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Mark H.: Good afternoon and thank you for joining us today.  We’d like to welcome 

you to the FPA Crescent Funds Third Quarter 2016 webcast.  My name is 

Mark Hancock and I oversee Client Service and Business Development 

here at FPA. 

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

made available on our website, fpafunds.com, over the coming few days.   

  Momentarily, you will hear from Steven Romick, Brian Selmo, Mark 

Landecker, the Portfolio Managers of our Contrarian Value Strategy which 

includes the FPA Crescent Fund.  Steven has managed the Fund since its 

inception in 1993 with Mark and Brian joining Steve as Portfolio Managers 

in June of 2013.  It is now my pleasure to hand over to Steven Romick. 

Steven: Thank you, Mark.  And thank you all for taking the time to join us.  In the 

third quarter, Crescent returned 5.29% versus the S&P 500’s 3.85% and 

the MSCI ACWI’s 5.30%.  The big driver in the quarter was the rebound in 

the financial sector and an ongoing rally in high-yield bonds, both of which 

benefitted Crescent thanks to its 23% current exposure to financials and 

6% to high yield and distressed debt.  The Fund returned 5.5% for the 

nine months, as compared to the S&P’s 7.8% and the MSCI ACWI’s 

6.6%. 
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  The agenda today will include a review of the Fund’s philosophy, 

performance, and portfolio characteristics.  We'll also offer some portfolio 

insights and market views, as well as an update on our team.  We'll end 

with Q&A.   

  For the uninitiated, our goal is to generate equity rates of return 

with less risk than the stock market.  We define risk as a permanent 

impairment of capital.  This means that we operate with an absolute return 

focus, which is to say that we won't invest your capital unless there is a 

compelling risk/reward dynamic.  This means that if we can't find enough 

upside to offset the downside, then cash will build as residual.  Cash will 

not rise or fall as a function of some macro view.   

(1:53) 

  We operate with an unusual amount of flexibility, primarily investing 

in both equity and debt, and big and small companies both here and 

abroad.  We pride ourselves in conducting thoughtful research on 

businesses and the industries in which they operate.  A hallmark of our 

process is that we're patient.  We patiently complete our research.  We 

are price takers and patiently await prices that come our way.  And once 

we make an investment, we realize it could take quite some time to work 
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out so as long as fundamentals remain intact, we patiently wait while we 

hold an investment. 

  Our security selection has, on average, been robust which has 

helped Crescent to outperform its exposure, allowing the Fund to achieve 

its stated goals with respect to the relevant benchmarks in both the 

current market cycle, the last market cycle, and since inception.   

  Looking at the three charts on Slide 4, you can see that the Fund 

has delivered on its objective since its inception more than 23 years ago.  

The chart on the left shows our market-like returns, 10.3% for the Fund 

since inception versus 9.1% for the S&P 500.  The chart in the middle 

reflects that the Fund has generally declined less than the stock market—

the S&P 500, that is—capturing 58% of its downside.  The Fund’s upside 

participation has been 76%.  If we continue to capture more of the upside 

than we do of the downside, then the Fund will continue to accomplish its 

goals. 

  The Fund has historically exhibited far less volatility than the stock 

market, as can be seen in the chart to the right, but volatility is not 

something we think about.  It’s merely a by-product of the value-conscious 

manner in which we invest.  We are far more concerned with avoiding a 
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permanent impairment of capital than we are with any security moving up 

or down a lot ephemerally.   

  In the last 12 months winners added 3.75% to Crescent’s returns, 

while losers detracted 1.41%.  Three large-cap technology companies 

were additive.  Rounding out the list is our long-held investment in Aon 

and our more-recent investment in the debt of Consol Energy.  There isn't 

any particular theme that can be attributed to the Fund’s detractors over 

the past 12 months. 

(3:57) 

  Of note is that the Naspers/Tencent arbitrage has detracted 0.6%.  

We’ve discussed Naspers in the past.  Naspers is a South African media 

company that owns a stake in Tencent, a Chinese company involved in 

internet, technology, and media.  The value of the Tencent stake that 

Naspers holds exceeds its total market cap.  With a negative value of the 

position at -0.60%, you can see that the market is paying us for all of the 

Naspers assets other than Tencent.  We are confident these assets have 

a value substantially greater than zero.  But for now anyway, the market 

doesn't care.  The rebound in financial stocks and high yield is apparent in 

the table for Q3 winners and losers.  All of the winners fell into these two 
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categories and added 1.87% to the Fund’s quarterly return.  The losers 

detracted -0.6% and lacked any specific theme.  

  Crescent currently has more invested in equities than its historic 

average but less in high yield with a net risk exposure more or less in line 

with our average since its inception, 64.5% versus 63.3%.  With some 

cleaning house in 2016, the number of long equity positions stands at 40 

down from 46 at year-end 2015 and closer to our average of 38 since 

inception.   

  Crescent continues to have more exposure to larger-capitalization 

companies which is where we continue to find better opportunities.  

However, it’s not that we don't have investments in small- and medium-

sized companies.  Thirteen percent of the Fund’s equity exposure has a 

market capitalization of less than $10 billion while around seven percent 

of that are market caps less than $5 billion.  Further explaining Crescent’s 

cash build you can see the portfolio is more pricey than at points in the 

past.  Both trailing and projected P/Es are higher than the Fund’s historic 

average.  Trailing P/E for the Fund is 25.9x versus our historic average 

going back to 1996 of 17.1x.  Things don't look as expensive when looking 

at projected P/E which is 15.7x, but that’s still greater than the Fund’s 
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14.0x historic average.  Crescent’s P/E is less expensive than the S&P 

500’s 17.2x and the global MSCI ACWI Index’s 16.2x. 

(6:16) 

  On a price-to-book basis, the Fund also trades less expensively 

than its benchmarks.  Crescent’s price-to-book is 1.4x at quarter end as 

compared to 2.9x for the S&P 500 and 2.1x for the MSCI ACWI Index.  

With a mind to protecting the downside, the companies we own (excluding 

the lenders) for the most part have strong balance sheets which translates 

on a weighted average basis to a net cash position for the companies we 

own, which is better than the market as a whole.   

  Twenty-three percent of the invested equity capital is invested in 

companies based outside the United States.  More relevantly, the 

companies we own derive more than half of their revenues from outside 

the U.S.  The market continues to be expensive, but that continues to be 

explained by low, low, low interest rates.  P/Es smoothed by using trailing 

10-year earnings are higher than they've been in all but two periods:  1929 

and 2000.  Low rates make risk assets that much more valuable, all else 

equal. 

  Looking at valuations another way, median P/E, price-to-sales, and 

price-to-book for the S&P 500 are now higher than they were at the prior 
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two market peaks.  That’s also largely true of the valuation of the MSCI 

ACWI Index where the median P/E and price-to-sales is also higher than 

the prior two market peaks, although its price-to-book is lower than 2007 

but higher than 2000.  This can partially be explained by financials that 

both make up a larger portion of the MSCI than the S&P and trade at a 

lower price-to-book thanks to their lower-quality balance sheets.  

  One doesn't have to look much further than interest rates to 

understand what's driving the market.  Rates are negative in many 

developed economies.  We showed this chart in the second quarter call.  

The blue reflects negative yield at various maturities while the less 

abundant green depicts a less-attainable positive yield.  If you look at the 

end of the third quarter, you can see that rates have gone increasingly 

negative, that there is more blue and less green.  

(8:11) 

  You now have to go out more than 50 years to get a positive yield 

on Swiss government bonds.  Negative rates are no longer solely the 

domicile of public debt.  In the third quarter, for the first time in history, two 

public companies issued corporate debt with a negative yield:  Sanofi and 

Henkel.  Many investors have forsaken the historically safer path of short- 

to intermediate-term government bonds and have shifted to equities, 
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particularly those of higher-quality businesses with good dividend yields.  

We are in uncharted territory. 

  It’s surprising to find the stock market hitting new highs while 

earnings continue to be weak.  The most recent third quarter will likely be 

the seventh quarter of earnings declines in the past two years for the S&P 

500, but you wouldn’t know it by looking at the market near its all-time 

high.  A surprisingly robust stock market, despite weak corporate 

earnings, is not just the case of the U.S.  It’s true globally as well.   

  The best-performing assets continue to be those with the longest 

duration, highest perceived quality, and the highest yield.  As stock prices 

have been bid up, valuations have reached levels that leaves the more 

discerning value investor skeptical.  Skepticism, though, has no place in a 

bull market.  As a result, fully-invested passive management has seized 

the day – for now anyway.   

  This chart is somewhat dated as the equity index fund market 

share in the U.S. now accounts for $4.8 trillion of assets, which is around 

40% of the U.S. market, up five times in the last decade.  We have no 

issue with passive investing but, taken to extreme, there are all kinds of 

issues.  Originally passive investors meant to piggyback on the price 
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discovery as carried out by active investors.  But now the tail is wagging 

the dog. 

  We don't know how long this trend continues, but as contrarians, 

we are somewhat heartened by all the negative headlines attacking active 

management, which you see here on this page in front of you.  We expect 

that we will continue to meet our stated goals, particularly if there's 

indiscriminate selling that usually accompanies a market downturn, 

something we haven't seen since 2008 and 9.  It’s been awhile.  It’s the 

indiscriminate buying that’s driving the market now, but that will inevitably 

reverse itself.  And as to when, we can't opine.   

(10:13) 

  As it stands today, a large percentage of the higher-quality stocks 

with the high dividends have low betas.  This chart depicts the unusual 

valuation premium the low-beta stocks are currently enjoying and have 

enjoyed since 2011.   

  It’s not just stocks and sovereign bonds that trade at high 

valuations, corporate bonds are along for the ride.  The yield on high-yield 

bonds are about as low as they've ever been with just a 6.6% yield to 

maturity—well, actually, the yield to worst is 6.3%.  If you backed out the 
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higher yields of the energy and metals-and-mining sectors, you would see 

even lower yields. 

  European high yield bonds yield even less, just 4.0% which is 

about a 3.65% yield-to-worst as of quarter end.  That’s partially a result of 

European investors running from local market negative yields as well as 

the price support that comes from the European Central Bank’s corporate 

bond purchasing program that has purchased 4%—4%, I repeat—of the 

eligible European corporate bond market in just its first four months!  

  We were feeling pretty hopeful last fall when spreads were 

widening and we were able to put some capital to work in high yield.  High 

yield is now 6% of our portfolio, up from just 1% mid-2015.  Unfortunately 

the opportunity was anything but broad-based.  The higher yields were 

mostly related to the metals and mining, energy and transportation 

sectors.  The peak of the opportunity came last February, but the market 

has since recovered and we find ourselves on the sidelines once again.   

  We're not idle while we wait.  All of us on the Contrarian Value 

team continue our studying of various businesses.  Since the second 

quarter we've added two to our team:  Kyle Allen-Niesen and Alex Wong.  

We enjoy learning, but we look forward to the time when that translates 

once again into investment opportunity.   
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  So meanwhile, we continue to do our research.  Here's Brian with a 

really good-looking yellow vest and safety glasses standing in front of a jet 

engine at the Esterline plant.  And here I am—you can hit the video on 

this—doing some agriculture and John Deere research in N. Carolina. 

(12:10) 

Steven: I’m going to turn to Q&A. Please appreciate that we don’t discuss those 

companies in which we are either currently transacting or are close in 

price to either a buy or sell.  We'll start with some questions that came in 

over the transom earlier this week.  First question I’m going to pass off to 

Brian, “What economic scenario would change your positive view of the 

banking sector?”  

Brian: Thanks, Steve.  So as we've talked about extensively on earlier calls and 

at Investor Day, our investment in the U.S. financials is really premised on 

two things:  (1) the improvement in those companies’ financial strength 

and balance sheet over the last eight years making them viable from a 

safety perspective, and (2) valuations being highly compelling.  Our 

investment was never based on and isn't currently premised on an 

economic environment that might create more tailwind for them.  So we 

consider various economic or macroeconomic factors, but that particular 

investment is not dependent on any exactly particular view.  So I think we 
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would think about exiting the bank or financial investment when the 

valuations were less compelling, not in response to necessarily an 

economic environment. 

Steven: There's some follow-up questions on cash as we stated our risk exposure 

is about 65% at quarter end. As cash is a byproduct of our research 

process when perspective investments made our hurdle for quality of 

business and enough reward to justify the risk assumed, then we'll use the 

cash to make purchases. 

(13:57) 

  There's a question here, “With U.S. indices stretched, do certain 

regions have catch-up potential and are you finding select opportunities?”  

We find that like companies around the world trade at like multiples.  The 

world’s become increasingly global and, as it’s become smaller, people 

have the ability to track what a company is doing in Switzerland, the U.S., 

or Japan.  So a similar global consumer product company that may exist 

in Switzerland, U.S., or Japan will trade at a similar multiple.  The varying 

valuations that one sees when one looks around the globe is more a 

function of different business quality, I’d argue.  Think about it like this:  a 

smaller sized home on the beach in Malibu is more like a similarly-priced 

home in the Hamptons than it is to a home in Bismarck, North Dakota.  



Q3 2016 FPA Crescent Fund (FPACX) Conference Call 

 

 

 

 
 

-13- 
 

 

That said, in that 22% of our equities are based outside the U.S. suggest 

that we continue to find certain opportunities outside our borders and will 

continue to search globally.  

  There's some questions on our political views and what might 

happen to the markets and what if Hillary wins and…  This is the craziest 

election I’ve ever seen.  However, we don't prognosticate what any one 

politician or political party may do.  Legislating change isn't easy and we 

have no edge in that kind of prognostication.  If government action hurts a 

particular business or industry, we'll look to see if the business’ valuation 

has declined to a level that warrants our attention.  This makes us habitual 

price takers. 

  We'll turn to some questions that are coming across live.  And I 

haven't had a chance to look at the list yet, so maybe you guys could 

start? 

Brian: There's just a technical question on Naspers/Tencent and it says, “Being a 

detraction, do you hedge the currency given that Naspers is in Rand and 

Tencent paying Hong Kong dollars?”  I think the questioner answers their 

own question with then mentioning that granted Naspers stake in Tencent 

is effectively in Hong Kong dollars, yes. So our net position in Naspers, as 

Steven mentioned, is negative so we wouldn’t really see ourselves as 
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having a currency exposure.  And so we're long Naspers, which has Hong 

Kong dollar-denominated exposure in Tencent and short the proportionate 

interest in Tencent leaving us neutral. 

(16:17) 

  Now, the remaining Naspers’ assets are going to be denominated 

in a number of different currencies because they have some Sub-Saharan 

African investments as well as investments around the world.  So it’s not 

something where we have done anything in addition to the natural hedge 

in the position to hedge the currency.  

Steven: There's a question that says, “Did you say that passive index funds make 

up 46% of the U.S. stock market?  If so, what is your assessment of the 

impact?”  I actually said in the last data read it was actually 40% of the 

U.S. equity market and the assessment of the impact is simply that the 

more money that flows into these funds and buys a similar kind of 

company will continue to drive the outperformance of those companies.  

And there'll be an increasing gap between the haves and have-nots as far 

as those companies that offer those higher dividends and those larger 

capitalization companies that are out there in the marketplace.   

  Now, that said, all good things must come to an end and there will 

be a point in time when it reverses itself.  It’s a more magnified version of 
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the trend in indexation in the 1980s that I witnessed.  When it reverses, it 

creates opportunity for people like us who are waiting for that kind of 

opportunity. 

Brian: There's a question, “Please address Alcoa, thank you.”  So Alcoa is in the 

midst of separating into two businesses:  Arconic, the value-add 

engineered products business, and Alcoa will be the two new companies; 

Alcoa being the commodity bauxite/alumina and aluminum business.  I 

think our observation would be that we are glad to see the companies 

separating.  We think there is an opportunity for Arconic to materially 

improve the margins in their business over the next few years and we 

would observe that each piece trades well below where other similar 

businesses either are priced currently or, in the case of Arconic where 

Berkshire bought PCP.   

(18:30) 

Steven: There's a question, “You may have talked about this before, how do you 

think the FPA portfolio will perform if we go into a high inflationary or even 

hyperinflation?”  We've talked about this at length in the past.  We don't 

know what's happening.  We never do, candidly.  There's clearly 

deflationary pressures out there.  Our portfolio if we have deflation and it 

gets worse and China rolls over then our cash will perform quite well.  On 
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the other hand, if all of the world being awash in money tilts the other 

direction and all of a sudden we have a lot of inflation, our cash won't do 

as well but our stocks should do relatively well.  If you have a portfolio that 

is fully invested, you're clearly making a bet in one direction versus the 

other.  We don't feel confident in making that bet any one way and we 

continue to be guided by what the valuations are of the companies we 

would like to own.  

Brian: So there's a question, “Is there any merit to the argument that it is difficult 

to compare P/E ratios to the past years, 10- to 20-year timeframes, due to 

the various changes in accounting procedures?”  I’m assuming that this 

question is addressing Steve’s slide on the 10-year average P/Es.  I would 

say that I think there's a challenge and a flaw in all of the broad market 

sort of gauges or attempts to reach valuation.  I think there's flaws in the 

P/E method.  I think there's flaws in the price-to-book method.  I think 

there's flaws in the market-cap-to-GDP method as well.  And I think all of 

these things are somewhat changing and flawed over time.  I think the 

point in highlighting them is to illustrate a consistent signpost that one can 

look at to get a general sense of whether the market is more or less 

expensive.  It certainly isn't a metric that we spend a lot of time 

disaggregating or using as a tool to make individual security decisions. 
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(20:35)  

Steven: There's a question that says, “You showed a slide of portfolio 

characteristics with forward P/E of 15.7x.  Is that an FPA estimate or is it 

analyst consensus?  If so, what is your estimate?”  That is a Wall Street 

analyst consensus estimate.  And our estimates, we don't look at 

companies for what they're going to earn in any given quarter or year, 

candidly.  When we build our models, we build them to a low, base, and 

high case as to what we might expect them to do over the next few years 

where we try and anticipate what could occur to the downside that could 

be disruptive to the business and try to understand our downside case 

and then we try and, in our base case, devise a model that doesn't 

assume everything wonderful is happening.  We want to be relatively 

conservative in that view.  And if the business is attractive and trading at a 

current valuation at that base case, we'll potentially be a buyer of that 

business.  On the other hand, we still have the high case there that is if 

things do go right, then we could end up owning a business that we have 

some good optionality in it; that has some good optionality.   

Mark L.: There's a question, “Why did you reduce your holding in Oracle despite 

the weak stock price?”  So Oracle’s been a long-term holding of the Fund 

now for a number of years.  We would have added to the position earlier 
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this year back in—I believe it was February when there was a bit of a 

market selloff and we would have upsized its position in response to a 

lower market price.  Subsequent to that—and I believe the share price is 

probably around 41 to 42—we trimmed back the position on the bid of 

strength and that’s simply because it had grown along with the stock price 

at that point.   

(22:23) 

  There's a question, “Are you finding any attractive opportunities in 

healthcare given the selloff in the sector?”  Long-time investors in the 

Fund may recall that back in probably 2010 I believe it was, healthcare—

Brian’s nodding? 

Brian: In ‘10 or ‘11. 

Mark L.: ‘10 or ‘11 healthcare actually would have been the largest exposure in the 

Fund at that point in time.  There were tremendous opportunities available 

then.  We could buy market leaders at circa 10x earnings or less actually 

in some cases for the pharma stocks and we owned a large number of 

pharma companies or related in the field.  At this point in time, we're still 

not finding any table-pounding values in the pharma sector.  And truth be 

told, there's a couple names floating around but we are not drowning in a 

sea of healthcare ideas that we're evaluating at the moment.    
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Steven: There's a question as to what are the year-end capital gain distributions?  

You will have numbers by the end of November on that front.  There's a 

couple questions on the new DOL that I think that Ryan Leggio, who’s 

happily not joining us today because he’s at the hospital— 

Mark H.: She just gave birth. 

Steven: She just gave birth?  Fantastic, so he’s a father the second time around.  

And so he can spend a little bit of time talking to you about that if you 

reach out to Ryan.  He has some views.  It does affect those companies— 

Brian: Maybe wait a week.  

Steven: Yeah… 

[LAUGHTER]  

Steven: Give him a week.  But it certainly affects those fund firms that have 12b-1 

trailers and there are load funds.  And that’s not something that we have 

here.   

Mark L.: So there's two questions.  One is, “How do you foresee the Fund limiting 

volatility if equity markets begin to decline?”  And there is a second 

question regarding, “What do we view as the Fund’s downside in 

response to a 1% rate rise in 2017?”  As has been alluded to in the call, 

we really build the portfolio on a bottoms-up basis, security by security.  

We're obviously cognizant of risks; whether we be overweight a particular 
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sector, geography, et cetera.  But what we don't do is spend much or 

really any time at all discussing how the portfolio might respond to a 

downside move in the market or a 1% change in rates.  We're obviously 

aware of it, but it’s not something we try and manage to.  And we think if 

you try and manage to a low level of volatility, it will specifically handicap 

your returns over time. 

(24:48) 

  And what we're really looking to do is put in equity-type returns and 

we would actually hope even better over full market cycle, while protecting 

against permanent loss of capital.  And within that, you'll notice I don't 

mention volatility.  The low volatility historically has actually just been a 

byproduct of the Fund portfolio composition, probably because we buy 

things a little cheap and maybe we sell before it gets really expensive.  

And as everyone knows, volatility actually goes both ways, up and down.  

And so we probably— 

Steven: Although you wouldn't know it by the calls that we get. 

Mark L.: Yeah.         

Steven: There's a question, “Have you seen a correlation as highlighted by Jeffrey 

Gundlach of the S&P 500 and the Fed’s balance sheet?  What's your view 

on this?”  We've shown in our past charts—we'll show it like this.  I mean 
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you can certainly plot the stock market and look at the increase in the 

stock market versus the Fed’s balance sheet and you can see that 

correlation is clear.  You can also, more importantly, look at the correlation 

between interest rates and stock prices and see how interest rates have 

gone down for the last 35 years and the stock market’s gone up. 

  I was at—to leave the firm unnamed—a major Wall Street firm, 

trading house, and I asked them do they have any bond traders that were 

alive when rates were going up, so pre-1982.  And if so, I’d love to be able 

to chat with them.  They haven't gotten back to me.  I’ve asked that 

question of two other investment banks and they haven't gotten back to 

me either.  So, as far as I can tell, I don't know about anybody on this call 

or anybody in this room, but I’ve actually never met anybody who’s lived 

through a rising rate environment. 

  Now, I don't know if rates are going up.  We're not making that call.  

We don't have any idea what direction they're going.  But the risk/reward 

of counting on the fact that rates are going to stay here or go lower and as 

it impacts long-dated bonds or as it impacts stocks in general—because 

everything is that much more valuable when rates are going lower—is not 

a bet we're willing to make.  It’s a bad bet in our view.  

(26:59) 
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Brian: There's a question, “Do we anticipate opportunities either with equity or 

debt in the infrastructure area?”  Not specifically, no.  

Mark L.: There's a question or more a comment, it says, “I recently had a business 

owner client say that his relatively-successful, privately-held company 

would never be priced at 15x earnings so why would so many of these 

publicly-traded companies be selling at over 15x earnings?  How do you 

answer this simply?”  From his lips to the market’s ears. 

Brian: Because if they don't trade at 15x earnings, someone will leverage them 

up 6x with 4% debt and take them private.  I mean just in today’s 

environment, that’s the reality.  Financing exists such that you if you have 

a relatively stable business or a financeable business, someone will give 

you six to eight turns of debt at an all-in less than 7% cost and…  

Steven: It said I should talk to a certain individual… 

[LAUGHTER]  

Steven: …who’s 85 years old who’s seen rising rates.  I mean— 

[LAUGHTER]  

Steven: It’s not that I—I said a trader, I didn't say an investor.  I was very specific 

about how I framed it.  I can also call Bob Rodriguez, our partner, who 

also lived through rising rates.   
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Mark L.: “You seemed to indicate on prior calls you were finding interesting 

situations in energy.  Is that still the case?”   

Brian: No is the short answer.  And we were primarily doing things on the credit 

side in energy if you go back nine or twelve months.  I think that that 

opportunity has largely left us I think, for the most part, energy whether it’s 

stocks or credits, discount in commodity prices that are well above the 

current strip level and, in some cases, well above probably what we would 

think of as long-term prices that we would underwrite for those 

commodities.   

(29:04) 

Steven: “Given the elevated equity and bond market, do alternative investments 

have any place in the Crescent Strategy?”  I’m not really sure.  There's 

lots of definitions for alternative.  But I think that both Brian and I have 

touched on the Naspers/Tencent trade.  That is not a trade, an investment 

with a certain homogeneity.  It is a little bit more alternative.  We have a 

Yahoo! and Alibaba, similar kind of trade, on the books as well.  We have 

some investments in farmland and container ships and other types of 

investments.  But it’s not like the world’s offering things for cheap in the 

public markets.  And in the private markets there's certain opportunities, 

but we recognize that we run a public fund and our shareholders have the 
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right to receive their capital on a daily basis.  So our ability to take 

advantage of what might be truly inefficient in the private space is more 

limited.   

Brian: There's a question, “Could you comment further on the new additions to 

the team?  Were there specific gaps you sought to fill or capabilities you 

wanted to add?  Do you have a target or optimal team size?”  So I think 

the addition is Alex who you're mentioning who joined us maybe 40 days 

ago.  But I’d like to broaden the question and just say that we've been 

very happy with building out the team over the last couple years.  I think 

we have a very good group from a diversity of intellectual strengths, as 

well as a very hardworking group and also a group that’s largely in line 

and kind of buys into our philosophy and process.  So it’s really been a 

good working environment and really kind of fun to have everyone get up 

to speed and sort of trained up at this point. 

(30:52)  

  In terms of Alex specifically, we weren't looking to fill a specific 

hole.  I think that our approach in the last few years has been to hire 

people opportunistically who we think are capable, talented, and will fit in 

both from an investment philosophy as well as a kind of team-culture 

perspective.  We are not looking to grow the team, though, at this point.  
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Mark L.:  I was only going to add, in terms of specific gaps we're looking to fill, Brian 

has a penchant for running shoes and Alex has an ability to source them 

very inexpensively. 

Brian: [LAUGHS] Yeah, yeah. 

Mark L.: So there is a natural fit there that works well.  No, we joke at it.  Alex has 

collected like rare Nike basketball shoes going back decades and 

apparently is the world’s most successful trader in tennis shoes and put 

himself through school on the trading of arbitraging tennis shoes.   

Steven: I would also add, when we think about our team is that as each year 

passes, everybody gets a little bit more capable.  And hopefully that 

applies to Mark, Brian, and myself as well.  And so the individuals that 

have been here for five years, in every case are better today than they 

were then.  And so we're very pleased with the development of the team.  

Mark L.: So the question “Beta can be connected to financial leverage, operating 

leverage, cyclicality.  Do you think there's any difference in any of these 

factors with respect to the relative strength of low-beta stocks?”  I think 

that really ties back to the question or the comment that came earlier 

about privately-owned businesses, where they trade, and Brian’s 

response that anything that has a resilient stream of earnings that looks to 

be leverageable potentially is getting bid up either by companies buying 
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back their stock—which has been the most prolific use of cash, actually 

even greater than capex this cycle or whether it be leveraged buy-outs or 

the like.  And so I think it's really indicative of the times that you're seeing 

bond-like income streams associated with equities being bid up to bond-

like multiples.   

(32:58) 

Steven: There's a question surrounding fund flows and I wanted to say the way we 

manage the portfolio is such that whether cash is going in or going out, 

whichever direction it might be going, this happens on a daily basis, we 

always have operated this portfolio from inception with the ability to 

capitalize on the way we manage money such that if we own a position 

that’s a certain size—call it a 2% position—we don't mind if it grows, if it 

flows one direction.  By the same token, it’s generally easy to buy the 

companies that we want to buy as flows are coming in.  That’s been the 

case over the last 23 years.   

Mark L.: Question:  “Do we still intend to hold the small bet against Japan rates 

currency?”  We'll probably hold that instrument until it’s expired.  It’s an 

over-the-counter instrument.  The original investment would have made a 

few years ago and there’s still some time left to maturity. So we’ll probably 
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just hold that one through, unless we see a very volatile move in the FX 

rate. 

Steven: As I stated at the outset of the call, there were a few questions that we 

were not willing to answer because of reasons relating to transactions, 

something we’re looking to do in a certain name, and a few other 

related/unrelated topics that certain people in our firm, including Mark 

Hancock, Ryan Leggio when he’s back from having his baby, or Brande 

Winget will be getting back to you directly on those few outstanding 

questions. Mark, let me turn it back to you.  

Mark H. I think that ends the questions on today’s call and thank you all for 

listening and your participation in our Q3 2016 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, 

fpafunds.com, 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. 

(34:57) 

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

your feedback.  We highly encourage you to do this portion of the 

webcast.  We do appreciate and review all of your comments.  Please visit 
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fpafunds.com in the future for webcast information including replays.  We 

will post the date and time of the prospective webcast during the latter 

part of each quarter and expect the calls will generally be held three to 

four weeks following each quarter’s end.  

  We hope that our shareholder letters, commentaries, and these 

conference calls will help to keep you, our investors, appropriately 

updated about the Funds.  We do want to make sure that you understand 

that the views expressed on this call are as of today, October 25th, 2016, 

and are subject to change based on market and other conditions.  These 

views may differ from other portfolio managers and analysts of the Firm 

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, and 

should not be construed as, an offer of solicitation with respect to any 

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 will equal the 
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performance of the security examples discussed.  Any statistics have 

been obtained from sources believed to be reliable, but their accuracy and 

completeness cannot be guaranteed. 

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

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

Please read the Prospectus and the Fund’s policy statement carefully 

before investing.  FPA Crescent Fund is offered by UMB Distribution 

Services, LLC.  Thank you, again, for your participation and this 

concludes today’s webcast.  

[END FILE] 

    

             

     


