070,625.00 7.5000 3/15/2025 0.17%

5,800,000          BOMBARDIER 66.75         3,871,500.00 7.4500 5/1/2034 0.02%

2,171,000          CALIFORNIA RESOURCES CORPORATION 35.25         765,277.50 5.0000 1/15/2020 0.00%

8,984,000          CALIFORNIA RESOURCES CORPORATION 31.25         2,807,500.00 5.5000 9/15/2021 0.02%

2,171,000          CALIFORNIA RESOURCES CORPORATION 30.75         667,582.50 6.0000 11/15/2024 0.00%

35,750,000        CALIFORNIA RESOURCES CORPORATION 52.25         18,679,375.00 8.0000 12/15/2022 0.10%

184,066,000      CONSOL ENERGY 62.25         114,581,085.00 5.8750 4/15/2022 0.63%

19,846,000        CONSOL ENERGY 66.25         13,147,975.00 8.0000 4/1/2023 0.07%

2,400,000          GLENCORE CANADA CORPORATION 98.00         2,352,000.00 5.5000 6/15/2017 0.01%

6,472,000          GLENCORE FINANCE CANADA 77.50         5,015,800.00 4.9500 11/15/2021 0.03%

13,300,000        GLENCORE FINANCE CANADA 75.00         9,975,000.00 4.2500 10/25/2022 0.06%

11,393,000        GLENCORE FINANCE CANADA 70.50         8,032,065.00 6.0000 11/15/2041 0.05%

10,600,000        GLENCORE FINANCE CANADA 70.80         7,504,800.00 5.5500 10/25/2042 0.04%

23,500,000        GLENCORE FUNDING LLC 81.00         19,035,000.00 3.1250 4/29/2019 0.11%

2,700,000          GLENCORE FUNDING LLC 76.50         2,065,500.00 2.8750 4/16/2020 0.01%

13,400,000        GLENCORE FUNDING LLC 72.00         9,648,000.00 4.6250 4/29/2024 0.05%

18,836,000        ISTAR FINANCIAL INC. 100.00       18,836,000.00 5.8750 3/15/2016 0.10%

4,964,000          ISTAR FINANCIAL INC. 101.75       5,050,870.00 5.8500 3/15/2017 0.03%

22,938,000        NAVISTAR INTL CORP 50.50         11,583,690.00 4.5000 10/15/2018 0.06%

34,244,000        NAVISTAR INTL CORP 52.00         17,806,880.00 4.7500 4/15/2019 0.10%

139,977,000      NAVISTAR INTL CORP 66.50         93,084,705.00 8.2500 11/1/2021 0.51%
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FPA Crescent Fund 

Portfolio Holdings 
12/31/15 

4,189,885          RELP-4 100.00       4,189,884.65 9.0000 12/20/2015 0.02%

10,067,465        RELP-5 100.00       10,067,465.26 9.5000 6/30/2016 0.06%

20,753,790        RELP-6 100.00       20,753,790.23 9.5000 8/18/2016 0.11%

4,366,796          RELP-7 100.00       4,366,796.34 11.2500 8/7/2017 0.03%

5,335,613          RELP-8 100.00       5,335,613.37 10.0000 10/17/2017 0.03%

6,217,886          RELP-9 100.00       6,217,886.00 9.0000 7/30/2017 0.03%

7,649,734          RELP-10 100.00       7,649,733.57 9.5000 11/20/2017 0.04%

16,185,744        RELP-11 100.00       16,185,743.88 10.7500 8/5/2018 0.09%

16,731,000        RICE ENERGY INC. 71.50         11,962,665.00 6.2500 5/1/2022 0.07%

18,800,000        SHIP LOAN PARTICIPATION (KAMSARMAX SHIPPING) 100.00 18,800,000.00 11.0000 9/4/2018 0.10%

64,666,001        SHIP LOAN PARTICIPATION (NORTHERN SHIPPING) 100.00 64,666,000.55 7.8000 12/24/2019 0.36%

28,841,000        WALTER INVESTMENT MANAGEMENT CORP. 4.50% 11/01/19 CV 67.25         19,395,572.50 4.5000 11/1/2019 0.11%

53,600,000        WALTER INVESTMENT MANAGEMENT CORP. 7.875% 12/15/21 80.00         42,880,000.00 7.8750 12/15/2021 0.24%

TOTAL CORPORATE BONDS & NOTES: 705,171,756.35              3.89%

1,491,090          STANWICH MORTGAGE LOAN TRUST SERIES 2009-2 44.72         666,815.44 2/15/2049 0.00%

1,350,524          STANWICH MORTGAGE LOAN TRUST SERIES 2010-1 50.58         683,095.22 9/30/2047 0.00%

10,630,975        STANWICH MORTGAGE LOAN TRUST SERIES 2010-2 50.42         5,360,137.39 2/28/2057 0.03%

5,949,414          STANWICH MORTGAGE LOAN TRUST SERIES 2010-3 50.03         2,976,491.90 7/31/2038 0.02%

6,829,809          STANWICH MORTGAGE LOAN TRUST SERIES 2010-4 50.50         3,449,053.75 8/31/2049 0.02%

12,868,564        STANWICH MORTGAGE LOAN TRUST SERIES 2011-1 52.74         6,787,253.90 6/30/2039 0.04%

7,401,540          STANWICH MORTGAGE LOAN TRUST SERIES 2011-2 53.52         3,961,333.95 9/15/2050 0.02%

7,022,168          STANWICH MORTGAGE LOAN TRUST SERIES 2012-2 42.50         2,984,421.34 3/15/2047 0.02%

10,391,650        STANWICH MORTGAGE LOAN TRUST SERIES 2012-4 46.00         4,780,158.80 6/15/2051 0.03%

95,676,683        SUNSET MORTGAGE LOAN COMPANY 2014 NPL-1 A 99.68         95,367,666.16 3.2282 8/16/2044 0.52%

50,248,446        SUNSET MORTGAGE LOAN COMPANY 2015 NPL-1 A 100.01       50,252,642.07 4.4586 9/16/2045 0.28%

TOTAL MORTGAGE BACKED SECURITIES 177,269,069.92              0.98%

TOTAL INVESTMENT SECURITIES: 11,096,506,188.90         61.24%

90,000,000        U.S. TREASURY NOTE 100.00       89,999,622.00 0.3750 1/15/2016 0.50%

50,000,000        U.S. TREASURY NOTE 100.11       50,055,340.00 2.0000 1/31/2016 0.28%

315,000,000      U.S. TREASURY NOTE 100.98       318,078,243.00 9.2500 2/15/2016 1.76%

20,000,000        U.S. TREASURY NOTE 100.28       20,055,186.00 2.1250 2/29/2016 0.11%

250,000,000      U.S. TREASURY NOTE 100.02       250,041,450.00 0.3750 3/15/2016 1.38%

305,000,000      U.S. TREASURY NOTE 100.46       306,417,884.00 2.3750 3/31/2016 1.69%

250,000,000      U.S. TREASURY NOTE 99.98         249,941,400.00 0.2500 4/15/2016 1.38%

250,000,000      U.S. TREASURY NOTE 100.71       251,765,800.00 2.6250 4/30/2016 1.39%

275,000,000      U.S. TREASURY NOTE 99.93         274,812,010.00 0.2500 5/15/2016 1.52%

245,000,000      U.S. TREASURY NOTE 100.52       246,272,260.50 1.7500 5/31/2016 1.36%

300,000,000      U.S. TREASURY NOTE 100.01       300,027,330.00 0.5000 6/15/2016 1.66%

160,000,000      U.S. TREASURY NOTE 99.98         159,972,912.00 0.5000 6/30/2016 0.88%

100,000,000      U.S. TREASURY NOTE 100.47       100,465,490.00 1.5000 6/30/2016 0.55%

16



 

TICKER SHARES SECURITY MKT PRICE ($) MKT VALUE ($)

COUPON 

RATE

MATURITY 

DATE

% OF NET 

ASSET 

VALUE

 
FPA Crescent Fund 

Portfolio Holdings 
12/31/15 

350,000,000      U.S. TREASURY NOTE 100.02       350,060,865.00 0.6250 7/15/2016 1.93%

275,000,000      U.S. TREASURY NOTE 100.50       276,366,062.50 1.5000 7/31/2016 1.53%

300,000,000      U.S. TREASURY NOTE 99.98         299,941,410.00 0.6250 8/15/2016 1.66%

250,000,000      U.S. TREASURY NOTE 99.89         249,730,100.00 0.5000 8/31/2016 1.38%

200,000,000      U.S. TREASURY NOTE 100.13       200,253,900.00 0.8750 9/15/2016 1.11%

300,000,000      U.S. TREASURY NOTE 100.20       300,605,460.00 1.0000 9/30/2016 1.66%

275,000,000      U.S. TREASURY NOTE 99.91         274,763,665.00 0.6250 10/15/2016 1.52%

360,000,000      U.S. TREASURY NOTE 99.71         358,938,288.00 0.3750 10/31/2016 1.98%

275,000,000      U.S. TREASURY NOTE 99.88         274,670,577.50 0.6250 11/15/2016 1.52%

275,000,000      U.S. TREASURY NOTE 100.07       275,204,105.00 0.8750 11/30/2016 1.52%

350,000,000      U.S. TREASURY NOTE 99.85         349,482,735.00 0.6250 12/15/2016 1.93%

300,000,000      U.S. TREASURY NOTE 99.92         299,767,590.00 0.7500 1/15/2017 1.65%

50,000,000        U.S. TREASURY NOTE 99.66         49,829,425.00 0.5000 1/31/2017 0.27%

TOTAL U.S GOVERNMENT AND AGENCIES 6,177,519,110.50           34.09%

CASH & EQUIVALENTS 845,811,402.89              4.67%

TOTAL CASH & EQUIVALENTS 7,023,330,513.39           38.76%

 

TOTAL NET ASSETS: 18,119,836,702.29         100.00%

* Indicates foreign security.

Portfolio Holding Submission Disclosure

The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 53212.

Except for certain publicly available information incorporated herein, the information contained in these materials is our confidential and proprietary information and 

is being submitted to you for your confidential use with the express understanding that, without our prior written permission, you will not release these materials or 

discuss the information contained herein or make reproductions of or use these materials for any purpose other than evaluating a potential advisory relationship with  

First Pacific Advisors.

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, sales charges, and other matters of interest to the prospective investor. 

Please read this Prospectus carefully before investing. The Prospectus may be obtained by visiting the website at 

www.fpafunds.com, by email at crm@fpafunds.com, toll-free by calling 1-800-982-4372 or by contacting the Fund in writing. 

Investments in mutual funds carry risks and investors may lose principal value. Stock markets are volatile and can decline significantly in response to adverse 

issuer, political, regulatory, market, or economic developments. Certain funds may purchase foreign securities, including American Depository Receipts (ADRs) and 

other depository receipts, which are subject to interest rate, currency exchange rate, economic and political risks; this may be enhanced when investing in emerging 

markets. 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.

The return of principal in a bond investment is not guaranteed. Bonds have issuer, interest rate, inflation and credit risks.  Lower rated bonds, callable bonds and 

other types of debt obligations involve greater risks.  Mortgage securities and asset backed securities are subject to prepayment risk and the risk of default on the 

underlying mortgages or other assets; derivatives may increase volatility.    

Portfolio composition will change due to ongoing management of the fund.  References to individual securities are for informational purposes only and should not be 

construed as recommendations by the Funds, Advisor or Distributor.
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Glossary of Terms (As of January 30, 2016) 

3:1 (3 to 1) - A term used to describe investments which the Fund seeks or owns.  We believe these type 
of investments to have approximately 3X as much upside potential as downside potential. 

AB Inbev - Anheuser Busch 

AIG - American International Group 

Barclays Aggregate Index provides a measure of the performance of the U.S. investment grade bonds 
market, which includes investment grade U.S. Government bonds, investment grade corporate bonds, 
mortgage pass-through securities and asset-backed securities that are publicly offered for sale in the 
United States. The securities in the Index must have at least 1 year remaining in maturity. In addition, the 
securities must be denominated in U.S. dollars and must be fixed rate, nonconvertible, and taxable.  

Barclays High Yield Index covers the universe of fixed rate, non‐investment grade debt. Eurobonds and 
debt issuer from countries designated as emerging markets (e.g. Argentina, Brazil, Venezuela, etc.) are 

excluded, but Canadian and global bonds (SEC registered) of issuers in non‐EMG countries are included. 
Original issue zeros, step‐up coupon structures, 144‐As and pay‐in‐kind (PIK, as of October 1, 2009) are 
also included.  

Basis point (bps) - A unit that is equal to 1/100th of 1%, and is used to denote the change in a financial 
instrument. 

Constant Maturity Swap (CMS) is a floating interest rate swap. In a constant maturity swap, the floating 
interest portion is reset periodically according to a fixed maturity market rate of a product with a duration 
extending beyond that of the swap's reset period. 

CNQ - Canadian Natural Resources 

Consumer Price Index (CPI), or a measure that examines the weighted average of prices of a basket of 
consumer goods and services, such as transportation, food and medical care. The CPI is calculated by 
taking price changes for each item in the predetermined basket of goods and averaging them; the goods 
are weighted according to their importance. 

Convenant-lite Loans - A type of loan whereby financing is given with limited restrictions on the debt-
service capabilities of the borrower. The issuance of covenant-lite loans means that debt is being issued, 
both personally and commercially, to borrowers with less restrictions on collateral, payment terms, and 
level of income. 

Debt/Capital (Debt-to-Capital) for a fund's underlying stock holdings is calculated by dividing each 
security's long-term debt by its total capitalization. 

Debt-to-Equity is the measure of a company's financial leverage calculated by dividing its total liabilities 
by stockholder's equity. 

Dividend Yield - A financial ratio that shows how much a company pays out in dividends each year 
relative to its share price. 

EBIT (Earnings Before Interest & Tax) is an indicator of a company's profitability, calculated as revenue 
minus expenses, excluding tax and interest. 

EBITA (Earnings before interest, taxes and amortization) is a financial indicator used widely as a 
measure of efficiency and profitability. 
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EBITDA (Earnings before Interest Tax Depreciation and Amortization ) is essentially net income with 
interest, taxes, depreciation, and amortization added back to it, and can be used to analyze and compare 
profitability between companies and industries because it eliminates the effects of financing and 
accounting decisions.  

ECB - European Central Bank 

Economic Value Added or EVA is the operating profit earned by a company minus its cost of capital. 

Effective Duration is the duration calculation for bonds with embedded options. Effective duration takes 
into account that expected cash flows will fluctuate as interest rates change. 

EV (Enterprise Value) - a measure of a company's value, often used as an alternative to straightforward 
market capitalization. Enterprise value is calculated as market cap plus debt, minority interest and 
preferred shares minus total cash and cash equivalents. 

ERP – Enterprise Resource Planning Software  

EPS (Earnings per share) is the portion of a company's profit allocated to each outstanding share of 
common stock.  

ETF is Exchange Traded Fund. It is a fund that tracks an index, but can be traded like a stock. 

Equity option - A privilege, sold by one party to another, that gives the buyer the right, but not the 
obligation, to buy (call) or sell (put) a stock at an agreed-upon price within a certain period or on a specific 
date. 

EU - European Union  

EV - Enterprise Value, or a measure of a company's value, often used as an alternative to straightforward 
market capitalization. Enterprise value is calculated as market cap plus debt, minority interest and 
preferred shares minus total cash and cash equivalents. 

Evergreen type of investments - This name comes from coniferous evergreen trees, which keep their 
leaves and stay green throughout the entire year, rather than losing them during winter. Similarly, 
evergreen funding or type of investments means capital is provided throughout the course of a company's 
development phase.  

GE - General Electric  

Gross yield is the yield on an investment before the deduction of taxes and expenses. 

High Yield is a term used to describe a high paying bond with a lower credit rating than investment-grade 
corporate bonds, Treasury bonds and municipal bonds. Because of the higher risk of default, these bonds 
pay a higher yield than investment grade bonds. 

High Yield spreads refers to the percentage difference in current yields of various classes of high-yield 
bonds (often junk bonds) compared against investment-grade corporate bonds, Treasury bonds or 
another benchmark bond measure. Spreads are often expressed as a difference in percentage points or 
basis points (which equal one-one hundredth of a percentage point).  

High Yield Option adjusted spread refers to the difference between the fixed-income rate and the risk-
free rate and then adjusts that figure to account for an embedded option in the contract.  
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Junk bond - A colloquial term for a high-yield or non-investment grade bond. Junk bonds are fixed-
income instruments that carry a rating of 'BB' or lower by Standard & Poor's, or 'Ba' or below by Moody's. 

M&A - Mergers and Acquisitions 

Margin of safety - Buying with a “margin of safety,” a phrase popularized by Benjamin Graham and 
Warren Buffet, is when a security is purchased for less than its estimated value. This helps protect 
against permanent capital loss in the case of an unexpected event or analytical mistake. A purchase 
made with a margin of safety does not guarantee the security will not decline in price. 

Mark-to-Mark Value is the current market value. 

Net yield with respect to high yield bonds is the gross yield –(default rate x (1-recovery rate).  

Par-weighted default rate -  The rate of borrowers who fail to remain current on their loans based on the 
par amount. 

Price-to-Book (P/B) - A ratio used to compare a stock's market value to its book value. It is calculated by 
dividing the current closing price of the stock by the latest quarter's book value per share.  

Price/Earnings ratio (P/E) is the price of a stock divided by its earnings per share. 

Price-to-Sales (P/S) is a ratio valuing a stock relative to its own past performance. Price to sales is 
calculated by dividing a stock's current price by its revenue per share in most recent year. 

The Russell 3000 Index measures the performance of 3,000 publicly held US companies based on total 
market capitalization, which represents approximately 98% of the investable US equity market.  

The Russell 3000 Growth Index includes companies that display signs of above average growth. The 
index is used to provide a gauge of the performance of growth stocks in the U.S. 

The Russell 3000 Value Index is a market-capitalization weighted equity index maintained by the 
Russell Investment Group and based on the Russell 3000 Index, which measures how U.S. stocks in the 
equity value segment perform. Included in the Russell 3000 Value Index are stocks from the Russell 3000 
Index with lower price-to-book ratios and lower expected growth rates. 

S&P 500 Index includes a representative sample of 500 leading companies in leading industries of the 
U.S. economy. The index focuses on the large-cap segment of the market, with over 80% coverage of 
U.S. equities, but is also considered a proxy for the total market.  

Shiller based PE methodology – Robert J. Shiller, an American academic, applies a cyclically adjusted 
P/E ratio to assist in the valuation of equities. The method uses ten years, worth of trailing earnings to 
account for the business cycle. This allows you to have a "normalized" growth rate.  

Short selling is the selling of a stock that the seller doesn't own. 

YTM is yield to maturity or the amount that an investor will gain from a bond over its life if the issuer does 
not repay it before the set time. 

YTW is yield to worst or the lowest amount that an investor will make from a bond, computed by using the 
lower of the yield to maturity and the yield to call on every call date. 
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