
 

 

 

 
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 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 calling toll-free,     
1-800-982-4372, or by contacting the Fund in writing. 
 
 

Average Annual Total Returns (%) 

 
 
 

Periods greater than one year are annualized. Performance is calculated on a total return basis which 
includes reinvestment of all distributions. 

 

* The Fund commenced 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.  FPA Crescent Fund’s objectives, policies, guidelines, and 
restrictions are, in all material respects, equivalent to those of the predecessor fund. 
 

Market Cycle Performance reflects the two most recent market cycles (peak to peak) defined as a period 
that contains a decline of at least 20% from the previous market peak over at least a two-month period 
and a rebound to establish a new peak above the prior market peak. The current cycle is ongoing and 
thus presented through the most recent quarter-end.  Once the cycle closes, the results presented may 
differ materially. 

 

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. The Fund’s expense ratio as of its 
most recent prospectus is 1.09%. A redemption fee of 2% will be imposed on redemptions within 
90 days. Current month-end performance data may be obtained at www.fpafunds.com or by 
calling toll-free, 1-800-982-4372. 

 

Please see important disclosures at the end of the commentary. 

 

 

 

 

 

 

 

                   
 Market Cycle 
Performance  

As of Date: 6/30/17 
Since 
6/2/93 

20 Years 15 Years 10 Years 5 Years 3 Years 1 Year YTD QTR 
10/10/07
-6/30/17 

3/25/00-
10/9/07 

FPA Crescent Fund 10.39 8.85 8.69 6.63 9.51 4.89 15.84 5.27 1.84 6.77 14.70 

S&P 500 9.35 7.15 8.34 7.18 14.63 9.61 17.90 9.34 3.09 6.89 2.00 

MSCI ACWI - - - - 10.54 4.82 18.78 11.48 4.27 3.21 - 
60% S&P500/ 
40% BBgBarc US Agg 

8.04 6.71 7.06 6.40 9.64 6.85 10.33 6.48 2.43 6.17 3.97 

CPI NA NA NA NA NA NA NA NA NA NA 2.75 
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Introduction 

Dear Shareholders: 

Global markets had a strong performance in the second quarter of 2017.  The FPA Crescent Fund (“the 
Fund”) returned 1.84% in the second quarter. This compares to the 3.09% return of the S&P 500 and the 
4.27% return of the MSCI ACWI indices in the same period.  Year-to-date, the Fund has returned 5.27%, 
as compared to the 9.34% return of the S&P 500 and the 11.48% return of the MSCI ACWI indices. 

Portfolio Commentary 

The Fund’s top five performing positions added 1.83% to our return, while the bottom five detracted 
-1.18%.1  We did not find any meaningful surprises when our companies reported prior quarter earnings.
(We address the Naspers/Tencent pair trade later in this commentary.)

Q2 2017 Winners and Losers 

Winners Losers 

Oracle Corp Naspers/Tencent Pair Trade 

CIT Group Arconic Inc 

Citigroup Cisco Systems 

Aon Plc General Electric  

United Technologies Corp Analog Devices 

Unusually, we did not initiate a position in any new company during the second quarter, a function of an 
elevated market. 

In a recent speech, I shared some views that explain our current thinking about stock and corporate bond 
markets and our resulting current portfolio positioning.  I refer you to Two Decades of Winning by not 
Losing (attached), where we suggest that always owning the hot stocks may not be necessary to keep up 
with the equity market over time. 

Markets and Economy 

Despite the turbulent changes to the political terrain in the United States and Europe, the global economy 
continues to putt-putt along, much as it did before Brexit and the U.S. elections.  The U.S is now in year 
nine of its economic expansion – the third longest since 1900.  Yet despite its long duration, the rate of 
GDP growth has fallen well below past expansions.2  

Low interest rates and the absence of bad news have been the twin pillars underpinning stable markets 
worldwide.  The S&P 500 is in its 99th month of a bull market – the second longest since 1926, and hasn’t 
corrected more than 20% since 2009.3 US stocks trade at historically high valuations, which we believe is 
more a function of the low rates than earnings growth. 

1 Reflects the top contributors and top detractors to the Fund’s performance based on contribution to return for the quarter.  
2 Since the Great Recession (2008/09), GDP growth has averaged just 2.1%, as compared to the prior two expansions: 3.2% (1992-
2007) and 4.1% (1983-1990).  Average GDP growth since 1948 has been 3.2%; since this includes all recessions, the current 
expansion looks all the more anemic (St. Louis Federal Reserve (FRED)). 
3 The longest bull market since 1926 lasted 113 months from October 1990 to March 2000 (J.P. Morgan US Guide to the Markets 
(6/30/2017)).  

FPA Crescent Fund
Second Quarter 2017 Commentary

1

http://fpafunds.com/docs/special-commentaries/two-decades-of-winning-by-not-losing_may-201791EDCCEAD617.pdf?sfvrsn=2
http://fpafunds.com/docs/special-commentaries/two-decades-of-winning-by-not-losing_may-201791EDCCEAD617.pdf?sfvrsn=2


Other parts of the world are less expensive – not to be confused with inexpensive.  The MSCI ACWI has 
a median valuation higher than the prior two market peaks.  Asia and Emerging Markets are trading 
closer to their median valuation. At best, one can argue that parts of the world are relatively cheap, which 
causes us to be less active buyers while we await better values. 

Median Valuations at Most Recent Market Peaks vs. June 30, 20174 

U.S. (S&P 500) Global (MSCI ACWI) 

P/E P/S P/B CAPE P/E P/S P/B CAPE 

Mar 31, 2000 18.9 1.4 2.9 43.2 16.2 1.0 1.9 N/A 

Sep 30, 2007 18.2 1.7 3.1 26.7 17.8 1.7 2.6 28.6 

Jun 30, 2017 21.2 2.5 3.3 29.8 18.4 1.8 1.9 20.0 

Just because we aren’t actively allocating capital doesn’t mean that everyone else is standing still.  Given 
continued low interest rates, the prospect of an economic Armageddon having faded into the past with 
nothing looming on the horizon, and a lack of investment alternatives, stock markets seem to be one of 

the few games in towns, villes, stadts, cittas, ciudads, 都市 ….  From these more elevated levels, we 

expect to see less robust returns over the not-so-foreseeable intermediate term. 

Part of our historical bread and butter has been finding opportunities in the high yield sector, but today we 
find the bread burned.  The yield-to-worst of the US high yield market is a paltry 5.7%, while the EU high 
yield sector offers a pathetic 2.7%. Importantly, those yields are gross of some future default and 
recovery rates.  If one were to look at the US as a proxy over the past thirty-five years, with an average 
default rate of 3.7% and recovery of 40.9%, the US gross yield would be reduced to a net yield of 3.5%.  
In Europe, the return would be negative.5  

High? Yield6 

US EU 

Yield, gross 5.7% 2.7% 

Default rate, historical -3.7% -4.6%

Recovery rate, historical 40.9% 38.4% 

Net default -2.2% -2.8%

Yield, net 3.5% -0.1%

We have called this set-up “return-free risk.”  We won’t put our/your capital in the position of having to 
bank on interest rates remaining low – and a good economy keeping defaults at bay – in order to justify 
participating in the high yield sector.  What we might otherwise have invested in high yield in a riper 
period stays on the sidelines in cash until the return justifies the risk.  

Investing 

The three current investments discussed below can serve as a window into our investment philosophy 
and process. 

4 P/E = Price/Earnings median value of underlying securities. P/S = Price/Sales median value of underlying securities. P/B = 
Price/Book median value of underlying securities.  CAPE Ratio = value of Price/average 10-year earnings, adjusted for inflation. 
CAPE is not available for MSCI ACWI as the index was created in 1995 (Bloomberg, Research Affiliates). 
5 Default rates have reached double digits in past and recoveries have been in the low 20% range.  Most recently, 10.3% of the US 
high yield market defaulted in 2009 and the recovery was just 22.4% (J.P. Morgan, Moody’s Investors Service, S&P LCD using data 
from 1982-2016). 
6 US gross yield as of 6/30/17:  BofA Merrill Lynch High Yield Master Index II (H0A0); US default and recovery rates: J.P. Morgan,  
Moody’s Investors Service, S&P LCD using year-end data from 1982-2016;  EU gross yield as of 6/30/2017: BofA Merrill Lynch Euro 
High Yield Index; EU default rate: J.P. Morgan Europe Guide to the Markets (6/30/2017); EU recovery rate: Moody’s Investors 
Service using 1985-Q3 2016 data 
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Naspers/Tencent Arbitrage 

We have been long Naspers and short Tencent for longer (and less profitably) than we care to remember.  
Naspers, a South African holding company, made a prescient investment in Tencent, a technology 
business with a market capitalization among the top 10 globally. Naspers’ $34 million investment in 2001 
is now valued at $113 billion – a 63% IRR. The passion to own Tencent shares has caused it to be valued 
at 40x current year’s earnings (36x excluding cash and investments) and dwarfs investor interest in 
Naspers. Its Tencent stake now exceeds its $86 billion market cap by $28 billion!7 We don’t believe this 
should be the case. Naspers profitably operates a Pay TV business in South Africa and has made 
successful investments in other valuable technology investments, such as Allegro, Avito and Ibibo. Yet, 
the market insists on paying us to own Naspers.  Unfortunately, we’re being paid far more today than 
when we initiated the trade. The price of the Naspers ‘stub’ was trading then at negative $1.5 billion but is 
now trading at negative $27 billion.  

The charts below show the points in time we initiated and added to the Fund’s position. Although paired 
trades have a long and short component, we refer to them in the following charts as Buy and Sell, 
reflecting when we put trades in and when we took them out of the portfolio, respectively.  If nothing else, 
you should note that we have no ability to pick either bottoms or tops.  We continue to think, however, 
that Naspers will not be valued so irrationally in the future.   

Naspers Stub (i.e., Naspers ex-Tencent) 
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We’ve had experience waiting things out in the past.  A similar thought process led us to invest in Renault 
at two different times (in 2006 and in 2012-2013), while shorting its ownership stakes in Nissan and Volvo 
Truck — whose combined value exceeded Renault.  In the most recent instance, we established our 
position when their Nissan and Volvo Truck interests exceeded Renault’s enterprise value.  The market 
was paying us to own Renault, but its stock price appreciated slower than that of its equity stakes, 
creating unrealized losses in our portfolios.  This lasted for ~1.5 years but eventually the market 
appreciated that Renault was worth more than zero, let alone a negative number, and we profitably 
unwound our trade. 

7S&P Capital IQ  (7/12/2017) 
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Renault Stub (i.e., Renault ex-Nissan and ex-Volvo Truck) 
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We anticipate that the same could be true of Naspers/Tencent.  Nevertheless, this trade exemplifies both 
the type of attractive risk/reward sought by our Contrarian Value team, and our willingness to buy down 
as long as the thesis remains intact. 

(For more detailed attributes of the Naspers/Tencent trade, including a description of each business and 
our investment thesis, please see my speech to CFA Society of Chicago: Don’t Be Surprised.) 

Sears Canada Loans 

We made a loan to Sears Canada in the second quarter, the details of which you may find in the Two 
Decades of Winning by Not Losing speech I referenced earlier. I suggested that its existential challenges 
were similar to many other brick-and-mortar retailers and that it could very well go bankrupt at some point.  
Well, that point came within months of the loan origination.  Since we underwrote the loan predicated on 
liquidation value, we remain comfortable that we will be paid in full in the next couple of months.  We 
expect that our 2% commitment fee will now be amortized over a shorter maturity, resulting in a higher-
than-budgeted IRR. 

We are in the process of seeking to fund the DIP (debtor-in-possession) loan that, if approved by the 
Canadian courts, will allow the company to conduct either its restructuring or its liquidation in an orderly 
manner. 

This prospective DIP loan should afford us somewhat better asset coverage, with a higher starting yield, 
an additional and higher commitment fee, and a shorter expected duration, which we think should result 
in underwriting at a higher than expected IRR, as exhibited in the table below.8   

8 By making the prospective DIP loan on the heels of our secured loan, it is as if we will have received 5.5% in advance (2% for the 
Secured Loan and 33.5% for the DIP).  
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Sears Canada Loans9 

Secured Loan Prospective DIP 

Terms 

Coupon Libor + 9.75% Libor +11.0% 

Commitment fee 2.0% 3.5% 

Expected term 1-3 years <1 year 

Asset coverage 

Loan made with liquidation in mind, not as going concern 

Secured by inventory, receivables, and real estate 

Loan-to-value <60% 

Return target 

Budgeted IRR >11% >17%10

Financials 

The Fund’s investment in balance sheet intensive financials have performed well over the past year.  
Earnings have improved and book value has increased but the largest driver has been an increase in 
valuation, as seen in the table below. In that time, the Price/Tangible Book ratio of our portfolio of 
financials has increased from 0.73x to 1.04x. 

FPA Crescent Balance Sheet Intensive Financials11 

Q1 2016 Q2 2017 Q1 2017 2016 

P/TB P/TB TE/TA ROTE 

Citigroup 0.67x 1.01x 11.3% 7.6% 

Bank of America 0.84x 1.41x 9.0% 9.8% 

CIT Group 0.64x 1.06x 15.0% 7.0% 

AIG 0.84x 0.83x 15.2% 6.0% 

Leucadia 0.78x 1.19x 19.7% 1.6% 

Ally 0.69x 0.74x 8.1% 8.1% 

Average 0.73x 1.04x 13.1% 6.7% 

As we discussed more than a year ago, we thought it was reasonable to expect equity-like returns in all 
but extremely negative scenarios.  Our companies still trade at a discount to historic norms based on 
tangible book value, as exhibited in the chart below, but can no longer be viewed as “dirt” cheap.  

9 Expected term and budgeted IRR based on FPA estimates. There is no guarantee that our estimates will be correct. These 
estimates are subject to change based on various factors (e.g., market conditions), many of which are outside our control.   
10 Return target assumes approval by Canadian bankruptcy courts of Prospective DIP financing on the terms proposed. 
11 Balance sheet intensive financials only. P/TB = Price/Tangible Book. TE/TA = Tangible Equity/Tangible Assets. ROTE = Return 
on Tangible Equity and includes FPA adjustments. Q1 2016 P/TB = Q1 2016 Price/ Q1 2016 Tangible Book.   Q2 2017 P/TB = Q2 
2017 Price/ Q1 2017 Tangible Book. Q1 2017 TE/TA = Q1 2017 Tangible Equity/ Q1 2017 Tangible Assets. AIG figures are as of 
previous year-end except Q2 2017 which uses 6/30/2017 price divided by 12/31/2016 tangible book value (Bloomberg). 
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S&P 500 Financials Price/Tangible Book 
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S&P 500 Financials P/TBV Average Since 1995

The current investment case for these financials to continue to perform well increasingly relies on a 
continued favorable regulatory climate, our avoiding a recession, increasing capital return  – the recent 
CCAR12 is a step in the right direction – and, in some cases, higher interest rates and/or a steeper yield 
curve.   

If our portfolio companies can improve ROTE to an average of 12% (less than their historical average) 
and trade at 1.25x their TBV (up slightly more than current TBVs and still a sizeable discount to historical 
multiples as depicted in the prior graph) our positions would offer decent returns over the next three 
years.  Note, however, that a little more than a year ago, when these institutions were trading at just 0.75x 
book, we believed we were well-protected on the downside (and we had more upside).  We don’t have 
that same protection today. 

Financials 3-year Cumulative Return Potential13 

This chart is a hypothetical illustration of mathematical principals only. It does not imply any future performance of the fund and past 
performance is no guarantee of future results. 

12 Comprehensive Capital Analysis and Review:  a federally- required stress test that is held annually to determine the financial 
resilience of the nation’s large bank holding companies. 
13 FPA estimates. TBV (tangible book value) multiples are equal-weighted between the financials owned by Crescent (first chart in 
section) and not representative of the TBV for the positions in the Fund. Current Return on Tangible Equity as of YE 2016. The table 
assumes a price to tangible book value of 1.05x and compounds returns over 3-years using a return rate of tangible equity listed in 
each column. 

6% 7% 8% 9% 10% 11% 12% 13%

1.45 64% 69% 74% 79% 84% 89% 94% 99%

1.35 53% 58% 62% 67% 71% 76% 81% 86%

1.25 42% 46% 50% 54% 58% 63% 67% 72%

1.15 30% 34% 38% 42% 46% 50% 54% 58%

1.05 19% 23% 26% 30% 33% 37% 40% 44%

0.95 8% 11% 14% 17% 20% 24% 27% 31%

0.85 -4% -1% 2% 5% 8% 11% 14% 17%

0.75 -15% -12% -10% -7% -5% -2% 0% 3%

0.65 -26% -24% -22% -20% -18% -15% -13% -11%

0.55 -38% -36% -34% -32% -30% -28% -26% -24%
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We aren’t finding much of anything that’s so statistically inexpensive, which explains why we maintain a 
significant position in these financials although we have taken some money off the table.  Our exposure to 
balance sheet intensive financials at quarter-end stands at 14.7%.  

Closing 

The business of investing is harder than investing itself because one must ably manage both the capital 
and the high expectations of others.  It is unlikely that every client’s expectations mirror those of their 
investment counselor or fund.  We write and speak so we can inform our co-investors about our 
philosophy and current positioning, but recognize that we can only realize long-term success by 
remaining true to our longstanding investment philosophy, even in those periods where it might not align 
with the general tenor of the market.  

We have enough self-awareness to know that we’re not smart enough to determine the direction of either 
markets or economies, and appreciate that more things might happen than will happen.  We therefore 
leave the future to either the more capable or more foolhardy.  We can only speak to a present dictated 
by price and with that in hand, we always query: does an asset price today afford us an acceptable rate of 
return after taking into account the good, the bad, and the ugly?  Should we find a good business (or 
other asset), and should winning offer a return well in excess of what might be lost in our downside case, 
and should chance to win be more likely than the chance to lose, then we’ll be buyers.  Until such time, 
we exercise a patience – a quantity seemingly in limited supply today.  I wish I could remember where I 
recently read one person’s clear view of the stock market, so I’ll paraphrase: “Markets are only lived 
forwards, but only understood backwards.” 

Respectfully submitted, 

Steven Romick 
Portfolio Manager 
July 28, 2017 
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Important Disclosures 

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

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 
Fund, the portfolio managers, or the Distributor. It should not be assumed that future investments will be 
profitable or will equal the performance of the security examples discussed. The portfolio holdings as of 
the most recent quarter-end may be obtained at www.fpafunds.com.  

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. The Fund 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; these risks may be heightened when investing in emerging markets. Small 
and mid-cap stocks involve greater risks and may 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.  

Interest rate risk is the risk that when interest rates go up, the value of fixed income securities, such as 
bonds, typically go down and investors may lose principal value. Credit risk is the risk of loss of principal 
due to the issuer’s failure to repay a loan. Generally, the lower the quality rating of a security, the greater 
the risk that the issuer will fail to pay interest fully and return principal in a timely manner. If an issuer 
defaults the security may lose some or all of its value. 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-backed 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. 

Value securities, including those selected by the Fund’s portfolio managers, are subject to the risk that 
their intrinsic value may never be realized by the market because the market fails to recognize what the 
portfolio managers consider to be their true business value or because the portfolio managers have 
misjudged those values. In addition, value style investing may fall out of favor and underperform growth 
or other styles of investing during given periods.  

The Morningstar Nominee for the Manager of the Year award is presented each year to recognize a 
manger's past achievements. Morningstar fund analysts narrow the universe for the award, and the 
winner is then selected by Morningstar's entire team of mutual fund analysts. The award is presented to 
fund managers who have distinguished themselves over the past calendar year and have achieved 
strong risk-adjusted historical performance through the careful execution of a solid investment strategy 
and responsible fund stewardship. Past performance is no guarantee of future results. 

Index Definitions 

The S&P 500 Index includes a representative sample of 500 hundred 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.  
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MSCI ACWI Index is a free float-adjusted market capitalization weighted index that is designed to 
measure the equity market performance of developed and emerging markets. The MSCI ACWI consists 
of 44 country indices comprising 23 developed and 21 emerging market country indices.  

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 (CPI) is an unmanaged index representing the rate of the inflation of U.S. 
consumer prices as determined by the U.S. Department of Labor Statistics. The CPI is presented to 
illustrate the Fund’s purchasing power against changes in the prices of goods as opposed to a 
benchmark, which is used to compare the Fund’s performance. There can be no guarantee that the CPI 
will reflect the exact level of inflation at any given time.  

60% S&P500/ 40% Barclays Aggregate Index is a hypothetical combination of unmanaged indices and 
comprises 60% S&P 500 Index and 40% Barclays Aggregate Index, the Fund’s neutral mix of 60% stocks 
and 40% bonds.  

Indices are unmanaged, do not reflect any commissions or fees which would be incurred by an investor 
purchasing the underlying securities. Investors cannot invest directly in an index.  

Other Definitions 

Alpha – the excess returns of a fund relative to the return of a benchmark index. 

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

Long Equity Performance represents the performance of stocks that the Fund owned over the given 
time periods and excludes short-sales, limited partnerships, derivatives/futures, corporate bonds, 
mortgage backed securities, and cash and cash equivalents. 

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.  

Intrinsic Value refers to the value of a company, stock, currency or product determined through 
fundamental analysis without reference to its market value. 

Trailing twelve month earnings – the sum of a company’s earnings per share for the previous four 
quarters. 

The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 
53212. 
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Important Disclosures 
 
The views expressed herein and any forward-looking statements are as of the date of the publication and 
are those of the portfolio management team. Future events or results may vary significantly from those 
expressed and are subject to change at any time in response to changing circumstances and industry 
developments. This information and data has been prepared from sources believed reliable, but the 
accuracy and completeness of the information cannot be guaranteed and is not a complete summary or 
statement of all available data.  

 

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 
Fund, the portfolio managers, or the Distributor. It should not be assumed that future investments will be 
profitable or will equal the performance of the security examples discussed. The portfolio holdings as of 
the most recent quarter-end may be obtained at www.fpafunds.com.  

 

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. The Fund 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; these risks may be heightened when investing in emerging markets. Small 
and mid-cap stocks involve greater risks and may 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.  

 

Interest rate risk is the risk that when interest rates go up, the value of fixed income securities, such as 
bonds, typically go down and investors may lose principal value. Credit risk is the risk of loss of principal 
due to the issuer’s failure to repay a loan. Generally, the lower the quality rating of a security, the greater 
the risk that the issuer will fail to pay interest fully and return principal in a timely manner. If an issuer 
defaults the security may lose some or all of its value. 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-backed 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. 

 

Value securities, including those selected by the Fund’s portfolio managers, are subject to the risk that 
their intrinsic value may never be realized by the market because the market fails to recognize what the 
portfolio managers consider to be their true business value or because the portfolio managers have 
misjudged those values. In addition, value style investing may fall out of favor and underperform growth 
or other styles of investing during given periods.  

 

The Morningstar Nominee for the Manager of the Year award is presented each year to recognize a 
manger's past achievements. Morningstar fund analysts narrow the universe for the award, and the 
winner is then selected by Morningstar's entire team of mutual fund analysts. The award is presented to 
fund managers who have distinguished themselves over the past calendar year and have achieved 
strong risk-adjusted historical performance through the careful execution of a solid investment strategy 
and responsible fund stewardship. Past performance is no guarantee of future results. 

 

Index Definitions  

 

The S&P 500 Index includes a representative sample of 500 hundred 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.  

 

10

http://www.fpafunds.com/


MSCI ACWI Index is a free float-adjusted market capitalization weighted index that is designed to 
measure the equity market performance of developed and emerging markets. The MSCI ACWI consists 
of 44 country indices comprising 23 developed and 21 emerging market country indices.  

 

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 (CPI) is an unmanaged index representing the rate of the inflation of U.S. 
consumer prices as determined by the U.S. Department of Labor Statistics. The CPI is presented to 
illustrate the Fund’s purchasing power against changes in the prices of goods as opposed to a 
benchmark, which is used to compare the Fund’s performance. There can be no guarantee that the CPI 
will reflect the exact level of inflation at any given time.  

 

60% S&P500/ 40% Barclays Aggregate Index is a hypothetical combination of unmanaged indices and 
comprises 60% S&P 500 Index and 40% Barclays Aggregate Index, the Fund’s neutral mix of 60% stocks 
and 40% bonds.  

 

Indices are unmanaged, do not reflect any commissions or fees which would be incurred by an investor 
purchasing the underlying securities. Investors cannot invest directly in an index.  

 

Other Definitions 

 

Alpha – the excess returns of a fund relative to the return of a benchmark index. 

 

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

 

Long Equity Performance represents the performance of stocks that the Fund owned over the given 
time periods and excludes short-sales, limited partnerships, derivatives/futures, corporate bonds, 
mortgage backed securities, and cash and cash equivalents. 

 

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.  
 

Intrinsic Value refers to the value of a company, stock, currency or product determined through 
fundamental analysis without reference to its market value. 
 

Trailing twelve month earnings – the sum of a company’s earnings per share for the previous four 
quarters. 
 

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

SHARES / 

PRINCIPAL SECURITY COUPON RATE (%) MATURITY DATE MKT PRICE ($) MKT VALUE ($)

% OF NET 

ASSET VALUE

COMMON STOCKS (LONG)

AA 3,866,740           ALCOA INC. 32.65                 126,249,061 0.7%

ALLY 9,942,850           ALLY FINANCIAL 20.90                 207,805,565 1.2%

GOOG 220,881              ALPHABET INC - C 908.73               200,721,191 1.1%

GOOGL 220,277              ALPHABET INC - A 929.68               204,787,121 1.2%

AABA 4,847,270           ALTABA INC 54.48                 264,079,270 1.5%

AXP 2,630,010           AMERICAN EXPRESS COMPANY 84.24                 221,552,042 1.3%

AIG 7,840,680           AMERICAN INTERNATIONAL GROUP, INC. 62.52                 490,199,314 2.8%

ADI 3,176,140           ANALOG DEVICES, INC. 77.80                 247,103,692 1.4%

AON 3,734,880           AON PLC* 132.95               496,552,296 2.8%

ARNC 15,228,573         ARCONIC 22.65                 344,927,178 2.0%

BIDU 1,282,010           BAIDU INC. - ADR* 178.86               229,300,309 1.3%

BAC 18,801,990         BANK OF AMERICA CORPORATION 24.26                 456,136,277 2.6%

CSCO 11,070,960         CISCO SYSTEMS 31.30                 346,521,048 2.0%

CIT 9,091,855           CIT GROUP 48.70                 442,773,339 2.5%

C 8,308,010           CITIGROUP 66.88                 555,639,709 3.2%

ESL 2,863,871           ESTERLINE TECHNOLOGIES CORPORATION 94.80                 271,494,971 1.5%

OGZD LI 12,690,400         GAZPROM OAO - ADR* 3.96                   50,228,603 0.3%

GE 11,884,830         GENERAL ELECTRIC CO 27.01                 321,009,258 1.8%

GBLB BB 2,851,023           GROUPE BRUXELLES LAMBERT S.A.* 96.27                 274,473,102 1.6%

JS SP 2,067,360           JARDINE STRATEGIC HOLDINGS LIMITED* 41.69                 86,188,238 0.5%

LM 3,669,319           LEGG MASON, INC. 38.16                 140,021,213 0.8%

LNTA LI 8,153,870           LENTA LTD 144A* 5.81                   47,373,985 0.3%

LUK 16,096,920         LEUCADIA NATIONAL CORPORATION 26.16                 421,095,427 2.4%

LPLA 4,165,970           LPL FINANCIAL HOLDINGS INC. 42.46                 176,887,086 1.0%

LKOD LI 1,455,100           LUKOIL OAO - ADR* 48.70                 70,863,370 0.4%

MGGT LN 38,965,308         MEGGITT PLC* 6.21                   242,028,427 1.4%

MSFT 5,727,360           MICROSOFT 68.93                 394,786,925 2.2%

MNOD LI 4,377,920           MMC NORILSK NICKEL OJSC - ADR* 13.80                 60,415,296 0.3%

MYL 6,341,690           MYLAN NV* 38.82                 246,184,406 1.4%

NPN SJ 3,281,487           NASPERS LIMITED - N SHARES* 194.53               638,363,036 3.6%

2,431,709           NEXEO SOLUTIONS - FOUNDER SHARES 3.10                   7,539,164 0.0%

NXEO 17,691,717         NEXEO SOLUTIONS INC. 8.30                   146,841,251 0.8%

OXY 620,540              OCCIDENTAL PETROLEUM 59.87                 37,151,730 0.2%

ORCL 15,311,810         ORACLE CORPORATION 50.14                 767,734,153 4.4%

OI 8,912,900           OWENS-ILLINOIS 23.92                 213,196,568 1.2%

QCOM 2,340,250           QUALCOMM INCORPORATED 55.22                 129,228,605 0.7%

ROSN LI 5,711,200           ROSNEFT OIL COMPANY - REG S GDR* 5.44                   31,040,372 0.2%

1,146,250           SOUND HOLDINGS FP* 21.30                 24,418,078 0.1%

SNGSP RM 39,322,900         SURGUTNEFTEGAS - PREFERENCE* 0.48                   18,996,345 0.1%

TEL 4,470,390           TE CONNECTIVTY 78.68                 351,730,285 2.0%

TMO 1,134,900           THERMO FISHER SCIENTIFIC INC. 174.47               198,006,003 1.1%

UNA NA 1,756,570           UNILEVER N.V.* 55.19                 96,942,765 0.6%

UTX 4,341,290           UNITED TECHNOLOGIES CORPORATION 122.11               530,114,922 3.0%

WPP LN 10,495,478         WPP PLC* 21.02                 220,631,082 1.3%

TOTAL COMMON STOCK (LONG) 11,049,332,078 62.8%

COMMON STOCKS (SHORT)

BABA (1,426,540)          ALIBABA GROUP HOLDING LIMITED 140.90               (200,999,486) -1.1%

FPA Crescent Fund 06/30/17
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TICKER

SHARES / 

PRINCIPAL SECURITY COUPON RATE (%) MATURITY DATE MKT PRICE ($) MKT VALUE ($)

% OF NET 

ASSET VALUE

FPA Crescent Fund 06/30/17

CCP (15,450)               CARE CAPITAL PROPERTIES 26.70                 (412,515) 0.0%

IWM (944,720)             ISHARES RUSSELL 2000 140.92               (133,129,942) -0.8%

PEI (600,700)             PENNSYLVANIA REAL ESTATE INVESTMENT TRUST 11.32                 (6,799,924) 0.0%

PBI (401,000)             PITNEY BOWES INC. 15.10                 (6,055,100) 0.0%

700 HK (23,897,100)        TENCENT HOLDINGS LIMITED* 35.76                 (854,577,400) -4.9%

VTR (61,800)               VENTAS 69.48                 (4,293,864) 0.0%

GWW (96,049)               W.W. GRAINGER, INC. 180.53               (17,339,726) -0.1%

4689 JP (7,538,000)          YAHOO! JAPAN CORPORATION* 4.35                   (32,772,456) -0.2%

TOTAL COMMON STOCK (SHORT) (1,256,380,413) -7.1%

LIMITED PARTNERSHIPS

350,000              U.S. FARMING REALTY TRUST I, L.P. 116.10               40,636,190 0.2%

120,000              U.S. FARMING REALTY TRUST II, L.P. 107.72               12,926,676 0.1%

968                     WLRS FUND I, LLC 5,766.49            5,581,434 0.0%

TOTAL LIMITED PARTNERSHIPS 59,144,300 0.3%

DERIVATIVES/FUTURES

118,300,000       EUR CURRENCY 06/23/17 (118.3M EUR @ 1.08603)* (3,007,540) 0.0%

194,350,000       JPY PUT 03/24/22 95.00 (194.35M JPY @ $0.07525)* 0.11                   20,848,119 0.1%

10,000,000,000  USD 3Y5Y30YR LINEAR FORWARD VOLATILITY SWAP 05/22/25 0.22                   21,930,000 0.1%

TOTAL DERIVATIVES/FUTURES 39,770,579 0.2%

CORPORATE BONDS & NOTES

8,980,000           SPRINGLEAF FINANCIAL SERVICES 6.500 9/15/2017 100.88               9,058,575 0.1%

15,366,000         SPRINGLEAF FINANCIAL SERVICES 6.900 12/5/2017 101.50               15,596,490 0.1%

4,893,000           BOMBARDIER 144A 4.750 4/15/2019 101.75               4,978,628 0.0%

28,058,000         BOMBARDIER 144A 7.750 3/15/2020 107.44               30,144,814 0.2%

13,800,000         BOMBARDIER 144A 5.750 3/15/2022 100.00               13,800,000 0.1%

12,670,000         BOMBARDIER 144A 6.000 10/15/2022 100.25               12,701,675 0.1%

29,534,000         BOMBARDIER 144A 6.125 1/15/2023 100.25               29,607,835 0.2%

82,750,000         BOMBARDIER 144A 7.500 3/15/2025 103.75               85,853,125 0.5%

5,800,000           BOMBARDIER 144A 7.450 5/1/2034 100.25               5,814,500 0.0%

2,171,000           CALIFORNIA RESOURCES CORPORATION 5.000 1/15/2020 64.00                 1,389,440 0.0%

8,984,000           CALIFORNIA RESOURCES CORPORATION 5.500 9/15/2021 52.00                 4,671,680 0.0%

2,171,000           CALIFORNIA RESOURCES CORPORATION 5.000 1/15/2020 48.00                 1,042,080 0.0%

35,750,000         CALIFORNIA RESOURCES CORPORATION 144A 8.000 12/15/2022 63.25                 22,611,875 0.1%

5,650,000           CONSOL ENERGY 8.250 4/1/2020 101.38               5,727,970 0.0%

196,666,000       CONSOL ENERGY 5.875 4/15/2022 98.50                 193,716,010 1.1%

77,110,000         CONSOL ENERGY 8.000 4/1/2023 104.50               80,579,950 0.5%

8,150,000           GLENCORE FINANCE CANADA 144A 4.250 10/25/2022 103.26               8,415,754 0.1%

9,100,000           GLENCORE FUNDING LLC 144A 2.875 4/16/2020 100.57               9,151,522 0.1%

4,700,000           GLENCORE FUNDING LLC 144A 4.625 4/29/2024 104.22               4,898,488 0.0%

22,938,000         NAVISTAR INTL CORP CV 4.500 10/15/2018 99.81                 22,894,991 0.1%

34,244,000         NAVISTAR INTL CORP CV 4.750 4/15/2019 97.44                 33,366,498 0.2%

143,177,000       NAVISTAR INTL CORP 8.250 11/1/2021 100.63               144,071,856 0.8%

10,620,434         RELP-8 8.500 10/19/2017 100.00               10,620,434 0.1%

3,891,210           RELP-10 9.500 11/20/2017 100.00               3,891,210 0.0%

22,852,609         RELP-11 10.750 8/4/2018 100.00               22,852,609 0.1%

16,731,000         RICE ENERGY INC. 6.250 5/1/2022 104.50               17,483,895 0.1%

23,416,667         SEARS CANADA TERM LOAN 10.650 3/19/2022 99.96                 23,406,832 0.1%
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7,826,858           SHIP LOAN PARTICIPATION II 11.000 9/4/2018 100.00               7,826,858 0.1%

43,054,347         SHIP LOAN PARTICIPATION 7.800 12/24/2019 100.00               43,054,347 0.2%

3,800,000           SOUTHWESTERN ENERGY 4.100 3/15/2022 93.13                 3,538,940 0.0%

28,841,000         WALTER INVESTMENT MANAGEMENT CORP. CV 4.500 11/1/2019 34.00                 9,805,940 0.1%

53,600,000         WALTER INVESTMENT MANAGEMENT CORP. 7.875 12/15/2021 62.88                 33,701,000 0.2%

27,914,215         WALTER INVESTMENT MANAGEMENT CORP. TL 3.750 12/18/2020 90.71                 25,320,426 0.1%

TOTAL CORPORATE BONDS & NOTES 941,596,247 5.4%

RMBS NON-AGENCY COLLATERALIZED MORTGAGE OBLIGATION

648,831              STANWICH MORTGAGE LOAN TRUST SERIES 2009-2 5.320 2/15/2049 44.72                 290,157 0.0%

1,034,208           STANWICH MORTGAGE LOAN TRUST SERIES 2010-1 0.000 9/30/2047 50.58                 523,102 0.0%

5,663,619           STANWICH MORTGAGE LOAN TRUST SERIES 2010-2 0.170 2/28/2057 50.42                 2,855,596 0.0%

2,900,713           STANWICH MORTGAGE LOAN TRUST SERIES 2010-3 0.000 3/15/2047 50.03                 1,451,226 0.0%

2,793,958           STANWICH MORTGAGE LOAN TRUST SERIES 2010-4 1.720 8/31/2049 50.50                 1,410,949 0.0%

5,195,837           STANWICH MORTGAGE LOAN TRUST SERIES 2011-1 0.560 6/30/2039 52.74                 2,740,435 0.0%

4,473,535           STANWICH MORTGAGE LOAN TRUST SERIES 2011-2 0.000 9/15/2050 53.52                 2,394,254 0.0%

2,508,740           STANWICH MORTGAGE LOAN TRUST SERIES 2012-2 0.000 3/15/2047 42.50                 1,066,215 0.0%

4,860,762           STANWICH MORTGAGE LOAN TRUST SERIES 2012-4 0.000 6/15/2051 46.00                 2,235,950 0.0%

17,873,152         SUNSET MORTGAGE LOAN COMPANY 2015 NPL-1 A 4.460 9/18/2045 101.03               18,056,398 0.2%

TOTAL RMBS NON-AGENCY COLLATERALIZED MORTGAGE OBLIGATION 33,024,283 0.2%

TOTAL INVESTMENT SECURITIES 10,866,487,074 61.8%

U.S GOVERNMENT AND AGENCIES (LONG-TERM)

108,000,000       U.S. TREASURY NOTES 0.875 8/15/2017 99.98                 107,983,120 0.6%

200,000,000       U.S. TREASURY NOTES 0.625 8/31/2017 99.93                 199,860,360 1.1%

270,000,000       U.S. TREASURY NOTES 1.000 9/15/2017 99.99                 269,972,784 1.5%

274,000,000       U.S. TREASURY NOTES 0.625 9/30/2017 99.88                 273,679,365 1.6%

280,000,000       U.S. TREASURY NOTES 0.875 10/15/2017 99.94                 279,818,980 1.6%

291,000,000       U.S. TREASURY NOTES 1.875 10/31/2017 100.24               291,685,916 1.7%

290,000,000       U.S. TREASURY NOTES 0.875 11/15/2017 99.92                 289,762,113 1.6%

75,000,000         U.S. TREASURY NOTES 2.250 11/30/2017 100.44               75,331,672 0.4%

200,000,000       U.S. TREASURY NOTES 0.625 11/30/2017 99.79                 199,579,400 1.1%

250,000,000       U.S. TREASURY NOTES 1.000 12/15/2017 99.95                 249,880,375 1.4%

259,000,000       U.S. TREASURY NOTES 0.875 1/15/2018 99.84                 258,588,786 1.5%

275,000,000       U.S. TREASURY NOTES 0.750 1/31/2018 99.75                 274,315,800 1.6%

260,000,000       U.S. TREASURY NOTES 3.500 2/15/2018 101.39               263,616,912 1.5%

230,000,000       U.S. TREASURY NOTES 0.750 2/28/2018 99.69                 229,293,601 1.3%

325,000,000       U.S. TREASURY NOTES 1.000 3/15/2018 99.84                 324,466,805 1.9%

325,000,000       U.S. TREASURY NOTES 0.750 3/31/2018 99.63                 323,801,888 1.8%

150,000,000       U.S. TREASURY NOTES 0.750 4/15/2018 99.61                 149,408,940 0.8%

300,000,000       U.S. TREASURY NOTES 0.625 4/30/2018 99.47                 298,403,310 1.7%

330,000,000       U.S. TREASURY NOTES 0.875 5/31/2018 99.64                 328,801,176 1.9%

TOTAL U.S GOVERNMENT AND AGENCIES 4,688,251,303 26.6%

COMMERCIAL PAPER

65,000,000         GE CAPITAL SERVICES 0.880 7/5/2017 99.99                 64,990,614 0.4%

147,000,000       MICROSOFT 0.840 7/10/2017 99.98                 146,969,130 0.8%

200,000,000       APPLE 0.870 7/11/2017 99.97                 199,940,460 1.1%

100,000,000       WAL-MART 0.930 7/12/2017 99.97                 99,971,583 0.6%
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100,000,000       APPLE 0.870 7/13/2017 99.97                 99,971,000 0.6%

119,000,000       EXXON MOBIL 0.830 7/14/2017 99.97                 118,964,333 0.7%

123,000,000       WAL-MART 1.110 7/19/2017 99.94                 122,931,735 0.7%

50,000,000         APPLE 0.890 7/20/2017 99.95                 49,976,514 0.3%

41,000,000         MICROSOFT 0.920 7/20/2017 99.95                 40,980,092 0.2%

49,000,000         MICROSOFT 0.920 7/27/2017 99.93                 48,967,442 0.3%

78,200,000         APPLE 0.940 8/3/2017 99.91                 78,132,618 0.4%

100,000,000       MICROSOFT 1.040 8/7/2017 99.89                 99,893,111 0.6%

125,000,000       COCA COLA 1.130 8/24/2017 99.83                 124,788,125 0.7%

TOTAL COMMERCIAL PAPER 1,296,476,757 7.4%

REPURCHASE AGREEMENTS

51,488,000         STATE STREET BANK/FICC REPO 0.120 7/3/2017 100.00               51,488,000 0.3%

TOTAL REPURCHASE AGREEMENTS 51,488,000 0.3%

CASH & EQUIVALENTS 694,997,945 3.9%

TOTAL CASH & EQUIVALENTS 6,731,214,005 38.2%

TOTAL NET ASSETS 17,597,701,079 100%

NUMBER OF COMMON STOCK (LONG ONLY) 44

NUMBER OF FIXED INCOME SECURITIES (LONG & SHORT-TERM) 62

* Indicates foreign security.

Portfolio Holding Submission Disclosure

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

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, the Portfolio Managers or Distributor.
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