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Mark H.: Good afternoon, and thank you for joining us today. We would like to 

welcome you to FPA Crescent Fund’s Third Quarter 2015 webcast. My 

name is Mark Hancock. The audio, transcript, and visual replay of today’s 

webcast will be made available on our website, fpafunds.com in the 

coming few days. Momentarily you will hear from Steven Romick, Brian 

Selmo, and Mark Landecker, the Portfolio Managers of our Contrarian 

Value Strategy, which includes the FPA Crescent Fund. Steven has 

managed the FPA Crescent Fund since its inception in 1993, with Brian 

and Mark joining Steven as Portfolio Managers in June of 2013. It is now 

my pleasure to introduce Steven Romick. 

Steven: Thank you very much. Mark, Brian, and I appreciate you joining us today. 

Our philosophy remains unchanged as we continue to seek equity-like 

rates of return while trying to avoid a permanent impairment in capital. We 

accomplish this by operating under an unusually expansive charter that 

allows us to invest in stocks and bonds, distressed and high yield debt in 

different asset classes and in industries around the world. By thinking 

about the downside and conducting thorough research, we hope to 

continue to deliver on our goals. A detailed primer on the way we invest, 

the Contrarian Value Policy Statement, can be found on our website. 
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  As you can see by our historic returns, we have accomplished, if 

not marginally exceeded our stated goals. Here’s a more granular look at 

Crescent’s performance. Looking at the most recent period, both Q3 and 

the nine months to date, Crescent has outperformed. However such a 

short time frame is more than a curiosity than relevant. 

  We continue to direct your attention to market cycle performance, 

as we’ve discussed in past calls, the shaded blue area in the upper right. 

We’ve tackled this subject ad nauseum, and much can be found on our 

website. We’re happy to add we have executed on our goals over 

complete market cycles. You can see our risk exposure moves around a 

fair amount—from more than 90% in 2000 to the low 40s in 2005/6. We 

know what opportunity looks like. When we were more invested, our 

returns were significantly higher than when we’ve had more cash. 

  (2:02) Let’s take a look at the extremes. When we were more than 

80% invested, our subsequent two-year IRR was 15%—the bottom row on 

the table on the left. When we were less invested, as in those periods 

when we had less than 55% exposure—the top row of the table on the 

right—our returns were just 6.5% 

  This chart looks at Crescent’s performance relative to the market 

over rolling five-year periods, and thank you to Pat Hogan for the idea for 



      Q3 2015 FPA Crescent Fund (FPACX, FPC1Z) Conference Call 

 

 

 

 
 

-3- 
 

 

this slide. For the most part, Crescent has performed as expected in up-

and-down markets. When the market is hot, we have typically 

underperformed. When the market is down, we have returned… the Fund 

has returned less than 10%. But when the market is down or when the 

markets have returned less than 10%, the Fund has generally 

outperformed. 

  Crescent’s outperformed in 100% of the down market periods over 

rolling five years—the left column in the table. It has outperformed almost 

98% of the time when the market was up less than 10%—the center 

column. And it shouldn’t be a great surprise that Crescent has 

outperformed in just 16% of the periods when the average market return 

was greater than 10%. 

  A key factor in our success has been our security selection. As 

reflected in this table, Crescent’s long equities have outperformed since 

2007. When compared to the S&P, Crescent performed better in a 

majority of the years. And possibly more importantly, when the Fund did 

underperform, it wasn’t by more than a couple percent. These are the 

equities in the Fund we are referring to gross fees. This is not the Fund’s 

total performance. But when the Fund did outperform, it was generally by 

far more—by almost 12% in ’09 and a bit more than 7% and better in 2010 



      Q3 2015 FPA Crescent Fund (FPACX, FPC1Z) Conference Call 

 

 

 

 
 

-4- 
 

 

and 2012, for example. We’re value investors so we thought we’d also 

show you Crescent versus the S&P 500 Value Index. In this case 

Crescent outperforms in every period, although we call 2012 a wash. 

  One last word on returns… our focus continues to be on after-tax 

returns. In Morningstar’s category rankings, Crescent ranks highly, as can 

be seen in this table. In each of the 5-, 10-, and 15-year periods, 

Crescent’s after-tax rank was as good or better than its pre-tax rank. Not 

only do our after-tax returns compare well over time, but the majority of 

our returns have been long-term capital gains. However some years prove 

to be more tax-efficient than others. There’s a time to reap, and there’s a 

time to sow. When we’ve taken a gain, it’s generally been long term. Fifty-

seven percent of all Fund distributions have been long-term capital gains, 

and 85% of Crescent’s capital gains have been long-term. 

  Returns and capital gains were lumpy, with some years higher or 

lower than others. You may now be able to guess where this is going. 

2015 will not be our most tax-efficient year. We currently estimate that the 

Fund will pay a $1.74 dividend on December 15. However this level is not 

inconsistent with what has occurred at times in the past. We remain 

mindful of taxes, this is what has allowed us to move up the ranks when 
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comparing post-tax to pre-tax returns. As taxable holders ourselves, we 

care greatly about after-tax returns and will continue to do so in the future. 

  A look at winners and lowers… in Q3 our winners added just 35 

basis points, while our losers detracted 161 basis points. Generally 

speaking it was a difficult quarter. The more cyclical and more commodity-

based companies performed the worst. 

  Crescent’s portfolio is somewhat cheaper than the market and 

versus where it’s been recently. Its P/E is 16.9 times versus the market’s 

18.9—the S&P 500 in this case—and in line with its historic average. 

Crescent’s price-to-book is also in line with its history and also less 

expensive than the market. Our portfolio continues to have Fort Knox-like 

balance sheets, having on a weighted average basis net cash on the 

books. 

  The Fund’s geographic exposure continues to be global, particularly 

when focus is more appropriated place on where revenues are coming 

from rather than where a company is domiciled. On that basis, more than 

half the revenues of the companies in our portfolio are derived from 

outside the U.S. Our net exposure is now almost 60%—a bit higher than 

where it’s been, (6:04) thanks to the August/September market weakness. 

Of note also is our higher yielding corporate debt exposure. We’ve added 
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a bit—2% since year-end. But this is the first time we’ve been active in the 

sector in years. That two-point increase has come to us with an 11.6% 

average yield. 

  You can see how our risk exposure has moved around during the 

year. We began the year with 54.9% exposure, moved up to 57.6 at June 

30. We then pulled it back to 54.6% in July. And now as of quarter-end 

after having taken advantage of some market weakness, brief though it 

was, we are at almost 60%. We had more action in our portfolio than has 

been typical, as more expensive names that have worked out were culled 

and replaced by those less expensive, offering what we believe to be a 

better risk/reward. And as I stated, we were also able to take advantage of 

weakness in the corporate bond market. As a result, 36% of the portfolio 

turned over in the first nine months, which has happened at points in time 

in the past and also explains further the larger tax dividend that we’ve had 

this year versus the recent couple years. 

  What we’ve bought has been at an average trailing P/E of 14.4 

times, while what we’ve sold has had an average trailing P/E of 19.4 

times. We’ve swapped the more expensive for the less expensive. We 

continue to buy certain stocks and corporate bonds at weakness. We’re 

adding when there are better valuation opportunities including some 
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cyclicals and financials while exiting some high multiple and already well 

recognized staples. 

  The market was more attractive a month ago, but even then things 

weren’t on sale. The market P/E using a ten-year historic average 

earnings in the denominator now stands at 24.8 times—still way above 

average. Using that same Shiller methodology, the market is currently 

about 90% more expensive than at points in the past. The chart here 

reflects 89.4% percentile rank, but that was as of October 1, before the 

market rallied. 

  Much of the market valuation can be explained by historically low 

interest rates if you look at this chart. (8:02) The three-month yield is now 

zero, and the ten-year is just over 2%. Both were around 6% in 2000. Both 

were around 8% in 1990. It’s been a helluva market in bonds. With yields 

as low as they are today, stocks have become it seems the only game in 

town. 

  Our mandate, as most of you know, is quite broad. As an example, 

look at our high yield exposure and how it moves around—the blue bars in 

this graph. Our exposure generally increases as spreads widen, 

particularly if the starting yield is high, and decreases when the opposite is 

true. Today’s spread—the yellowish green line—have blown out a bit. Our 
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exposure has moved up in concert. You can expect it to increase further 

should spreads widen further. 

  Spreads have averaged 579 basis points since 2000, and we’re just 

getting back to that average now. However spreads started the year closer 

to 400 basis points. This 200 basis point widening has caused the high 

yield market to decline for the first time since 2008. Most of the widening 

has occurred thanks to a weak energy market. Energy represented around 

15% of the high yield market prior to some serious price declines. Yields 

for the energy sector widened from about 400 basis points more than 

Treasuries to start the year to 1,000-plus basis points wider today. We 

have spent a fair time looking at the debt of energy companies, as well as 

the debt of other commodity-centric businesses. This represents some of 

the additions to our corporate bond book. 

  We are hopeful of further increasing our high yield exposure, 

markets permitting. Although prices have come down a bit, we’ve found 

that there hasn’t been much volume. The bid-ask spread has traditionally 

been used to indicate at what price one can buy or sell. We find, however, 

that with such little volume on either side that spread is portraying a false 

market—less an indication of two-way demand and more of an invitation 

to begin negotiation. 
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  One reason for this seems to be a byproduct of increased financial 

regulations that accompany Dodd Frank—part of the financial reforms that 

followed the Great Recession. Corporate bond desks at brokerage firms, 

and banks have largely stepped back from the market. U.S. primary 

dealers’ holdings of corporate debt securities have declined by more than 

85% since peaking in October 2007, (10:02) as reflected in this chart. With 

more than $250 billion of market-making capacity gone, it’s no surprise 

that bonds are transacting at levels different than the bid ask. If you really 

want to acquire a bond, then you may have to accept an offer higher than 

indicated. If you really want to sell a bond, you may have to accept a lower 

bid. It’s easier to transact in the equity markets. 

  I’m going to turn it over to Brian to discuss one company we 

acquired not too long ago and added to more recently. Brian? 

Brian: Thanks, Steve. In terms a name that we’ve added to over the course of 

the third quarter, we’re going to turn now to… one of the categories of 

investments we make is compounders. I think Steve mentioned earlier that 

we’ve been adding to and buying new names that we would categorize as 

lightly cyclical and a little bit more attractively priced than some of the 

staples. Now we think we’ve been able to pick up in terms of quality and 

valuation when we bought UTX over the course of the last quarter. So for 
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those not familiar, we consider UTX a compounder, which would be a 

business that we would expect to grow over time and remain in a strong 

competitive position. 

  So UTX is made up of four different businesses roughly evenly split 

between aerospace/defense and commercial/industrial. Some of the 

brands you might be familiar with are Otis elevators, Pratt & Whitney 

engines, Carrier Climate Control, as well as others in the fire and safety 

building materials or building product space. As you can see on this slide, 

UTX is a market-leader with a number one or number two position in all of 

its different divisions. We would categorize each of UTX’s businesses as 

world-class and strong franchises. When tagged together, they result in a 

solid franchise with strongly defensive characteristics. 

  As a bit of trivia, UTX through Otis moves approximately 100% of 

the world’s population every four days. (12:05) UTX’s business is made up 

of almost 40%, 45% after-market services-type revenue, which is highly 

sticky and resilient to economic downturns. As you can see on this page, 

UTX has had strong returns on equity and tangible capital over the last 

five years, and the balance sheet remains robust at less than 1.5 times 

debt to EBITDA and an A-rating credit. 
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  Next page… on this slide it shows a quick demonstration of why we 

would expect UTX to grow steadily over time. So UTX is exposed to 

megatrends such as urbanization, which will cause increased usage and 

build-out of the Otis elevator and escalator franchise, as well as further 

improvement in building codes and demand for creature comfort inside of 

those buildings on the HVAC side. 

  On the aircraft and aerospace part of the business, the company is 

exposed to a long-term trend of increasing revenue or passenger seat 

miles, which should increase the demand for aircraft and the various 

equipment that UTX sells into planes Because of this, we would expect 

that over five or ten years UTX would be a bigger, stronger, more 

profitable business. 

  Next page… and always a key question when thinking about a 

compounder—because again if you’re comfortable with the business 

franchise, a lot of the risk ends up coming down to what will the 

management team do with the money—is that UTX has shown a good 

degree of discipline and favorable outcome form their capital allocation in 

the past. So as you can see on this slide, historically they’ve allocated 

about half of their money to acquisitions, including some platforms such as 

Goodrich in the last number of years, and on the other side they’ve 
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returned that capital to shareholders in the form of dividends and share 

repurchase. (14:05) I would point out that we are not the only ones to see 

value in the UTX stock. Following our purchases of UTX, the company 

announced at the end of their third quarter that they would be buying back 

about 15% of the stock over the course of the next year. 

  Now what did we pay for this high quality franchise business that 

we expect to grow? After making a couple adjustments to the earnings 

power and the implied purchase price due to the sale of the Sikorsky 

helicopter business, we think we paid somewhere between 11 and 13 

times the next 12 months earnings power. This would be a 7-9% free cash 

flow yield, and we would expect that free cash flow to grow over time on 

the back of the megatrends discussed earlier. 

  That’s it. Over to you. 

Steven: I think that there’s one question… a couple questions have come up about 

downside capture and when the fund declines, how does that compare to 

the market, and growth stock versus value stock. And some other 

questions—I’d like to really direct these questions to Ryan Leggio in our 

Client Service Department. He’s done some very good work, has some 

fantastic data to really explain what the Fund does, particularly over longer 

timeframes, and how everything that’s happening today is absolutely 
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consistent with the past. So since we don’t have that data available here 

with us today, I’m going to direct you to Ryan Leggio at FPA to answer 

those questions for you, should you have them. 

  There’s some questions that… we’re first going to take some 

questions that are coming live over the transom, but we also have some 

that were sent in in advance. There was a question about… do we think 

that there’s a chance that oil prices remain down for an extended period of 

time? There are so many people in the world, and they all want stuff, and 

they want to go places. A couple of questions on oil stocks… oh, and 

another question was: (16:01) oil sector and our opinion on oil stocks, and 

there’s a couple more too. Just going to lump them all together and keep it 

hopefully tight. 

  And so these questions, including this one from somebody from the 

California oil town of Bakersfield, so we can appreciate there might be a 

vested interest in the answer… we wish we could offer a robust response, 

but we prefer to stay away from calling a price of any commodity. That 

doesn’t mean we won’t own commodity-based companies. It does mean 

that when we do invest we seek to be less dependent on the price of the 

underlying commodity. The business on its own should be reasonably 

attractive even in a depressed price environment. Sometimes when the 
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commodity stays down long enough investors capitulate, and there can be 

a larger margin of safety protecting the downside. And should oil for 

example ended up going back to $100 and the upside would be gravy. 

  There’s a question about… I’m going to pass it over to Brian. Does 

the Crescent Fund utilize GTC orders to take advantage of 1000-point 

market drops like on 8-24? Seems to me with all the cash Crescent has it 

could use way out of the money GTC order to acquire stocks it likes when 

other panic. 

Brian: So the short answer is yes, and those type of orders would be most 

typically used in high quality compounder-type companies such as UTX or, 

perhaps relevant to the market sell-off you mentioned, GE, which is a 

name that we would’ve talked about in previous quarters. 

Steven: I’m going to lump two questions together. What parts of the market have 

you found attractive enough to put cash to work recently? Are there new 

generalized themes you have on deck for the next round of Crescent 

investments? 

Brian: Sure. I think Steve mentioned earlier… and the example of UTX is 

consistent with this, but some light cyclical businesses—generally high 

quality, well financed. We’ve also added to a number of our financial 

positions. And then as Steven mentioned, we’ve been buying bonds lately, 
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and those bonds are both in industrial companies, (18:01) commodity 

companies, resource and energy companies. And on the bond side I 

would say that our exposure went up net I think 200 basis points. It’s a 

little deceptive because we also had… our previously largest bond 

position, we tendered into an offering on that bond at near par. So it 

actually went up a little bit more than that. And we continue to spend a fair 

amount of time on credit. 

Steven: There’s a question about shorting, and we don’t talk about companies 

we’ve sold short, naked anyway. 

  As Oracle makes shifts to the subscription model, how do you think 

about core cash earnings per share including the share shrink power the 

business? Put another way, what would you say cash EPS would range in, 

say, three to five years? And when does Oracle turn around? I’m going to 

turn this over to Mark. 

Mark L.: Sure. So if you think about what’s going on in Oracle’s business, they’ve 

historically sold a lot of on-premise software and databases. If you think 

about the core reason we invested in Oracle, we did a presentation a few 

probably years back, and what it really comes down to is roughly 80% of 

the company’s earnings are generated from maintenance revenue or 

hardware support. And that is a very sticky revenue stream that’s very 
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high margin. The other revenue streams would be new license sales, 

software implementations, etc., services, which is low revenue and mostly 

not material to our thesis. 

  The reason that Oracle is out of favor at the moment is that they’re 

moving from a on-premise new license installation model toward a cloud 

model. And when you go to a cloud, the revenue is recognized ratably. 

What that means is, if we think about your making a new software 

investment—new application, whatever it might be—you might pay $100 

upfront in an on-premise world, and then you pay maintenance costs 

going forward of roughly $20 a year after the first year. (20:02) In a cloud 

environment, you might spend a similar amount of money over the five 

years, but you’ll only start to recognize that revenue in equal portions over 

the five years. 

  And so let’s say it’s $100 spend. You might recognize it as $20 over 

each of the five years, and you’ll only start to recognize that revenue once 

the client goes live. So at the moment, Oracle is going through a transition 

period where it relates to at least the new license sales, you’ve seen some 

slippage because it takes time for the cloud business to get large enough 

to offset that new license shrinkage. 
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  Now what we look at really though is the core business. And if we 

look at the maintenance that I talked about previously, over the past five or 

six years I think that revenue stream has grown about 85% of the 

quarters. And so if you think of it as almost a bunch of steps, each year 

you sell a bit more software, each year your maintenance grows, and it’s 

almost automatic. So it just keeps leading up to the sky. And on that, 

Oracle generates a very high incremental margin. 

  So we can’t tell you with certainty when there’ll be an inflection 

point where cloud is growing fast enough to offset the on-premise license 

shrinkage. But that’s the way it’s going. There’s actually a chance margins 

will be lower, but Oracle should capture a greater wallet share because 

customers who are outsourcing to the cloud effectively are moving greater 

responsibility to Oracle such that they can capture a larger portion of the 

client’s I.T. wallet share even if a portion of it is at a lower margin—

whether it be in a PaaS or IaaS infrastructure world. 

Steven: Thanks, Mark. As long as you’re talking about companies that begin with 

“O-R,” there’s a question about Orkla—just an update, a few words. 

Mark L.: Sure. The specific question is: Orkla update, question mark, which is a 

little open-ended. So we bought Orkla when we first told you about it on a 

transcript several years back, or conference call I should say. We thought 
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it was pretty cheap. We described it as a bit of a mini Unilever of the 

Scandinavian area. That hasn’t changed, but the multiple has. So the 

shares are no longer as cheap as when we bought them. They’re probably 

closer to fair value. And if you had to think what we’d expect going 

forward, you get a circa 3.5, 4% dividend yield, and we think it can grow 

GDP. Why GDP? We think top-line growth will be more mundane than 

that, but the company has a fair number of levers to pull as it relates to 

operating margin improvements. 

  So some data points I’ll throw out… if you look at the business, it 

was historically run as separate fiefdoms. They’ve actually been moving to 

utilize greater shared services. And something I can mention for example 

is centralized procurement. It’s gone up to 54% in 2014, should be about 

70% this year, and roughly 100% next year. And in terms of making the 

organization sweat its assets in a more efficient manner, if we think about 

through 2005 up to 2013, the company closed eight plants in aggregate 

over those years. When we look at 2014, the company closed seven 

factories alone. And if we look at this year, they should close about eight, 

and they’re looking at closing an annual run rate of roughly one to three 

going forward, which would reduce the total number of factories by 20%. 
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  So what we can expect to see is an improving margin profile and a 

more profitable company, hence getting us closer to the 5% organic 

growth rate and profits despite the fact that the top line might be a little 

slower. But as I said, shares are closer to fairly valued than cheap. So we 

continue to hold it, but we would need some weakness if we wanted to 

add. 

Steven: Thank you, Mark. There’s a question… and there’s been more than one 

question on this subject of: why do we pass on MLP equities when they 

recently got smashed? And those who’ve known us for a long time have 

known that we’ve been somewhat wary of all of these investments that 

have higher yields. (24:01) People get attracted to high yields and it tends 

to bid things up to—anything can get bid up obviously. But when you’ve 

got a high yield attached to an equity, things can frequently end up trading 

closer to their NAV—closer to the fair value than not, because of this yield 

support.  So that would apply to REITs, and it would apply to MLPs. 

  And MLPs though have been of particular concern to us over the 

years, and we just haven’t understood the rise candidly. We’ve been 

sitting there kind of baffled. And I’m generalizing now because this isn’t 

entirely true, and there’s lots of different kinds of companies in the MLP 
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space—from those that do E&P and oil, those that transport oil in 

pipelines, and in other businesses that aren’t even in the oil space. 

  So I’m generalizing, but some of these companies, as we looked at 

them, we know have way too much leverage. The management teams are 

not in alignment with us the shareholders because they’ve got this split 

structure with this GP that has incentive distribution right—again not in 

every case. And the LPs don’t have that. And some of these companies 

have accounting issues and too much leverage. And I think I may have 

said that. I apologize if I did. And on top of that, it’s been tied to a 

commodity. We want to go and buy an energy company when it’s priced 

through to a very conservative view to the underlying commodity—some 

place that the MLPs didn’t get. So that’s why we didn’t buy MLPs. 

Mark L.: I can take… there was a question about the sale of Sulzer. Sulzer’s a 

company I don’t think we ever talked about in great length on a transcript, 

but one of their key reasons we bought Sulzer, which is one of the world’s 

premier industrial pump manufacturers, which is a good business—

generate more than half your revenue from after-market and well more 

than half your profits. We did a lot of background work on the CEO who is 

at Sulzer. (26:03) We have an investigative journalist on staff who we’ve 

referenced in the past. He did a tremendous job helping us talk to former 
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employees that worked with this individual, and we were really betting on 

the man transforming what we thought was a high quality collection of 

assets but were less profitable than they should be. 

  When it turned out we woke up one Monday and he resigned, 

rather than try and change our thesis and tailor it to the current 

management team, who was a CFO who we’ve met and was going to be 

promoted to the interim CEO, possibly permanent, we said, look, let’s just 

exit stage left gracefully rather than come up with an excuse why we 

should hold the name when the facts have changed. So everybody knows 

the famous Winston Churchill line. I won’t get it right; Steve probably can 

repeat these things better than me usually. When the facts are…or 

Keynes? 

Steven: My Winston Churchill… 

Mark L.: What do you do when the facts have changed, right? 

Brian: Yeah, change your mind. 

Mark L.: So change your mind. So we sold the shares. I’m going to turn it over to 

Brian for Norsk, which is different, but you can go through that quickly if 

you want—Norsk Hydro… why we… 

Brian: Yeah, I think there’ve been a couple of questions on Norsk and Alcoa, 

which I think Steve has prepared some… 
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Steven: Why don’t you go in the Q&A, Dan, to… 

Brian: So I’m going to wrap this together—both Norsk and Alcoa. So for those 

who’ve paid attention over time, a few years ago—I think this goes back to 

2012, late ’12—we bought Norsk Hydro and Alcoa… ’13? 

Steven: ’13. 

Brian: And there was an aluminum thesis as well as other assets in each of 

those businesses’ thesis. And as the aluminum part of that thesis played 

out, we exited our Norsk Hydro position, and one, at least at today’s 

vantage point, (28:02) can argue we should’ve exited our Alcoa position 

also. But we didn’t. And now as Alcoa has suffered in the sell-off with 

aluminum, we have significantly increased that position in the third 

quarter. And that increase is largely driven by the multiple divisions and 

attractiveness of the company’s aerospace business, which they’ve 

recently decided to separate from the aluminum and more commodity 

business. 

  And so some question asked… or I will say we are hugely 

supportive of the company’s decision to separate and create a high value-

add stand-alone business, and we are optimistic long term about the 

fundamentals in the aluminum assets as well. 
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Steven: What’s interesting about aluminum assets, the aluminum business, is that 

half the capacity in the world loses money. That’s not something you can 

say about certain other industries. And they actually have some fairly 

attractive demand characteristics over the longer term. 

  There was a question that was asked about… how do you protect 

yourself from the downside when invested in cyclical commodities 

companies? I mean, individually you don’t. I mean, we as portfolio 

managers assess a discrete series of risk, and we have a portfolio of 

different kinds of businesses. You can be assured that the entire portfolio 

will not be aluminum. The entire portfolio will not be energy. But you’re 

going to have these different businesses and different industries and 

different asset classes hopefully move up and down at different points in 

time. 

   It benefited Alcoa, and Norsk both benefited returns in 2014, and 

Alcoa’s been a drag thus far in 2015. But when we look at the business—

and you can flip to the next page as well… (30:03) we consider these 

businesses as we look at our companies in kind of a low-base-high 

scenario. And the business has got four divisions. And in the case of 

Alcoa, the largest portion of the asset value sits in the engineered 

products and solutions business, which is a… doesn’t even really have 
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aluminum in the business. So I think that kind of puts Alcoa to bed for the 

moment. 

  Next question? 

Brian: And I’d add to one thing that Steve said. So, Steve, the question is how do 

you protect yourself? I think Steve answered exactly the way we all feel, 

which is in the short term you want to be diversified, and you’re going to 

accept that volatility in individual names. But when thinking about a 

commodity or a cyclical business—and we’ve been doing some more of 

that recently as they’ve sold off—is we want to understand the underlying 

medium- and long-term demand for that commodity and then where the 

different businesses or assets might sit on the cost curve. And so over 

time one protects themselves by being in attractive necessary assets that 

will be required to satisfy the world’s demand for a given commodity. And 

those assets one needs to sort of restrict themselves if they’re going to 

take a sort of patient long-term view to those assets that are well 

positioned on the cost curve such that they ought to (1) survive the 

downturn and (2) profit on any upturn. 

Steven: There’s a question on… do you believe that the growing popularity of 

ETFs is having a larger and larger impact on individual stocks rightly or 

wrongly? Can this provide opportunities when a whole ETF gets sold off? I 
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mean, just taking the last part of that, the answer’s yes. I mean, we’ve 

actually been shown bonds from ETFs. Every good idea can be taken to 

extremes (32:02) and then therefore turn into a bad idea. So it’s 

something that there might be opportunity in the future; there might not. 

But we’re open to the idea of an ETF… ETFs having to, some of them 

having to unwind and offering us securities at a discount. 

Brian: We hope Carl Icahn’s right. 

Mark L.: It helps us create volatility in the market, and that’s what we saw… even 

over the past few months, there’d be talk of an ETF rebalancing at the end 

of the day and would allow us to come in and pick up some shares at what 

we thought were reasonable prices. 

Steven: Somebody asked are they able to print slides from the Q3 presentation. If 

so, how? Thanks. The slides are going to be posted. Some of these are 

going to be posted to the website. I’m not sure all of them will, but most of 

them will be. 

Mark L.: There’s a question about bitcoin crypto currencies. We haven’t done any 

work. I don’t think any of us are in a position to comment. You can delete 

that one. 

  How often does FPA sell puts during periods of elevated volatility? 

The answer is not often. We look at it occasionally. When we might do it is 
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when volatility picks up extraordinarily high and we think we are able to 

achieve a very interesting return. But it’s opportunistic like everything else 

in the portfolio, and we’d say it’s fringe rather than core. 

Steven: There’s a follow-up question on the specifics of the capital gains we paid 

on the Fund. Again please just refer to Client Service, having addressed it 

earlier. 

Brian: There’s a question on bonds that are exposed to commodities and how we 

get comfortable with the price sensitivity. So I tried to illuminate that in 

Steve’s earlier answer, and the answer is you try to determine as best you 

can what the company’s cost position is to produce the underlying 

commodity and then try to understand where that sits on the curve (34:00) 

and what level of demand for that commodity would support a price at or 

above that place on the supply curve. 

Mark L.: So I’ll on that question. Someone specifically references the Glencore 

position. And I think there’s actually an interesting story of how we got 

around to buying the Glencore bonds—maybe not super interesting; it 

may be just to me. But maybe, Brian, you could… so what happened with 

Glencore is Brian and one of the analysts on the team had been doing 

work on Glencore for a month probably before it cracked. And so they 
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knew the price they’d be comfortable buying the bonds. They probably 

weren’t focused on the equity. I think they… 

Steven: It started out as an equity analysis. 

Mark L.: And so… 

Brian: And we… Let’s speak more generally. We mentioned on a number of calls 

we spent time looking at different commodities—whether it’s the individual 

commodity or businesses within it. And what’s happening now is some of 

these are starting to crack, and so we’re able to start buying primarily in 

the debt right now, but it could pop up on equity. We’re able to buy some 

of the better assets in those spaces at pretty attractive prices. And so it’s 

generally not a mystery what the Tier 1 assets are in any given 

commodity. It is just generally that those assets are not on sale. And 

usually what was getting hit 12 months ago were the sort of tertiary 

crummy assets, and we formed a view that we didn’t want to participate in 

them. But as some of the better assets are available at interesting prices, 

we have started to purchase some bonds that are tied to them. 

Mark L.: And I’ll say to Brian’s credit, the day that Glencore cracked on a Monday, 

he was ready to go, and we were an aggressive buyer of the bonds. We 

were only surprised that it only lasted for a day. But we bought a 

meaningful amount of bonds that did trade that day. But what might 
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surprise everyone on the call is that, despite the fact the price gapped 

down a little, it was actually on very thin volume. There actually wasn’t a… 

Brian: (36:01) On the debt side, yeah. 

Mark L.: Yeah, on the debt side. There actually wasn’t a ton of debt that actually 

changed hands that we could’ve achieved. We could not have bought 

billion dollars of Glencore debt that day even if we had wanted to. 

Brian: We might have. 

Mark L.: Or Brian’s saying, “Or we might have.” But we didn’t get that chance. 

  Look, there’s a question on Meggitt, which is a name that’s owned 

in the Fund. It’s come down this week. We’re historically not in the 

business of commenting on names we’re buying or selling. I’m not going 

to say which, but it will serve us no good to talk about the name on this 

call. But on future calls we’ll try and address these questions. 

Steven: There’s a question on any nontraditional or illiquid investments on the 

balance sheet. We have a very small amount—less than 2%. We have a 

smattering of farmland and some last vestiges of mortgage whole loans 

we bought in 2010, ’11 mostly; some real estate construction loans. We 

partnered with a local firm to have made, some container ships. But it all… 

sum total of this less than 2%, so it doesn’t really beg for the discussion I’d 

say at this point. 
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Brian: There’s a question on our thoughts on the proposed split of AIG, and I 

think I’ll expand this to the other SIFIs that we own. We certainly think that 

all of those companies are cheap on a sum-of-the-parts basis. Our 

understanding is that in some of those businesses there are tax assets 

that would make it somewhat challenging to split up the businesses and 

retain the full value of those attributes. And in those cases where you 

would lose significant tax attributes but maybe achieve a short-term pop in 

your stock, we’d probably favor holding onto those tax attributes. 

Steven: One follow-up question may be related on the… (38:04) I lost it on the 

screen. I apologize. What does the other line item include in your list of 

long equity holdings? And so we have the ability to not disclose certain 

investments that we’ve made up to 5% of the Fund for up to a period of a 

year, and we will take advantage of that periodically if we don’t want 

somebody to see what we’re doing. But at some point if it’s going to be in 

there over a year, it’ll have to be disclosed. 

Mark L.: So there were new additions that we make last quarter that obviously we 

hide. We probably would’ve hoped that the weakness continued and we 

could’ve built upon those positions. So we say why reveal the names and 

get asked questions about the names on formats like this? We’d rather 

wait till we have a full position to discuss. 
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  There’s a question… any guesses on the timing of the Fed rate 

hike? It’s just not something we discuss internally. We just don’t have any 

guesses. 

Steven: Or externally. 

Mark L.: Yeah, no house view. 

Brian: So there’s a question on one of the platform businesses that has recently 

gotten in trouble, and we’ll maybe define a platform business as a 

company with an active M&A strategy using a lot of cheap debt and the 

confidence of the equity markets to roll up an industry. We think that those 

companies probably can’t go on forever and that they have bought 

interest… some of them have bought interesting assets. And it means that 

at different prices they could merit investment either in the common or on 

the debt side. 

Mark L.: There’s a couple questions—I think we’ve answered them to a degree—

about GTC orders. I’ll just add a little bit technically actually how we do it. 

We have orders that we think of as GTC, but each day the trading desk 

sends us those orders at the close. We can see if any got filled, (40:02) 

and then we formally say reload or not. So they’re GTC orders in the spirit, 

but we actually enter them as good-for-the-day orders, for what it’s worth. 

And generally speaking, if you think about what happened in the 
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downturn, yeah, some of them got picked off here and there. But we 

don’t… we’ve not historically put in 500… going to buy 500 bps of X at a 

certain price. We… 

Brian: No, those all… I should’ve said this earlier. Those all sit with our trading 

desk as orders—not with a broker as a good to cancel. 

Mark L.: Right. There’s a question about view on tobacco stocks as compounders. 

Would you own any? We’ve not historically done anything in tobacco. 

Steve, do you want to comment on tobacco? 

Steven: I mean, some of us have had very personal experiences with tobacco-

related products, and so it’s just something we’ve just tended to stay away 

from. 

Brian: We’re not doing it. 

Mark L.: And then, yeah. And, look we all… to be honest, Steve, Brian, and I all 

have children. We’d be angry as… well, we’d be angry if we ever saw 

them with a cigarette in their mouth. I’ll leave it at that. And so I think I’d 

feel tough if when I come home and I talked to… 

Steven: Brian’s daughter’s two. He’d be particularly angry. 

Mark L.: Mine unfortunately is on the verge of teenager. But at the dinner table 

when we talk about stocks we bought, and if it came out that for what it’s 

worth, oh yeah, it would be more profitable if more people smoked, it’s just 
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not something… things you can do in moderation. You can drink in 

moderation, sure, but smoking… moderation isn’t good, and excess is 

even worse. So we just chose to avoid it. 

  Given your experience in the beer market… 

Steven: Speaking of moderation. Dovetails perfectly. 

Mark L.: …and the Fund’s position in Anheuser-Busch and Carlsberg, what do you 

think of the A-B InBev takeover of SABMiller? So we’ve got nothing but 

the utmost respect for the management team behind Anheuser-Busch 

InBev. For us it’s hard to see how the acquisition would create a lot of 

value at these prices. (42:02) Strategically it’s not awful, but it’s just not 

something that we actually really get very excited about. They’re paying a 

pretty full price. It does give them access to the last growth market in the 

world, which would be Africa, which I think would be very exciting to the 

Anheuser-Busch InBev team. And there’s probably some room to improve 

margins as SABMiller, much like they’ve done in the past in their 

acquisitions—whether it be Labatt in Canada, bought itself in the U.S., so 

on and so forth. But it’s just tough to get excited at these prices. 

Steven: There’s a question we get periodically about books that we’ve enjoyed 

reading recently, and I’ll turn it over to Brian and Mark if they have any. 

But for me one that I read recently I thought was quite good. I’d never read 
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it. It really was recommended by a friend, and it’s called Inner Tennis, 

written in the 70s. It’s really not about tennis. It’s just about focus and 

maintaining focus. In this day and age with too much information flowing 

around too easily via the internet, it’s real easy to be distracted. And I give 

a lot of credit to Brian and Mark who’ve got a great ability to clear out a lot 

of that noise. And so this is… in an effort to continue to clear out noise and 

focus, this is a book that is a good read and very short. 

Mark L.: There’s a question… have you looked at EM debt. I’m not going to say 

we’re never going to do EM debt. We actually looked at one sovereign and 

passed. I don’t think so. I don’t think we’d ever expect it to be a very 

meaningful portion of the portfolio. You never want to say never. One of 

the things we like is having a wide-open mandate that allows us to go 

where the value is. If we happen at some point see tremendous value in 

EM debt, we might go there. But it’s not the core of our wheelhouse. 

Brian: We’re going to have to learn a lot to get there. 

Mark L.: I think generally you want to learn to shave on somebody else’s face. I 

don’t think you guys really want to trust us to pick up the blade of EM debt. 

Steven: (44:03) Right. 

Mark L.: Do we hedge returns from our foreign holdings into U.S. dollars? Not as a 

regular practice. We might occasionally. For example let’s say we bought 
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some names in Japan, which we did a few years ago. We hedged out the 

yen there because we happened to have a particular view of the yen. But 

generally speaking, if we don’t have a strong view one way or the other, 

it’s unlikely that we hedge the currency. And it also depends to a degree 

on the cost of hedging. Some currencies, it’s virtually costless. There’s… 

some companies are exporters. It doesn’t really make sense to hedge. 

You’d be shooting yourself in the foot. So name-by-name basis, but we’re 

not formulaic hedgers. 

Steven: And so many of these companies… and to add to that, so many of these 

companies that we own have global franchises. And so they have 

revenues coming from all over the world, and we’re not really sure what 

we’d be hedging. And then some of these companies in addition may be 

hedging themselves. So you could be hedging a hedger. So for all of 

those reasons, it’s something that we don’t generally do, but on occasion 

we have a have a view. As Mark said, we will occasionally do something. 

Brian: Something you want to grab? 

Mark L.: Google/Alphabet froth. Look, it’s more expensive than when we bought it. 

That’s stating the obvious. But there’s some things that are tough to put a 

value on. When we talk about Google internally, you think about the value 

that they created with various acquisitions—whether that be YouTube, 
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Android. And it’s hard for us to say with any great certainty the value that 

these guys are going to create in the future. They clearly are brilliant. I 

think full-stop they’ve done an incredible job creating value. If you think 

about the sell-side community and even the market, people pooh-poohed 

what they paid—a billion and change—for YouTube. It’s now probably the 

most valuable online video property in the world. And so we’re willing to 

give them more room to run than we would a typical plain vanilla S&P 500 

company whose valuation gets a little stretched. 

Steven: (46:03) There’s a question at the bottom we talk about a lot. I’m going to 

turn it over to Brian. Is Walmart getting back to an interesting level, for 

those of you known that we owned it in the past. 

Brian: Sure. So if you go back a couple of years, we owned both Walmart and 

Tesco—not the same business, but certainly in following an industry 

there’s some similarities between the two. We saw the challenges that 

Tesco was experiencing in the U.K., and that at a point led us to get out of 

Tesco. The learnings and experience from that sort of helped inform our 

thoughts about maybe general retail challenges both in the U.S. and 

around the world. And so I think that we would be suspicious of Walmart’s 

current results and probably pretty fearful that their economics might be 

subject to change over the next five to ten years. Now there’s certainly a 
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lot of asset value and intrinsic value at Walmart, but I think the price would 

have to reflect a steep, steep discount for us to be involved. 

Mark L.: I’ve you’ve seen our portfolio, we’ve generally steered clear of the retail 

space the past few years, aside from where we’ve had our toes chopped 

off—Tesco. 

Steven: The world is… 

Brian: Just a baby toe. 

Steven: What the world has… we spend a lot of time thinking about how business 

can change and how it can be disintermediated, and that can apply to 

retail, as Brian talked about. There’s real good competition out there, and 

business has changed, and a Buffett line… sometimes rivers do run dry. 

I’m not suggesting that is the case with Walmart. It’s probably too extreme 

a statement, I would argue. But in certain businesses, most businesses 

have a price you’d be willing to get involved. But something we think a lot 

about is how businesses can change based upon technology that’s out 

there. (48:02) If you go read a speech that I gave back in June at the CFA 

Society of Chicago, you could read where we talk about these MRO 

distributors—Grainger and Fastenal. You can see how there’s different 

things that can affect that business prospectively just as an example. 
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Mark L.: So there’s a question… what companies do you know of or own—it sort of 

disappeared from the screen, that’s okay—that are good at buying back 

stock. I don’t know if off the top my head I can tell you who’s the best, but I 

can’t recall if Brian mentioned—I think you did on UTX—that they’re 

aggressively… Did you talk about that? 

Brian: I did. 

Mark L.: Okay. 

Brian: Yeah, 15% they announced they were going to buy. I mean, the thing that 

was impressive about it—sorry—is that UTX has long had… as we 

mentioned, they spent about half their money on acquisitions. And when 

the new CEO came in there was an expectation that he might ramp up the 

acquisition program. And when the stock was trading at 115, that was 

certainly his stated intention or the understanding at least that the market 

had. And then he turned around and, when the stock was trading at 85, he 

said, look, the stock’s cheap; I’m going to go buy as much as I can, and 

maybe I’ll even borrow some money to do it. And it’s that mindset that I 

think we appreciate more than anything.  

Mark L.: There was a question—Elliott, scroll to the top—about, I’m going to say 

generally, Chinese internet stocks. Have they hit your radar? So they hit 

our radar; we’ve worked on them. And the question says: is this simply a 



      Q3 2015 FPA Crescent Fund (FPACX, FPC1Z) Conference Call 

 

 

 

 
 

-38- 
 

 

bet on the Chinese consumer and the first mover advantage of scale that 

they may have experienced over time? So we’ve spent time on a couple of 

Chinese internet stocks. One is in the Other category for what it’s worth I 

believe at the opening of the quarter. We don’t think it’s just a matter of 

betting on the Chinese consumer. We analyze these companies much like 

we would companies in any other region of the world. So you look at the 

management team. You look at the moat or lack of it. You look at whether 

they have a differentiated product. You look at where you think it’s 

sustainable. You look at the economics. You look at the incremental return 

on capital, so on, and so forth. So just because they’re situated in China 

doesn’t change the analysis of what you do. 

  Now I will say because they’re operating into an internet scheme 

and, as Steve mentioned, some rivers do run dry, you have to be a little 

more cognizant of making sure the sand isn’t shifting beneath your feet 

once you make that original investment. So we would consider them to be 

higher maintenance investments such that we’d want to do a better job of 

making sure that the thesis is consistent throughout our holding period 

versus say UTX where they make Otis elevators. People are going to go 

up, people are going to go down, buildings are going to get constructed, 
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so on, and so forth. That’s a bit different than investing in a internet stock 

of any type, I’ll speculate. 

Brian: There’s a question on buying bonds and how the increased asset base of 

the Fund has impacted bond buying since 2008 and ’09. I think there are a 

couple of things. (1) There’s a fact that it will take us longer to get to a 

position size in any individual bond with a larger asset base, and then 

there is also the market reality that Steve pointed out that dealers have 

less inventory than they did five, six, seven, eight years ago. And that 

second factor, we haven’t lived through a cycle with that environment. I 

think that there’s a possibility that it leads to greater volatility. And if there 

are some large funds or holders that decide they need to get out, it could 

lead to some block-type opportunities that we’ll be able to take advantage 

of given our size. 

  And then the other thing… that’s just the trading side of it. Then in 

terms of what it does in terms of our ability to be a large holder in a 

company, I’m going to say in general the larger issue or the more debt 

that’s outstanding—again this is a general statement—usually the stronger 

the underlying business. So you’re going to get more bad balance 

sheet/good business type situations. And given our increased size, we’re 

going to be able to be a significant holder and participant in those 
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companies’ restructurings. And I think there is an advantage in the 

bankruptcy process to having large positions and being a player in the 

process as opposed to tagging along and sometimes that process working 

out for other constituents instead of yourself. So I think that that is a net 

positive. 

Steven: Let me add to that. Just going to take this as an opportunity to talk about 

high yield for a moment. Being of a certain size, being larger, it’s 

certainly… and all else equal, it’s harder to buy anything at a larger scale. 

However, we have been able to, as a result, been able to assemble a 

great team. And when bad news hits, there tends to be a certain amount 

of available securities… so as Brian was able to pick up Glencore for an 

example that we wish it would’ve lasted longer. 

  Now if you look at this chart that I just… table I just put up, this is 

high yield issuance going back to 1997. In the blue shaded area, total 

issuance in the last 5.5 years, 5.75 years, $1.6 trillion worth of high yield 

bonds have been issued. That is fodder for future opportunity. Three 

hundred billion of that 1.6 trillion is triple-C and nonrated. Now these 

bonds that were… began to be really… the size that would be hit in 2010 

with maturities ranging between five and ten years. And some time in the 

next five years you’re going to see bonds coming due. What will be the 
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level of interest rates at that point in time? What will be the availability of 

capital at that point in time? What will the economy be like at that point in 

time? We don’t have answers to any of those things. But there’s going to 

be a point in time in the future that, as there has been at various points in 

the past, where the high yield market is going to present opportunities, 

and there will be plenty of liquidity we believe for us to be able to put 

capital to work effectively. 

  Now some of that liquidity may come from some of these ETFs for 

example. I think that the high yield market has never lived through a rising 

rate environment. Now we’re not calling for rising rates. We don’t know 

what direction rates will go. But it’s never lived through a rising rate 

environment ever in its history. I mean, last time rates went up were late 

70s/early 80s, and high yield market didn’t really exist in its current form. 

Although Mike Milken recognized something and profited from it 

tremendously. 

Brian: Yeah, I think the quip on Steve’s slide would be, look, spreads don’t go to 

1000 because of a lack of sellers, right? And so if the high yield market… 

and if there’s an inability to refinance these bonds, there’s going to be 

plenty available for us and others frankly. There are a number of other 
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firms with significant assets looking for high yield. There’ll be enough for 

us and others to participate. 

Mark L.: So there’s a question… does the same thesis about cloud conversion you 

use for Oracle apply to IBM? So IBM we don’t own in the portfolio. We 

worked it up in the past. We chose not to purchase it. I’ll say it doesn’t 

really apply. IBM’s core earnings power is generated to a large degree 

from mainframe usage, and that’s an area that is separate and distinct 

from what Oracle does. And so I’m just going to say it cannot be 

directly…not directly applicable. 

  There’s a question about Russia, Russian oils. What kind of political 

or economic environment would make you close the Fund’s position in 

Russian companies? (56:01) When we invested, things clearly were not 

good in Russia. I don’t think there’s much that would really scare us out. 

We’ve made our bet, and we’re sitting with it, and we’ll see how it works 

over time. But it’s not as though we’re saying, ooh, they went into Syria; 

we got to sell our Russian positions now. These are businesses with long-

lived assets, some of them. We own a variety of companies in the region. 

But whether… if you’ve seen what the value that we generated for the 

most part, if you were to run a DCF, it’s not the value that’s going to be 

generated in the next year or two. These would be a long-lived model with 
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cash flows extending for many years, and in the majority of the cases 

they’re highly free cash-generative companies. And we actually get a nice 

yield from the majority of our investments. 

Steven: There’s a question about if forward returns for stocks and bonds are 

expected to be lower than average, do you have an internal target since, 

you are large shareholders yourselves, you like to achieve such as a… 

some spread over inflation. I mean, we’re in a business of looking for 

attractive risk/rewards. Some of these investments we find could be 

bonds… if we’re entirely confident that a bond is going to return us 10% 

and we’re going to get that principal back at maturity, we’ll get engaged 

there. And so we kind of look at each of these opportunities discretely and 

make a decision. The portfolio’s returns kind of fall out the way they fall 

out as we go about our process. Returns are a function of process as 

opposed to a specific target. 

Mark L.: And I’d say we look at the returns over a cycle rather than any one year. If 

you were to try, say, I’m going to target X above inflation every year, you 

put yourself in a very precarious situation because at a time when there’s 

not very many interesting things to do and investments generally lack a 

margin of safety, you’ll be putting money toward… 

Brian: Investing in an MLP possibly. 
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Mark L.: Yeah… specifically at a time maybe when it would be best to pull back 

rather than move forward based on bottoms-up valuations. And so that 

just ties back I think to what Steve mentioned earlier. 

Steven: So we’re coming up on the hour. Hopefully we’ve been able to give you a 

clear idea as to what’s been going on in the portfolio. And if there are 

follow-up questions, we’d like again to refer you to all the individuals in 

Client Service including Mark Hancock—Brande Winget is out on 

maternity leave, so congratulations to Brande—and Ryan Leggio. So 

again thank you for your time. We appreciate tremendously, and any… I’m 

going to turn it over to Mark Hancock. 

Mark H.: Thank you, team. To you our listeners, we’d like to thank you for your 

participation in our third quarter 2015 webcast. We invite you, your 

colleagues, and clients to listen to the playback and view the slides from 

today’s webcast, which will be available on our website over the coming 

few days. We urge you to visit the website for additional information on the 

Fund, such as complete portfolio holdings, historical returns, and after-tax 

returns. 

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

your feedback. We highly encourage you to complete this portion because 

appreciate it and review all your comments. 
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   Please visit fpafunds.com in the future for webcast information, 

including replays. We will post the date and time of the prospective 

webcasts during the latter part of each quarter and expect the calls, as in 

the case today, to generally take place three to four weeks following each 

quarter end. We hope that our shareholder letters, commentaries, these 

conference calls, and other pieces of information will help keep you, our 

investors, appropriately updated about the Fund. 

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

are as of today, October the 29th, 2015, and are subject to change based 

on market and other conditions. These views may differ from other 

portfolio managers and analysts of the firm as a whole, and are not 

intended to be a forecast of future events, a guarantee of future results, or 

investment advice. Any mention of individual securities or sectors should 

not be construed as a recommendation to purchase or sell such securities, 

and any information provided is not a sufficient basis upon which to make 

an investment decision. The information provided does not constitute or 

should not be construed as an offer or solicitation (60:01) with respect to 

any such securities, products, or services discussed. 

  Past performance is not a guarantee of future results. It should not 

be assumed that recommendations made in the future will be profitable or 
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will equal the performance of the security examples discussed. Any 

statistics have been obtained from sources believed to be reliable, but the 

accuracy and completeness cannot be guaranteed. 

  You may request a prospectus directly from the Fund’s distributor, 

UMB Distribution Services LLC, or our website, fpafunds.com. Please 

read the prospectus and the Contrarian Value policy statement carefully 

before investing. FPA Crescent Fund is offered by UMB Distribution 

Services LLC. 

  This concludes today’s webcast, and again thank you for your 

participation. 

[END FILE] 


