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

welcome you to the FPA Crescent Fund’s Fourth Quarter 2016 Webcast.  

My name is Mark Hancock and I help oversee Client Service and 

Business Development here at FPA. 

  The audio, transcript, and visual replay of today’s call will be made 

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

  Momentarily you’ll be hearing from Steven Romick, Brian Selmo 

and Mark Landecker, the Portfolio Managers of our FPA Contrarian Value 

Strategy which includes the FPA Crescent Fund.  Steven has managed 

the 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? 

Steven: Thank you, Mark.  Thank you for joining us today.  We’re going to spend 

the next hour or so talking about the FPA Crescent Fund’s recent 

performance, current portfolio, share some broader views and take your 

questions. 

  The FPA Crescent Fund takes advantage of diverse opportunities 

around the globe in, both, stocks and bonds, as well as other asset 

classes.  This can make benchmarking a bit of a challenge so we’ll walk 
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through recent performance drivers, what the portfolio looks like today as 

well as offer some broader views. 

  Performance over any short timeframe isn’t relevant.  Our goal is to 

achieve equity rates of return over a full market cycle, something we’ve 

historically been able to accomplish.  In the current market cycle that 

began in October 2007, that continues to be the case as can be seen in 

the blue shaded area on the far right that lays out Crescent’s performance 

versus its various benchmarks.  Crescent has outperformed each.  

Overall, the winners solidly outperformed the losers in both Q4 and the full 

year 2016.  Q4’s winners were entirely financials.  For the full year the 

debt of Consol Energy was a winner. 

(00:01:57) 

  The Losers were more diverse.  The biggest detractors from Q4 

performance were Arconic and Alcoa – originally one company until it split 

last October.  They each managed to take the 1st and 2nd Loser slots in 

Q4, subtracting a combined 43 bps from Q4’s return.  Although the year is 

still young, their performance has reversed in 2017.  In the past month, 

Arconic has increased more than 8% while Alcoa has increased more 

than 25%. 
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  The Naspers stub we’ve created by being long Naspers and short 

its ownership interest in Tencent detracted 51 bps from 2016’s 

performance, with 9 bps occurring in Q4.  We continue to be optimistic as 

to the ultimate outcome.  We do not believe that the Naspers stub we’ve 

synthetically created will trade at a negative value forever. 

  We had a small investment in shipping assets via our stake in 

Sound Holding.  We originally made our investment in container ships 

when they were priced near what were then the lows of the current cycle.  

As is usually the case, we didn’t find the bottom and those assets 

continued to decline in price costing the fund 27 basis points last year. 

  The fund’s net exposure – the total of Crescent’s long positions 

minus its shorts – was 64.2% at year-end – more or less in line with the 

fund’s 63.3% historic average.  Although the net exposure is up slightly 

from year-end 2015, that doesn’t tell the whole story.  We have reduced 

some positions and sold others entirely as the stock market moved higher 

during the year. Otherwise, the Fund’s net exposure would have been 

higher. 

  Based on consensus estimates at year-end, Crescent’s look 

through P/E of its portfolio companies is 14.8x, less than the S&P 500’s 

17.8x and also less than the MSCI ACWI’s 16.6x.  It is, however, 11% 
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higher than the Fund’s historic average P/E of 13.3x. The Fund’s 

Price/Book at 1.5x is marginally lower than its historic average, and also 

much lower than the both the S&P and MSCI. 

(00:03:59) 

  The fund’s debt/capital is negative, which means on a weighted 

average basis, the portfolio companies are in a net cash position.  That, 

however, is somewhat misleading given the very large cash positions of a 

few of our larger investments. The fund’s Return on Equity is more or less 

in line with its historic average but lower than the S&P and MSCI – as has 

generally been the case. 

  Crescent’s equity exposure is geographically diverse with 22% of 

the companies domiciled outside the United States.  More significantly, 

our portfolio companies had roughly 55% of their sales coming from 

foreign markets.  

    We have exhibited some dexterity in moving in and out of industry 

sectors, asset classes, and regions.  Our stake in Financials is 

emblematic of that flexibility.  We’ve been investors in banks and thrifts 

going back to the fund’s early years.  If we use the S&P 500 Bank Industry 

Price/Book as a proxy for valuation, you can see that Crescent’s exposure 

to financials has vacillated inversely.  As lenders get cheaper – a lower 
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Price/Book – we buy. When they become more expensive – a higher 

Price/Book – we sell.  Therefore, when the bank index was trading at a 

high valuation in the late 1990s and early 2000s, Crescent’s exposure was 

negligible.  We reengaged when valuations were bottoming earlier this 

decade and our exposure has now increased to an all-time high. 

  We didn’t have the foresight to build an entire position once the 

bottom had been reached.  We lack that talent not just with financials but 

with every other sector or asset class for that matter.  As a result, we 

regularly endure periods of underperformance while waiting for our thesis 

to play out, but our buying program generally continues as long as our 

opinion remains constant. 

  Good prices generally follow bad news.  We therefore allocate time 

to areas of distress.  The Healthcare industry has had its share of 

negative headlines of late.  That’s translated into the sector 

underperforming the broader market.   

(00:05:56) 

  As you should have come to expect, we’ve spent a fair amount of 

time recently looking at various companies across different healthcare 

sub-sectors.  We have made a few purchases but they’ve been small so 



Q4 2016 FPA Crescent Fund (FPACX) Conference Call 
 
 
 

 
 

-6- 
 

 

far. We’ll address healthcare further should that sector weight become 

more meaningful in the future. 

  The U.S. stock market continues to be expensive when calculating 

P/E using 10-year average earnings.  Its P/E is 28.5x and is in the 96th 

percentile over the last century plus.  This can be explained more by 

historically low interest rates than by robust earnings.  The green line 

shows the 10-year U.S. treasury with peak yields in excess of 14% in the 

early 1980s to less than 2.5% today.  Since the early 80s, the green line 

has sloped downward which has helped the P/E ratio – the blue line – to 

move inversely, rising upward.  The level of interest rates is important to 

valuing businesses – used in in a dividend discount model or to present 

value projected cash flows.  All else equal, a lower discount rate translates 

into higher values.  Valuations have received another bump upwards as 

investors seek a higher return in stocks and other risk assets given the 

poor yields from traditional fixed income alternatives.   

  Lest we be accused of selectively using statistics to deliver a one-

sided message, we show on this chart the market P/E based on forward 

earnings.  Here the story is more sanguine with the projected P/E just 

~13% higher than the average since 1990.  Unfortunately, that still doesn’t 
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translate into great value.  Looking at the following table will help to 

explain why. 

  Valuations as measured by P/E and Price/Sales are higher today 

than at the two prior market peaks –both here in the U.S. and globally.    

That’s also the case when looking at Price/Book in the U.S., but globally 

it’s higher than it was in 2000 but lower than 2007 – a very small peg to 

hang a bullish hat on.  Besides, if you were to take the low Price/Book 

problem-plagued European financials out of the equation, global 

Price/Book would also be at highs. 

(00:07:56) 

  High yield – or junk bonds – aren’t cheap either and now offer a 

yield to maturity less than the anemic year-end 6.5%.  We aren’t waiting 

for the peak in yields but this is far closer to the all-time 5.8% low than it is 

to the 21.7% all-time high. It seems that others are more are more willing 

high yield buyers.  As the Wall Street Journal reported earlier this month, 

“The average junk bond yield was 5.86%...a two-year low but above the 

sub-5% levels it reached in 2014.  Despite the low yields, many investors 

still view junk bonds as attractive at a time when the 10-year Treasury 

note yield is below 2.5% and stock valuations are widely seen as inflated.”   
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  We aren’t attracted to high yield bonds just because yields are now 

greater than 5%.  We don’t expect interest rates to remain low forever.  

And, just because stock valuations are seen as inflated, that doesn’t 

mean that high yield isn’t too. 

  The Fund’s high yield exposure moves around over time as a 

function of valuation.  High yields translate to more exposure, while low 

yields translate to less exposure.  We took advantage of some opportunity 

in the last two years and Crescent’s exposure increased from less than 

1% to more than 5%.  It has subsequently begun to fall off in the face of 

continually rising prices.  Like Wayne Gretsky, we try and skate to where 

the puck is going to be.  That means working on companies that we think 

might reasonably present a buying opportunity in the foreseeable future.  

We thought a weaker agricultural market might be such an opportunity. 

  We don’t generally prefer to speak about companies we don’t own 

but let’s take a look at a chart of Deere & Company stock price and 

earnings to help explain the challenges facing a value investor today.  

Deere is a good business, long known for its wide range of high quality 

agricultural equipment and leading U.S. market share.   But a weak ag 

market takes even the good companies down.  As we expected Deere 

suffered too, albeit not as badly as others in its sector. 
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(00:09:58) 

  In the last few years, Deere’s revenues declined almost 30% and 

earnings almost 50%.  In the past, that would have created a buying 

opportunity. But not this time.  Deere’s stock recently hit an all-time high 

even with its earnings back at 2010 levels. Deere’s stock recently hit an all 

time high even with its earnings back at 2010 levels.   

  We aren’t picking on Deere.  There’s lots of stuff that crosses our 

desk that hasn’t made much sense.  We just don’t see a margin of safety 

at Deere’s current price.  We are, in fact, quite impressed with what their 

management has done in navigating a difficult environment.  Deere’s mid-

cycle earnings should be higher, which would make the normalized 

valuation less expensive but we miss those times when such companies 

would trade as if the bad times would last forever.  

  That seems less likely to happen while securities enjoy global 

quasi-governmental support. The U.S. Federal Reserve currently owns 

~$2.5 trillion of the U.S. Treasury market – or 17%.  That ownership 

certainly has the effect of pushing bond prices higher – which means 

lower interest rates than you’d otherwise expect. 



Q4 2016 FPA Crescent Fund (FPACX) Conference Call 
 
 
 

 
 

-10- 
 

 

  The Fed’s influence extends to mortgage-backed securities as the 

Fed now owns 30% of the Agency MBS market.  As a result, MBS prices 

have been favorably impacted. 

  The ECB offers their support to European corporate bonds.  Since 

June 2016, they’ve bought more than 50 billion Euros of European 

corporate bonds.  That not inconsequential amount equals 8-9% of the 

eligible European corporate bond market.  When you take out 8-9% of a 

market in just 7 months, one should expect bond prices to rally.  The yield 

on the European junk bond market is a measly 3.75% -- lower by almost 

two points than even the anemic U.S. high yield market. 

  Not to be outdone, the Bank of Japan has further fueled its local 

market by continuing to buy equity ETFs.  The BOJ now controls 70% of 

their domestic equity ETFs, and 2.5% of the TOPIX market cap. 

 (00:11:54) 

  As the U.S. market continues to perform well, more dollars 

continue to flow into passive strategies such as ETFs and Index Funds 

that now represent almost 40% of the U.S. equity fund industry.  As it 

happens, buy programs are initiated to put those incremental dollars to 

work. This ultimately influences thousands of stock prices without regard 

to the value of an underlying business. 
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  A good example of this was the reaction of bank stocks 

immediately following the U.S. presidential election.  Bank stocks 

deserved to rise, all else equal, given the likelihood of less restrictive 

government regulation and the benefits of rising interest rates for those 

institutions with asset-sensitive balance sheets.  However, little distinction 

seemed to be made between those banks that would be helped by rising 

rates and those that would be hurt. The latter includes banks whose 

liabilities reprice faster than their assets and others with larger mortgage 

origination businesses.  Those banks that face the resulting earnings 

headwinds still saw their stock prices rise in line with their more 

advantaged peers. 

  We don’t suggest that passive management is bad and active 

management is good.  They can both be effective tools if used wisely.  It’s 

hard to argue with passive investing’s lower fees, tax efficiency and 

market matching performance.  But if you buy an index, you get the 

market.  If market volatility inappropriately causes a buy or a sell, then 

another alternative might prove better.  Many active managers offer little 

differentiation, structuring portfolios that all too often mimic an index but 

charge a higher fee.  Such closet index funds are silly.  However, others 
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offer real differentiation, both in terms of portfolio composition and 

downside protection. 

  Crescent benefits from its unusual breadth, investing in different 

regions and asset classes and exhibiting a willingness to sit on the 

sidelines while waiting for better opportunities.  We can act quickly when 

we find something attractive, which is particularly important when there’s 

only a narrow window of time in which to take advantage of the 

opportunity.  Our team’s flexibility to invest in stocks and/or bonds, 

whether they be domestic or international, and/or in the periodic special 

situation opportunity we come across has translated into something 

differentiated – attractive risk-adjusted returns over full market cycles.  As 

managers, we are definitely out of the proverbial closet.  That makes it 

challenging to use just one index as a benchmark which is why we offer 

several:  a domestic and international stock index, a balanced benchmark, 

and the rate of inflation. 

  Passive vehicles will likely continue to gain share as long as the 

stock market continues to rise.  There is some natural limit to passive 

investing’s penetration as they lack research capabilities and buy 

indiscriminately, thereby limiting price discovery.  In addition, there will be 

fewer dollars available for IPOs and Secondaries, and less of an ability 
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certainly to hold management teams accountable.  That puts some 

theoretical upper band on passive share, yet it could still be far larger than 

it is today. 

  I’d like to thank our Contrarian Value team for all their continuing 

hard work.  Mark, Brian and I feel fortunate to work with so many talented, 

committed individuals. 

  We’ll now take questions.  We’ll start with some questions that 

were sent in advance and then we’ll move to those that are coming over 

the transom right now.  And I’m looking at the screen and this might be a 

shorter call than typical because this is the fewest amount of questions 

we’ve seen since we started these conference calls. 

  Have you been raising or deploying cash over the past three 

months?  We’ve been buying into market weakness in 2015 and ’16 but 

that’s not been the case in the most recent quarter. 

  I’m going to pass this one off to Mark or Brian:  How are you 

positioning the fund for rising inflation expectations? 

Brian: So I think that those long-time listeners of the calls or readers of the 

letters will know that we don’t specifically position the fund for any 

particular view of the future or macro scenario.  We try to be aware of 

different areas of excess and opportunity and position the portfolio in what 
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we consider to be a robust manner such that it ought to do okay no matter 

what the eventual macroeconomic environment is. 

(00:16:05) 

  Now, specifically with regard to inflation, if that is to come we have 

a number of businesses that have pricing power, that are capital light, that 

we think would naturally grow on the back of that inflation.  And, similarly, 

in the shorter term if that were to be accompanied by rising interest rates 

there are a number of businesses that we own that would mechanically 

increase earnings on the back of rising interest rates.  But the 10-year 

backing up or inflation expectations changing has not caused us to alter 

the position of the fund. 

Steven: There’s a question that came in that says:  With stocks so expensive why 

is your net stock allocation higher than average?  Is it because stocks are 

generally expensive but the 41 holdings you own provide much more 

compelling valuations? 

  Yes, we do like our portfolio.  We’re not going to claim that our 

portfolio is unusually cheap.  But if the market…  If our positioning is up 

five points or down five points that’s pretty much noise.  We don’t see a 

big distinction, it’s one point from its historic average.  It kind of keeps us 
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kind of in line.  It doesn’t say much of anything, one way or another. Do 

you guys want to add to that? 

Mark L: No.  I’d just say if you think about where our allocation right now is on an 

absolute basis we don’t view it as particularly high.  So the question is 

almost written to the effect that:  If stocks are expensive how come you 

own so many?  We’d say we’re not particularly invested at the moment. 

Steven: Yeah, we have 35% liquidity.  That’s certainly not an optimistic view.  

There’s a question about:  Could gold ever become an asset in the fund.  

And Mark was really anxious to address this. 

Mark L.: So the fund has been around for 25-plus years. 

Steven: 24. 

Mark L.: Sorry, 24 years.  Prior to the call we were reviewing the questions and 

Brian and I asked Steve going back before we were here had the fund 

ever owned any direct exposure or indirect through miners, etcetera.  And 

the answer was no.  So, 24 year history, we’ve never owned gold or any 

indirect exposure via miners or the like or derivatives for that matter. 

(00:18:19) 

  Now, we do pride ourselves on the flexibility of the mandate and be 

able to operate opportunistically.  So that doesn’t mean we will never own 

gold but it means that you should probably not group us with our value 
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brethren that historically have owned gold in meaningful allocations 

through good times and bad.  We’re not, quote-unquote “gold guys” like 

that. 

Steven: Is there a specific beta you are targeting at present, a specific tracking 

error? 

  We don’t target beta nor alpha nor gamma or any other Greek 

letter for that matter.  The fund’s beta is just a byproduct of our investment 

philosophy and research process.  I’d urge you to read the Contrarian 

Value Investment Policy Statement available on our website.  We wrote 

this a number of years ago.  What was true then remains true today and 

will remain true into the future. 

  We still have a position in OI.  Please comment on rationale. 

Brian? 

Brian: Sure.  OI has been a disappointing investment.  I guess the continued 

rationale is that we’re optimistic about new management teams moves to 

simplify and improve the operations of the business.  And we think the 

valuation on an as-operated basis is not terribly demanding and we’re 

certainly hopeful that the operations will improve. 
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Steven: Staying with Brian, why don’t we talk about Alcoa which has recently split 

into two? There’s a question:  Please talk about how one plus one equals 

three and thoughts on Alcoa post-spinoff. And Arconic, I guess. 

(00:19:51) 

Brian: Yeah, so I’m not sure that it’s one and one equals three.  I think we’re glad 

that Alcoa elected to split the businesses.  We don’t think there was any 

industrial reason for the businesses to be together.  For those who don’t 

know, legacy Alcoa was a combination of commodity aluminum related 

operations and then value-added engineering and manufacturing 

operations largely focused on aerospace.  The value-added business is 

now called Arconic and the commodity assets are still in a business called 

Alcoa. 

  The spin has allowed the Alcoa piece of the business to 

meaningfully improve their cost position at the corporate level.  We think 

the management team there has done a very good job of streamlining and 

getting sensible a lot of legacy corporate costs that Alcoa had.  And that 

commodity business will float on the back of the underlying market.  Now 

that market has been decent since the company spun out, largely as a 

result of increased coal prices, which increased the price to Chinese 
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producers.  But that’s a commodity business that would certainly be in the 

three-to-one type category. 

  On the other side on the Arconic business, we are optimistic that 

Arconic will take steps to improve their operating performance which are 

well behind others in the industry.  We’re optimistic that Arconic will take 

steps to get their corporate expenses, which are unreasonably high, under 

control.  And we’re optimistic that the competitive position of our Arconic’s 

businesses will be maintained and they’ll be able to grow on the back of 

the aerospace business industry over time. 

  Sorry, we have another— 

(00:22:03)  

Mark L.: I’ll read it.  There’s a Question Number 25:  Apropos of Alcoa, does FPA 

make its views known to management or do you just talk with your buy 

sell decisions? 

Brian: So I’m going to answer this generally and not specifically to Alcoa but yes, 

we are in the regular practice of making our views known to management.  

You can see that in a company called Esterline where we’ve signed an 

agreement with the board and were able to put someone as a 

representative onto the board of that company.  You can assume that for 
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most of the companies that we’re invested in really the vast majority we 

talk with management. 

  And for those companies where we have a different point of view 

from management or the board, we have an active and sometimes 

pointed conversation.  We would prefer for those conversations to remain 

private to the extent possible.  But it is probable that in the future some of 

those conversations will become public and we will either sponsor our self 

or be participants in proxy contests or other initiatives at some of the 

companies we own. 

Steven: Our allegiance is to you, the shareholder.  And we’re not going to remain 

quiet if it means doing that which is appropriate to drive value in the 

portfolio. 

  There’s a question that was asked if any developments of 

personnel on this.  There’s been no recent changes. 

  With endowment and retiree spend rates running at 5% plus 

inflation do you believe it will exceed this? Mark? 

(00:24:01) 

Mark L.: So you can look at our historical return simply to see how we’ve done in 

the past.  We are not going to, and we think it would be foolish for us to try 

and guide you as to what our future returns would be.  And, similarly, if 
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you are putting money with investors who can tell you what their future 

returns are because they’ve got a crystal ball, we think you should 

probably run away from them rather than invest more. 

  Now, that said, we think endowments and the like should think of 

reassessing what they currently spend and probably keep it around the 

minimum.  Because, if you look at what current expected rate of returns 

are given valuations in the market as well as the rates offered by fixed 

income investments, we think it would be prudent for one to adjust your 

long term expectations downward rather than upward at this period of 

time. 

Steven: And I guess that ties into a question we have is:  Do you feel investors are 

overly complacent? 

  We don’t know what most investors are doing or not doing.  So 

we’ll start with that.  But clearly investors, like Mark was counseling with 

respect to endowments, feel a need to spend money.  So there’s real 

expenses that are out there.  And the alternatives available given in 

traditional fixed income offer very, very low rates of return.  Which has 

pushed people into risk assets, whether it be stocks or private equity or 

real estate, etcetera. 
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  So I don’t know if they’re overly complacent but it certainly doesn’t 

leave a lot of opportunity for the value investor.  And we’re price takers.  

We pride ourselves on being price takers.  And, when prices show up that 

offer attractive risk rewards and a margin of safety, we’ll get engaged. 

  There’s a:  Any quick comments on possible, Mark, value in EM 

equities, EM debt and natural resource stocks? 

(00:25:48) 

Mark L.: So there’s a number of questions I see also that have been submitted 

online about whether we’re finding more value internationally since U.S. 

stocks look to be expensive.  We aren’t finding pockets of opportunity in 

any geography at the moment.  And I’ll say almost the same for any asset 

class or sector.  We mentioned before we’re spending a bit more time on 

health care.  But, that aside, we aren’t currently devoting time or attention 

to resource stocks.  We’ve never had significant investments in EM debt.  

It doesn’t mean we never would but we never have and we aren’t currently 

devoting any resources at the moment to EM debt.  And EM equities, we 

keep our eyes open on a regular basis.  But at the moment, again, we’re 

not finding pockets of distress almost anywhere. 

Brian: And so this is a nice lead-in to the next question which is:  How does the 

opportunity set look heading into 2017 compared to 2016?  I think Mark 
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pretty much answered this in that it’s much tougher to find interesting 

things to do right now. 

Steven: There’s a question about thoughts on interest rates and Fed policy.  And 

there’s a number of questions of that ilk. These are things that we don’t 

really speak to because we don’t really have any knowledge.  We don’t 

know what the Fed is going to do.  And, again, I’ll reemphasize the point 

that we are price takers.  So whatever happens, if it’s (not understood or 

appreciated by the market and prices go down then we’ll look to take 

advantage of making investments in those companies. 

  With seemingly so much secular change in so many industries how 

do you feel comfortable projecting out two, five or ten years when looking 

at companies or industries? 

Brian: So, I think that it’s always been difficult to look out into the future, probably 

more difficult now because of all sorts of technological changes that are 

going on.  And I think the way one gets comfortable with it is a riddle that I 

think I’ve seen attributed to Jeff Bezos which is, “The interesting question 

is not, ‘What’s going to change?’ but ‘What is it that you know isn’t going 

to change?’”  And that universe of things that you can identify and answer 

that aren’t going to change has probably narrowed a fair amount in the 

last decade or two. 



Q4 2016 FPA Crescent Fund (FPACX) Conference Call 
 
 
 

 
 

-23- 
 

 

(00:28:03) 

  And so, one can only really feel comfortable looking out into the 

future if they can be comfortable that what they’re looking at isn’t going to 

change.  And so, I guess the way we solve that problem is continue to 

shrink the universe of compounders that we think have a reasonable level 

of predictability. 

Mark L: A question about:  U.S. exposure is higher than international exposure.  At 

the moment it was maybe U.S. exposure was lower two years ago versus 

international. 

  I’m not entirely following the question but really what I would leave 

you with is we don’t take a look at the portfolio and say we want a certain 

allocation to international or domestic equities.  The byproduct of our 

investment process is simply that we get a portfolio that’s reflective of 

where we’re finding opportunities.  At any point in time that may be more 

U.S., less international or vice versa.  It’s not from an up-down, or top-

down, I should say, target. 

  And so internally if you were to ask us off the cuff what our 

exposure is domestically/international we’d have to get out the portfolio 

and start adding it up one by one.  It’s not the way our brains work.  It’s 

not the way we talk internally or how we think.  And so if you do see 
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international increase over time it’s probably because it’s in the front page 

of the papers, there’s interesting things going on, whether it be…  If I think 

about what might happen over the coming two years it could be 

something to do with China running into some economic trouble, whether 

it be a slowdown.  It could Greece, Italy.  And that could create 

opportunities and you maybe then see our international exposure go up. 

Steven: I’d also point out that, I don’t remember exactly.  It was a couple years, 

but as Mark said, we do…  It is a byproduct.  We’re looking for good 

investments, whether they be domestic or abroad.  And a couple years 

ago I’d be surprised if it was even more than a couple points higher than it 

is today.  And that’s just noise.  That’s truly just noise.  There’s a nice 

note, thank you, congratulations on Morningstar nomination but glad you 

didn’t win. 

Brian: That makes two of us.   

Mark L: My mother was disappointed.   

Brian: My mom didn’t even notice. 

(00:30:08) 

Steven: There was a question:  What’s on your current reading list? 

   We’ll go around the table and if you have anything good you’ve 

read recently.  I mean, I speak for myself, I recently read… I enjoyed Phil 
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Knight’s “Shoe Dog.”  And there’s a book by a gentleman named Josh 

Waitzkin, “Art of Learning.”  If you ever saw the movie Searching for 

Bobby Fischer he was the young chess genius, what the movie was 

about.   He’s written this book and talks about his life and what he did 

subsequent to that and how he succeeded there and then also ultimately 

in competitive Tai Chi.  It’s a very interesting, thought provoking book. 

  You guys have any? 

Brian: I’m handing Mark Ed Thorp’s, “A Man for ‘Any Market’” or “All Markets” 

today.  I think that was worth reading. 

Mark L: Yeah.  I think over the past… 

Brian: That was interesting. 

Mark L: …year I think various members of the team have read the CAA book, 

Creative Artists Agency.  I can’t remember the exact— 

Brian: Oh, yeah, Powerhouse. 

Mark L: Powerhouse?  That’s enjoyable.  Yeah. 

Brian: That was interesting. 

Mark L: I read the new Michael Lewis book over the holiday, “The Undoing 

Project.”  It’s typical easy read by Michael Lewis.  Always enjoyable.  I 

don’t know if it’s a must read.  Things that come to mind. 
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Mark L: There’s a question:  Why do you like Baidu so much?  I don’t know if 

we’ve ever said we like it so much but we’ve owned it now probably 

coming up…a year and change? 

Brian: Yeah.  Well, uh-huh, yeah.  Yeah. 

Mark L: Yeah, like a year, maybe.  So when we originally established Baidu 

they’ve got a money-losing division called O2O, online-to-offline, and then 

they have their core search business.  So how we valued the company at 

the time of purchase was we took the 20 billion renminbi they said they 

were going to spend on online to offline and we effectively have assumed 

that they incinerated that cash.  We backed it out of the cash on the 

balance sheet and we gave them no value for that.  And then we said, 

“Okay, now that we’ve incinerated that cash and we’ve given no value for 

that asset, what are we paying for core search?”  And our math suggested 

we were paying something in the region of, call it, 12-to-13x after tax 

earnings for core search.  For a business that’s run by an owner-operator 

that generates very good economics, core search, call it, we assume 

about 40% operating margins going forward and it’s a very well 

established position. 

(00:32:21) 
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  So we bought Baidu with a free option in O2O, a free option on the 

investments that are being made in artificial intelligence where they are 

the leader in China and they’re also the leader in autonomous driving.  

Each of those are money-losing investments that effectively are covered 

when we say we assume a 40% operating margin for the search business.  

So we’ve got optionality there. 

  So with that in mind we purchased a stake in Baidu a year ago and 

we opportunistically add to it on weakness. 

Steven: There’s a question:  How do you feel the fund and market broadly is at 

risk if Trump is able to implement tariffs on imports? 

  And these are the kinds of very complicated questions we don’t 

have good answers to, possibly to your discomfort.  Because we don’t 

know what’s going to happen.  We don’t know what will get approved.  We 

don’t know what kind of tariffs there might be.  There’s also talk about 

rebates for export and for exporters as well.  So if there’s a rebate for an 

energy company it could be very beneficial.  If you’re a domestic energy 

company, sorry, it can be very beneficial.  It can be very beneficial to 

companies that are more U.S.-based.  But it depends on what/how the 

response is overseas. 
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  So we don’t…again, we don’t know.  When something comes out 

and the markets react negatively they tend to throw the good out with the 

bad and we tend to get interested.  No different than the way Mark was 

describing, if there’s bad news in Italy and there’s a lot of headlines in 

foreign markets that drive asset prices lower, we’ll get interested.  Right 

now there’s bad headlines and there’s fear about what might happen but 

we don’t know.  We have no idea what’s going to happen.  All we do know 

is this is the biggest shift in ideology in the White House, certainly in our 

lifetimes, probably in the last hundred-plus years.  And we don’t have any 

idea what’s going to happen. 

(00:34:12) 

Mark L: To the question, “What’s your big picture investment view on Google?  Is 

valuation attractive?” so the valuation certainly is not as attractive as when 

Google was originally purchased.  And not to be glib but back when we 

were originally buying Google this is, I don’t know if anyone can remember 

how many years exactly. 

Steven: I think ‘12. 

Brian: ‘11. 

Mark L: So it’s either 2011 or ’12.  The older we get the tougher it is to remember 

these things.  But at the time— 
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Steven: I’m glad to hear you saying that, guys, because you guys are younger.  

I’m feeling better about myself right now. 

Mark L: But at the time whenever we considered an investment we turn to each 

other and say, “Yeah.  Or we could just buy Google at 7-8x EBITDA.”  

Granted there’s CapEx.  Or maybe even 6 if you wanted to use the 

forward number. 

Brian: Yeah. 

Mark L: Google no longer trades at that valuation.  Now, if we back out the cash 

and we also back out the other bets, meaning the money losing 

investments, because we think it’s probably unfair to capitalize those into 

perpetuity, given Google’s management ability to create value with 

investments over time such as YouTube and the like, we’re paying circa 

market multiple maybe slightly higher, for Google, assuming one 

expenses stock based compensation which we were very glad to see 

Google recently announced that they will be doing on a regular basis, 

unlike other tech companies. 

  That’s the valuation for Google.  The big picture investment is they 

are a leader in what they do.  We think they’re making investments that 

put them at the forefront of AI and the like.  There was a great New York 

Times article recently on the investment Google made in AI and how it 



Q4 2016 FPA Crescent Fund (FPACX) Conference Call 
 
 
 

 
 

-30- 
 

 

transformed their translation feature, which is a good, long read if anybody 

wants to read it over.  And the thing to take away from that is that’s only 

one project going on in Google.  It’s not even a monetizable project, for 

that matter.  And they’re still making amazing headway. 

(00:36:01) 

  So if you think about the potential for what they could do and how 

they can transform various industries where there are big profit pools that 

can be disintermediated, Google is at the forefront of that.  And that 

dovetails into a question earlier was:  How can you model things with a 

two and a half, 10-year view?  Well, Google would be the type of company 

that is threatening old line business models.  And so, for that, we’re willing 

to hold the company despite the fact the valuation is no longer 6x forward 

EBITDA. 

Steven: We are always very careful to try to understand how our thesis can be 

upended.  We’re looking for that which can disrupt the profitability in any 

industry that we consider. 

  So there’s a question:  Do you view technology, AI, Robots, 

etcetera, as a long term threat to jobs and therefore the consumption?  In 

other words, the less jobs the less money to spend. 
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  I mean, just to answer the question more broadly, and Brian may 

have thoughts to add to this as well, first I’ll say that another book that I 

read just in the last few weeks was “Rise of the Robots,” quite good and 

speaks to this.  And if you at all have any sense of fear with respect to this 

you probably shouldn’t read the book.  But it is, technology is disruptive.  I 

mean, Amazon today disrupts Neiman Marcus.  What’s going to happen 

with self-driving cars in the future is going to disrupt the automotive 

industry. 

  There’s a lot of different things that are going to happen as a result 

of technology.  Our job is to try and determine, not exactly what will 

happen, but to try and understand in our low, base, high cases what could 

happen and try and protect ourselves against eventuality that the 

technology disrupts a certain business.  And those businesses that are 

more likely to be disrupted, that we identify as such are the businesses 

and industries we’re going to stay away from. 

(00:37:49) 

Brian: Okay.  The specific question is: Is it a threat to jobs? 

  This is technology, AI, robots.  It is certain to eliminate the vast 

majority of jobs as we know them today.  Historically innovations have led 

to new and different jobs.  I think it’s possible that that will happen this 
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time too. It’s also possible that this is going to be something a little bit 

different if we move anywhere near a strong form AI in the next 20 or 30 

years. 

Steven: Right.  As technology entered the farms in the 1920s into the ‘30s there 

were the…  The response, there was greater productivity happened.  

There was a plethora of commodities coming off of the farms.  And 

farming went into the crapper.  And those people who were…  It was the 

single largest source of employment at the time in the United States.  And 

those people moved off the farms and ultimately new jobs were created in 

other industries. 

  Whether that happens, as Brian said, in the future is yet to be 

determined. 

Mark L.: There’s a question in the back — Oh, go ahead, Brian. 

Brian: I was going to say, maybe back to the investment question, which is 

“Discuss your thesis on Leucadia.” which maybe a little bit more down the 

middle for what really do.  So Leucadia, for those who don’t know, is a 

long time holding company of two well regarded opportunistic investors.  It 

transitioned a couple years ago from the previous management Ian 

Cummings and Joe Steinberg to the management of Jefferies which was 
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a business that they bought and now Leucadia is managed by Rich 

Handler and Brian Friedman. 

  We bought into Leucadia and the collection of businesses that 

make up Leucadia at what we think is a significant discount to realizable 

net asset value, meaning if they sold everything they owned we would’ve 

gotten more than what we paid for it.  So we think we didn’t pay anything 

for the chance that Rich and Brian will be able to favorably deploy capital 

and continue the compounding machine that Leucadia has been. 

(00:40:08) 

  I’d say that culturally they’re very much in line with us and other 

value investors.  They’re clearly smart, capable men of action and we’re 

optimistic that they will continue the successful ways of Leucadia but it’s 

not certain. 

Steven: You’re going to hear us say that all the time, “it’s not certain.”  We’re not 

the type of managers that say we’re certain about anything.  There’s 

always a gray scale.  And that makes us cautious and helps us continue 

to fine tune our thesis over time.  And I think makes us at least, if not 

better necessarily, more honest investors. 

Mark L.: So speaking of gray scale, there’s a question:  What are your thoughts on 

the PBMs?  Are they part of the solution or problem in health care? 
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  So interesting back probably in 2008, ’09, ’10, one of those years, 

we were long CVS.  Would’ve been one of the larger positions in the 

portfolio.  And we actually shorted out a PBM against the Caremark 

exposure within CVS.  Then ultimately we may have exited CVS.  I don’t 

remember exactly.  But at some point we did have a long position in 

Express Scripts which is really based on price more than the 

characteristics of the business. 

  We sort of concluded, “Look.  This is a great business if the 

economics hold up.  We’re not entirely sure that we will.”  It was a 

modestly sized position but we though the valuation was compelling 

enough.  And the capital allocation was rather exemplary at the time when 

they were buying back stock rather aggressively.  The management team, 

we thought favorable of.  But we always, to a degree, felt a bit of  

“uncomfortable-ness” owning the position.  And that’s often the case in a 

3-to-1, where you aren’t buying the company because it’s got 

characteristics that would lead you to want to pass that business down to 

the next generation, even if they, say, were not the best business 

managers in the world, rather, these are companies where you’re really 

responding to price in over a 2-to-3, maybe a 5-year period if you think the 
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economics are going to hold up and the valuation is compelling enough it 

offsets the risk. 

(00:42:15) 

  Now, as for the PBMs the risk that they face are some of their 

customers are looking to in-source.  They have caught the ire of the 

government and there’s been some subpoenas and the like.  It’s hard to 

think that in a time when there might be pressure on drug pricing they’ll be 

able to keep increasing gross margins as they have in the past.  And so 

with that in mind, knowing that even before the PBMs caught the negative 

press and attention they have, we were uncomfortable with the business 

model.  We haven’t been able to get comfort as of late.  It doesn’t mean 

we will never own them and there’s a price for everything.  But at the 

moment, as you’ll see from our holdings, we don’t currently own any 

PBMs.  And for that matter, we actually aren’t currently spending time on 

that portion of the health care sector. 

Steven: Are you finding interesting special situations given high level of corporate 

activity in light of fewer opportunities in equities and debt? 

  We do work on special situations periodically, some of which are in 

the less liquid category.  And we’ve been fortunate to have some good 

partners and make investments in certain areas that have worked out 
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well.  And we’re, today, have a couple of potential real estate loans on the 

books that we’re trying to get executed that would fall into the special 

situation bucket.  And, in addition, we are looking at super senior 

collateralized loans out there, something that we’ve not had at seat at the 

table in the past.  And we’ve been able to gain a recent seat and we’re 

hopeful that that can become a portion of the portfolio as well. 

Brian: There’s a question:  Through the history of the fund you’ve usually held 

40-50 names.  Is this a range you’ll likely stay in?  Would you increase 

concentration in your best ideas? 

  I think if you go back to the mandate of the fund of equity-like 

returns with less risk one of the ways that we think we manage risk is 

through diversification.  And I think that 40-50 names is likely to be a good 

range going forward.  We’re probably closer to 40 now.  We would 

probably favor pushing towards the low end rather than the high.  But, 

yes, I don’t think there’s going to be any…that function change in the 

number of names of the portfolio. 

(00:44:32) 

Steven: Two points I would make.  One is, when you say 42 names Brian is 

referring to equities in the portfolio, not debt.  And when historically we 

have reached the higher end more often than not it’s been a function of 
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having certain basket positions in the portfolio.  For example, owning a lot 

of thrifts in the ‘90s when there was a lot of consolidation.  So, again, our 

focus would be to try and remain relatively concentrated and keeping the 

portfolio to the lower end of that range. 

Mark L: Is there any updates you can provide on your position in Esterline? 

  For those of you who are fortunate, or maybe if you were 

unfortunate enough, to attend our Investor Day last year we actually gave 

a profile of the aerospace industry.  Esterline was briefly covered there.  

It’s not a company whose investment thesis changes on a quarter-to-

quarter or semiannual basis.  It’s very much a long lived investment and 

Esterline has a diversified portfolio titled towards aerospace equipment 

often sole sourced.  We have no update, per se, on the position.  The 

thesis is largely in line with our original investment.  And the company, we 

hope, will do better going forward rather than the past as they lap some 

internal challenges related to compliance and the like. 

(00:45:54) 

Steven: There’s a question:  If you think the market is expensive have you found 

additional shorts to put on? 

  First, I want to reject the premise.  It’s not that we find the market 

expensive.  It’s that we aren’t finding companies that meet our risk reward.  
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One could argue, though, the market is fairly valued depending upon what 

comes down the pike with respect to President Trump, interest rates, 

earnings, etcetera.  So we don’t know. 

  But in terms of have we found additional shorts, our goal, again, is 

to deliver equity rates of return with less risk than the market.  When one 

shorts a company…  When one is long a company the upside 

theoretically is infinite.  The downside is finite.  The exact opposite is the 

case when one shorts a company. 

  So we tend to be more cautious when we engage in shorts.  And 

we do have some in the portfolio.  But we’re very comfortable looking at 

the opportunity that’s going to come at some point in time in the future 

and recognizing that in an environment that where the market is going 

down, the cash side of our portfolio will look quite good and we’ll be able 

to allocate that capital appropriately, hopefully, at that point in time. 

Mark L: There’s a question:  Have you found any convertible bonds to be an 

attractive investment given the recent pullback? 

  We have not so that’s a quick answer. 

  Any comments on your Russian holdings? 

  We typically get this question each conference call.  Russia was 

never a significant portion of the fund.  Back at its height it might’ve been 
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a few hundred basis points.  We continue to have a tag end of some of 

the names.  We’ve also monetized or realized some of the positions or 

exited them. 

  There’s really no significant updates one way or the other.  You can 

see the holdings, not overly significant at this point in time and the bottom 

of Russian investment seems to have past, particularly with the…  I think 

Russia was actually the top performing index last year.  Unfortunately 

maybe not all the names we owned but it was.  And now it seems to be 

more…viewed more favorably given the potential softening on sanctions 

following our new president. 

(00:48:02) 

Steven: It’s difficult to meet risk reward. What does equity-like return mean? 

  Obviously debatable in a macro call but if one perceived 9-11% as 

equity-like in the past, is that still achievable in 3- to 5-year cycles times 

given generically markets seem to be tending more towards more single 

digits.  Has the paradigm shifted?  The market hasn’t returned 9-11% over 

an extended period of time in quite some time.  Over the last decade, 

what is it, Mark Hancock, I think less than 7.  It’s 6-something percent, I 

believe, something like that.  It’s certainly not at that level. 
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  So when we talk about equity-like return we just talk about the 

stock market rates of return globally.  That’s what we’re looking to 

achieve, deliver global stock market returns with less risk in the market.  

Hopefully that clarifies what is an appropriate rate. 

Mark L: There’s a question about: Your investment thesis on Nexeo, what’s going 

on with Nexeo? 

    It’s a position in the fund.  People see the holding but we’re not 

commenting on the name at the moment. 

  There’s a question:  Does Apple’s recent lawsuit against 

Qualcomm concern you? 

  And there’s a similar question:  Have recent developments with 

Qualcomm changed your investment thesis? 

  Qualcomm is a name I think we were asked about it last call or the 

call before.  And I described our regional investment very much as a 3-to-

1 type opportunity where we were purchasing it based on valuation.  Now, 

Qualcomm has, which is, if you go back—I can’t remember when I spoke 

a few minutes ago, but we talked about—the commercial opportunities are 

generally uncomfortable investments.  You’re buying them largely on 

quality rather than the characteristics of the business. 
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  Now, Qualcomm actually has fabulous economics.  They have two 

businesses, chips where they make their money, that go into, for example, 

your cell phones and then they also were the innovators that allow us 

essentially to communicate on our phones in 2G, 3G, 4G, 5G 

environments, etcetera.  And so for that they get a royalty on each phone 

that gets sold. 

(00:49:58) 

  Now, the royalty they receive is on the ultimate price of the phone 

rather than simply on the component that is in that phone.  You could 

argue it makes sense because without their innovations the industry 

wouldn’t be what it is.  That said, it rubs the manufacturers of the phones 

or components the wrong way because they feel like they’re being held 

hostage paying a royalty fee to Qualcomm.  They’ve challenged that in the 

past.  There’s been litigation with Nokia, Panasonic.  If one were to 

Google you’ll see it’s been settled historically but these things take many 

years to play out. 

  We would foresee that this dispute with Apple is more likely of a 

commercial nature, meaning Apple probably wants to pay less, 

Qualcomm wants to receive more, which is not any different than the 
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negotiations between two business parties on a regular basis.  I think it’ll 

be a number of years, personally, until this gets settled. 

  As it relates to the FCC suit, if you want to read into it in some 

detail the sole dissenting opinion of the three judges with respect to the 

U.S. investigation who’s going to be the future head of the FCC was very 

critical of the move and said this essentially doesn’t stand up and it 

shouldn’t be going forward.  So as for this how it plays out going forward 

remains to be seen.  But the Qualcomm valuation continues to remain 

attractive at this point in time.  As to whether we added these prices, you’ll 

have to wait until the disclosure of the next quarter to see any changes in 

our holding. 

Brian: There’s a question:  Has Crescent ever participated in water resource 

investments either public or direct private investments? 

  We think is directed toward either land, water rights or like Pico 

Holdings type of businesses.  And the answer is no. 

Steven: Or if it means desalination the answer is still no. 

Mark L: The question:  Can you talk about your research process for foreign 

based companies?  How is it similar or dissimilar from your research of 

U.S. based companies?  So on, so forth. 
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  It’s largely identical.  We’ll talk to management.  We’ll talk to former 

employees.  We’ll go through the financials.  We’ll build a financial model.  

And so when we go about researching an investment, regardless of 

whether it’s domiciled within the U.S. or offshore, it’s not as though we 

follow a different pattern.  It’s our usual method of analysis. 

(00:52:18) 

  What position in the portfolio are you most excited about?  There’s 

a famous Jean-Marie Eveillard line. 

  It doesn’t directly answer this but they said “why didn’t you make 

your best performing investments bigger.  If you’d told me beforehand 

what my best performing investments were going to be I would’ve sized 

them up.”  If you think back historically how Crescent has been invested 

the larger positions are typically ones where we see less downside risk.  

We’re less likely to size up a position that may have the best upside 

performance simply because there might be downside associated with it 

that would be greater than some of our other holdings where we feel 

there’s more ballast and less potential for permanent losses of capital. 

  Have you looked at anything in the structured credit space? Brian? 

Brian: Not specifically recently, no. 
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Steven: Have you found any interesting opportunities in the U.K. arising from 

Brexit? 

Mark L: We have not. 

Brian: Not specifically. 

Mark L: Interestingly, if you look at the larger multinationals domiciled in the U.K., 

immediately following Brexit even a day or two from that they were 

actually up rather than down as a group.  And so even if we go through 

our coverage universe which we keep of the compounders, meaning the 

better quality businesses we’d like to own at some point in time, 

immediately following Brexit or the one or two weeks afterwards there was 

no discernible change in valuation as a U.S. dollar investor. 

Brian: Theoretical question:  When looking at your current 3-to-1 investment 

opportunities in the portfolio would you sell out of a position if the return 

outcome is looking more like 2-to-1?  In other words, if the probability of a 

drop increases as the price of investment also increases, do you look to 

sell out sooner? 

(00:54:06) 

  I think the answer is that as the risk reward of investments change, 

yes, we look to either trim or sell positions.  It is not, I think, quite as 

mechanical as the question asks because often the likely outcomes of 
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situations change as more information is known and as the world evolves.  

The example I would give is on the financials that we bought a year ago, 

the probability of a higher return on tangible equity is much greater today 

than it was a year ago.  And I think the reason for that is both where 

interest rates have moved to as well as the likely changes that will come in 

the regulatory environment. 

  So something, you might change your assessment of a company 

as well so it might— 

Mark L.: There’s a quote Brian often says when we’re talking with our analysts 

about names and he says, “Stocks ask you different questions at different 

prices.”  And that applies to investments we own as well as ones we don’t.  

And that can be tied back to what Brian just said with the financials. 

Steven: What are the reasons you’re not investing in the most current quarter? 

  I’m not sure which quarter you’re talking about.  The one we’re in, 

you’ll find about those, about that after the fact.  There were some 

purchases in Q4, not a lot.  And I think we addressed that in the prepared 

remarks where things aren’t particularly cheap and that which we bought 

in the prior year, many of those companies have worked out quite well.  

And there was/and there have been some profit taking.  That said, I 

should point out that Q3 of 2016 was the first quarter, for as long as I can 
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remember, maybe ever, that we actually didn’t buy a single new security 

in the quarter, which is not for want of trying. 

(00:56:01) 

  It’s not like we’re sitting around doing nothing and we’re going on 

vacation.  We spend our days researching companies and awaiting 

opportunity.  But it’s not an opportunity rich environment. 

  There’s a follow up, another question that says:  Going forward do 

you see fewer companies going public since the opportunity set will be 

smaller? 

  We don’t know what’s going to happen in the future.  I mean, 

where companies will go public and offset against that also is how many 

companies get taken out by other companies.  Either get taken private or 

get acquired by another company.  So we just have no idea.  The 

opportunity set is smaller today than it’s been in recent years and we’ll see 

what happens prospectively. 

Brian: Going public allows people to monetize and realize wealth. I don’t think 

there’s anything in the future that’s going to be that different in people’s 

desire to have wealth creation events.  And I think that the markets are 

broad and deep enough that a 5-or-10% change in the number of public 

companies is not going to radically change the investment universe. 
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Mark L: There is a question:  What, if any, publically available research tool or 

website you might recommend or consistently read? 

  The world has really changed over the last, call it, in my 15 years, 

for some of us a little more or less since we started investing.  There’s 

now incredible number of blogs that are out there.  You actually have 

services like Feedly or the like that essentially are aggregators of all these 

blogs.  So each weekend you can go home and catch up on all the 

articles you’ve missed.  So it’s hard for us to sum up and say whether 

there’s any one resource that we use.  I think the trick is to curate a 

collection of websites that you think are interesting and find a manageable 

way which you can filter and parse through and find things that pique your 

interest and are enjoyable to read. 

  The question specifically refers to ValueLine and I don’t think we 

actually subscribe to ValueLine or have used it for any number of years. 

(00:57:55) 

Brian: No.  But because it’s in my hands and on the off chance that he gets a 

transcript, and might give us a discount on the fee, we do read Grant’s 

Interest Rate Observer and would welcome any discounts available. 

Mark L: It’s unfortunately not publically available.  I think the subscription price… 

Steven: Well, it’s publically available. 
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Mark L: Yeah.  Yeah.  Yeah.  

Steven: But it’s just not free. 

Mark L: It’s not free. 

Steven: ValueLine is not free either. 

Mark L: That’s true. 

Steven: Thank you all for taking the time today.  We appreciate it.  If we didn’t…  If 

there are any questions that weren’t answered to your satisfaction, please 

reach out to our Client Service department and they will be happy to get 

back to you with the answer to your question. 

Mark H.: Thank you, team.  And thank you to our listeners for your participation in 

Crescent’s Fourth Quarter 2016 Webcast.  We invite you, your colleagues 

and clients to listen to the playback of recordings and view the slides from 

today’s webcast which will be made available on our website, 

FPAFunds.com, over the coming few days.  We urge you to visit the site 

for additional information on the fund such as complete portfolio holdings, 

historical and after tax returns. 

  Following today’s webcast you’ll have the opportunity to provide 

your feedback.  We encourage you to complete this portion of the 

webcast because we take into consideration all your comments and 

feedback.  Please visit FPAFunds.com in the future for webcast 
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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, as is the case today, to take place three to four weeks following 

each quarter end. 

  We hope that our shareholder letters, commentaries and these 

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

updated on the fund.  We want to make sure that you understand the 

views expressed on this call are, as of today, January 31, 2017 and are 

subject to change based on market or other conditions.  These views may 

differ from other portfolio managers and analysts in the firm as a whole 

and are not intended to be a forecast of future events or a guarantee 

future results or investment advice. 

  Any mention of individual securities or sectors should not be 

construed as a recommendation for purchase or sale of security.  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 with respect to any 

securities, products or services discussed.  Performance is not a 

guarantee of future results.  It should not be assumed the 
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recommendations made in the future will be profitable or will equal the 

performance of the security examples discussed. 

(01:00:06) 

  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 through UMB Distribution 

Services, LLC. 

  Thank you again for participating in today’s webcast.  And this 

concludes the call. 

[END FILE] 


