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Note: Items in brackets [  ] are meant to be clarifying statements but are not part of the actual audio recording of 
the webcast. 
 
This transcript must be read in conjunction with the corresponding webcast slides, posted on fpa.com. The 
webcast slide page numbers are referenced below. Please also reference the Important Disclosures at the end 
of this transcript and throughout and at the end of the webcast presentation. 
 

You should consider the FPA Crescent Fund's investment objectives, risks, and charges and expenses 

carefully before you invest. The Prospectus details the Fund's objective and policies and other matters 

of interest to the prospective investor. Please read the Prospectus carefully before investing. The 

Prospectus may be obtained by visiting the website at www.fpa.com, by calling toll-free, 1-800-982-4372, 

or by contacting the Fund in writing. 

 

(00:01:04) 

Moderator: [INTRODUCTION] Hello and welcome to today’s webcast. My name is Kyle 

and I will be your event specialist for today. All lines have been placed on mute 

to prevent any background noise. Please note that today’s webcast is being 

recorded. 

  During the presentation, we will have a question and answer session. 

You ask text questions at any time. Click the green Q&A icon on the lower left-

hand corner of your screen, type your question in the open area, and click Ask 

to submit. 

  If you would like to view the presentation in a full-screen view, click the 

Full Screen button in the lower right-hand corner of your screen. Press the 

Escape key on your keyboard to return to your original view. For optimal 

viewing and participation, please disable your popup blockers. 
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  And finally, should you need technical assistance, as a best practice, we 

suggest you first refresh your browser. If that does not resolve the issue, 

please click on the Support option in the upper right-hand corner of your screen 

for online troubleshooting. 

It is now my pleasure to turn today’s program over to Mark Hancock. 

Mark, the floor is yours. 

(00:02:22) 

Mark H.: Thank you much. Good afternoon, and thank you all for joining us today. We 

would like to welcome you to FPA Crescent Fund’s Fourth Quarter 2019 

Webcast. My name is Mark Hancock and I am a partner here at FPA. 

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

available on our website, FPA.com, in the next few days. Please refer to the 

website for that.  

  As many of you know, we typically hold an Investor Day here in Los 

Angeles every two years. This year, which his meant to be the year we do it, 

rather than asking our friends across the country to come to Los Angeles, and 

in an effort to ease travel considerations for those interested in attending, 

we’ve decided to take the show on the road. We will shortly be posting on our 

website and sending out a Save the Date for four events in four cities. These 

events will take place in late April, with the locations being Los Angeles, 
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Atlanta, New York, and Chicago. Please stay tuned for more detail over the 

coming week or so.  

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

Landecker, the portfolio managers of our contrarian value strategy, which 

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

Fund since its inception in 1993, with Brian and Mark joining Steven as portfolio 

managers in 2013. 

  At this time, it is my pleasure to hand the webcast over to Steven. 

(00:03:52) 

Steven: Thank you, Mark. Welcome everybody. We appreciate the time, Mark, Brian, 

and myself. [Please reference slide 2] Turning to—first to, by way of summary, 

and reintroduction, the FPA Crescent Fund and its philosophy.  

  We have an unusual ability to invest broadly in the service of the Fund’s 

goals to provide an equity-like greater return over the long term, but while 

assuming less risk and avoiding permanent impairments of capital. The Fund 

has invested, has capital invested in equities of  various market caps around 

the globe, both long and short, high-yield and distressed credits, private loans, 

derivatives, and more. We have far more tools than we utilize in a typical fund. 

However, we only use them when there’s an attractive risk-reward opportunity. 
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As a result, at times, at times like these, our portfolio can look more plain 

vanilla.    

(00:04:48) 

  [Please reference slide 3] We have protected capital in more challenging 

times, achieving the Fund’s equity rates of return goals since inception, while 

assuming less risk. Crescent has lagged the broader US market in its current 

market cycle and last year. However, with a large portion of the Fund’s equity 

exposure based outside the US, the S&P 500 is not the single best benchmark, 

and hasn’t been for a number of years.  Currently, over 35% of the Fund’s 

equity exposure is to companies based outside the United States. We have 

therefore included, since 2011, the MSCI ACWI as a global benchmark. 

Crescent has outperformed both the global benchmark as well as the average 

of it and the S&P. 

  More importantly, or as importantly, depending on your view, we have 

accomplished this with less downside risk, and we continue to deliver equity 

rates of return. In its current market cycle, growth has outperformed value, and 

US stocks have bested those foreign. We expect that there will again be a 

point in time when value will be in favor, and international stocks will 

outperform stocks, and there will generally be more attractive opportunities in 

stocks, high-yield bonds, and distressed debt.  
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  [Please reference slide 4] The long equities held by the Fund returned 

9.76% and 31.53% in the fourth quarter and for the full year respectively, 

outperforming the MSCI ACWI and the S&P 500 indices.  

  Including a small amount of other risk assets and cash held, the Fund 

marginally beat its own risk exposure by generating 68.9% of market’s return in 

2019, with 68.4% of its capital at risk. In this case, I’m defining market as the 

simple average of 2019 MSCI ACWI and S&P 500 returns.  

(00:06:35) 

  [Please reference slide 5] Despite the decade-long headwind of value 

underperforming growth, the stocks held in Crescent have outperformed the 

broad market averages, besting the S&P 500 by 1.59% since 2007, per year, 

when we started keeping tracked, and the MSCI ACWI by 4.86%, beginning in 

2011, when international stocks became a much larger and more constant 

presence in our portfolio. [Please reference slide 6] We continue to focus on 

those companies that have at least a small breeze at their backs, and avoid 

those businesses with wind in their faces. Over time, we generally expect the 

companies we own to sell an increasing number of units, as well as have at 

least enough pricing power to offset cost inflation.  

  Our investments in the cable industry, via Charter Communications, up 

approximately 70% last year, along with Comcast, up approximately 34 
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percent, were notable contributors in 2019. We made these investments in 

mid-2018, when many investors were concerned that subscribers would cut the 

cord in favor of streaming, and when wireless 5G threatened to damage these 

companies’ dominant broadband franchising. Our belief remains what while 

video would continue to shrink, video is less profitable on a cash basis than 

many believe it to be. Thus, we think broadband should remain vibrant, as it is 

likely to take many years and many billions of dollars before the potential 

impact of the competitive threats are known. The market has sidled over to our 

way of thinking on this, at least for the time being.  

  American International Group stock lost 32% in 2018—we had lots of 

questions about it at that year-end call—negatively impacting the Fund’s 

performance in that year. But last year, it delivered a total return of 34 percent. 

The company’s multiyear turnaround efforts are finally bearing fruit, and the 

market has begun to take notice. The Fund further benefited by increasing its 

stake to take advantage of price weakness in late 2018. Now if AIG’s return on 

capital continues to improve, as we expect, the company should trade at a 

similar price to tangible book value multiple as its peers. Were that to be the 

case, we can see its stock trading at $70 to $80 in the next couple of years, a 

healthy premium to its closing price of $51 at the end of 2019.  

(00:08:55) 
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  As value investors, AIG is emblematic of so many of our investments 

that underperform on the way to outperforming.  

  Glencore shares were under pressure on the back of commodity 

weakness and regulatory concerns, and we continue to think the shares in a 

single-digit free-cash multiple represent compelling value.  

  [Please reference slide 7] For the first time in my three decades plus 

professional career, I haven’t seen a bear market where stocks declined more 

than 20% in a trailing ten year period. This is the first time since 1991 to 2001, 

and the first time in the life of the FPA Crescent Fund that a ten-year period 

has not captured a 20% decline for the S&P 500. That means that five- and 

ten-year S&P 500 returns only reflect a bull market. Usually, a full market cycle 

occurs within a ten-year timeframe. That hasn’t been the case, with respect to 

the S&P in the last decade, further validating—or some might argue, 

rationalizing—our focus on full market cycle returns.  

  [Please reference slide 8] We have been living through the longest post-

World War II bull market, now at 129 months—ten and three-quarter years—

and counting since it began what seems like so long ago, back in 2009. We 

have no idea when there might be a market reversal, but it would most likely 

entail some combination of higher interest rates and/or a weak economy. 
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  With the US Central Bank’s two recent rate cuts, the potential for a third 

in an economy that is still chugging, albeit at a slowing rate, we wouldn’t be 

surprised to more the same for the foreseeable future. We really never have 

any idea how markets may perform. 

  [Please reference slide 9] A big driver of GDP growth has been the rising 

debt around the globe. That’s true of corporate, household, and sovereign 

debt. Sovereign debt, shown here since 2009 for the US, EU, and Japan, has 

grown faster than GDP, which points to a low return on investment. But even 

that still provides fuel for the respective economies, over the short term 

anyway. Although this cannot continue forever without consequence, it can go 

on for years.  

  [Please reference slide 10] Household borrowing has also helped boost 

the economy, with a particularly large increase in student loan debt, as you can 

see here in this green area. It is concerning to reflect of an economic fragility 

that those households that do not own a home are, on average, particularly 

indebted. [Please reference slide 11] Despite, and partially because of, higher 

debt levels, economic growth and interest rates have driven risk assets to 

relatively high valuations.  

  On the left chart, the Shiller P/E has smooth earnings over the prior ten 

years, depicts a US stock market at a not-inexpensive valuation. The right chart 
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considers the stock market relative to size of its economy. The US, the blue 

line, is at an all-time high. The world, ex-US, the green line, is above the 

average, and closer to its highs than its lows, but it is still far less expensive 

than the US, which helps explain why Crescent’s exposure has shifted more 

internationally.  

(00:12:06) 

  [Please reference slide 12] Low and even negative interest rates help 

explain the higher valuations in the stock market. There is now about $15 

trillion of negative dealing in debt globally, about 25% of the global debt 

market. Traditional conservative fixed income is no longer an acceptable 

alternative for many investors. Rather than accept an anemic yield, or worse, 

having to pay the borrower, many would-be lenders or potential buyers of 

bonds have opted into riskier assets as a potentially higher-yielding alternative.  

  [Please reference slide 13] It’s just not the stock market that trades 

richly; most global risk assets have generally traded at elevated valuations. 

These charts show that high-yield bonds traded at their all-time lowest yields, 

private equity multiples trade near their highs, and real estate continues to be 

valued at historically low cap rates.  

  [Please reference slide 14] Taking another cut at the valuation of 

different asset classes in the US and Europe, you can see that on average the 
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historical valuation percentile for equities, interest rates, and credit are all near 

their highs. Calling on other line items on these tables, US equities trade at the 

99th percentile on inter-price value-to-sales basis, and 92% on inter-price value-

to-EBITDA. On the same metrics, international equities are not statistically 

different, based on the respective historic averages, but are still less expensive 

in the absolute. International stocks are 32% cheaper on inter-price value-to-

sales basis, and 25% cheaper on inter-price value-to-EBITDA. International 

stocks are even far less expensive when looking at price-to-book-value 

measures; we show them trading at less than half the value of the US. And as 

you can see, credit and rates also trade at or near their highest percentile.  

(00:14:00) 

  However, current valuations for risk assets are not so outlandish in the 

context of low interest rates and a reasonably good economy. Should rates 

remain low and economies avoid weakening measurably, markets could 

reasonably remain at today’s elevated levels. [Please reference slide 15] Risk 

assets have not all risen equally; growth stocks, for example, have reached 

greater heights than value stocks. But the S&P 500 and the MSCI ACWI 

growth indices have outperformed their growth counterparts by close to their 

highest magnitude in recent years.  
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  [Please reference slide 16] Value stocks have performed reasonably 

well over the last decade. They just haven’t looked as good relative to growth 

stocks. The S&P 500 Value Index has compounded at a rate of 12.1 percent. 

Value investments just haven’t done as well. And as for growth stocks, they 

have annualized at 14.76 percent. However, growth stocks have outperformed 

their fundamentals, which has led to P/E multiple expansion, which value 

stocks have not. A decade ago, growth in value stocks, according to these 

indices, and there’s certainly been some applause for this, traded at similar 

valuations on trailing earnings, both at 18.4 times.  

  Despite similar earnings growth rates, thanks to the significant 

outperformance of growth stocks since 2009, the S&P 500 Growth Index 

traded at a much higher 27.4 times trailing earnings at year end, which the S&P 

500 Value Index traded at a lower 17.4 times. And as a side note, as you can 

see on this table, with the higher earnings growth rate for the value index 

versus the growth index, the value index started at an earnings nadir with more 

downside in 2009, so that explains some of that. The starting point makes a big 

difference.  

  [Please reference slide 17] It shouldn’t then be a surprise that with the 

rising markets and with the higher valuations across assets classes that 

Crescent’s risk exposure declined last year by 9.2 percentage points, from 
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73.1% at the end of 2018 to 63.9% at the end of 2019. While most of the tools 

we use remain in our belt, we have put a few to work. For some time, Puerto 

Rican municipal bonds, for example, have really been the only significant 

exposure to credit, currently a 2.4% position. More recently, we’ve been 

building an investment in a new distressed debt position to make sure our 

second largest credit holding. We are still in the market, so we’d prefer to 

remain silent on the company’s name. 

  The Fund’s shareholders have entrusted us to decide when upside 

opportunity surpasses downside risk. The Fund’s investment exposure will 

therefore swing between more and less invested. While the Fund was less 

invested in 2019, we have no doubt that in the future, we will deploy more of its 

capital.  

  You should generally expect that Crescent’s equity exposure will move 

inversely to valuations. We tend to buy into weakness and sell on the strength. 

This is supported by recent portfolio action as depicted in this chart of the 

trailing five quarters. 

(00:17:05) 

  While equity risk exposure increased into market weakness in late 2018, 

it fell through 2019 as stock prices rebounded faster than the Fundamentals 

warranted, thereby reducing the risk-rewards of various positions. [Please 
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reference slide 18] This explains the Fund’s decline in net equity exposure 

since the end of 2018, from 66.7% at the end of 2018, to 65% in the middle of 

2019 to 56.9 at the end of 2019. 

  [Please reference slide 19] The US has continued to outperform 

international markets, which has made foreign-domiciled companies marginally 

less expensive, all else being equal. At the end of the year, the S&P 500 

trailing P/E was 21.6 times, higher than the 19.8 times at the MSCI ACWI. The 

international component of the MSCI ACWI traded at 17.4 times at year-end. 

So as opposed to previous slides, that’s just the international portion of the 

MSCI ACWI. This almost 20% discount to US stocks also helps to explain why 

the Fund’s exposure to international companies has increased.  

  At year-end the Fund had 35.4% of net equity invested outside the US, 

about six percentage points more than the end of 2018, and about 15 

percentage points higher than the 20.3% foreign equity exposure we had at the 

end of 2017.  

  [Please reference slide 20] I want to revisit briefly a constant refrain from 

past calls and commentaries. Corporate debt will likely be a place where we 

find future opportunity. US corporate debt outstanding is now at its highest 

level relative to US GDP. [Please reference slide 21] And the US corporate 

debt market is larger and riskier than it has ever been. The lowest-rated 
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investment-grade bonds, the BBBs, have tripled in size since 2009, and now 

represent more than half of the entire investment-grade complex, dubious 

heights never reached heretofore. Levered loans have also tripled, while high-

yield bonds have increased not nearly as much as 29 percent.  

  Despite this massive increase in size and concerning leverage ratios, 

investors continue to accept all-time-low yields. [Please reference slide 22] The 

leverage metrics of corporate America, to put some meat on that bone, using 

the data from the Russell 3000 universe, are as poor as they have ever been 

outside of a recession. Debt to EBITDA is at an all-time high, double where it 

was just before the last recession, as you can see on the chart on the left.  

  On the right, we show that the average company has unusually low 

interest coverage, and less EBITDA is available to pay interest expense. And 

that’s despite having historically low borrowing costs. As a side note, we don’t 

want to confuse EBITDA with cash flow, as there are still taxes that need to be 

paid, and capital spending investments that must be made, as well as cash 

restructuring charges, etc. 

  [Please reference slide 23] Thanks to the proliferation of corporate debt, 

with much of it held in passive funds, a market sell-off could cause significant 

gaps down in price. Many corporate bonds are not terribly liquid, and do not 
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trade on an exchange. Finding buyers may prove difficult at or even near 

current market prices.  

  Corporate dealers don’t be there to help provide liquidity in the same 

way that they were able to in the past. Primary dealers hold almost $262 billion 

of corporate debt in 2008, 11% of the then $2.3 trillion of outstanding corporate 

debt. Today, the dealers have just $29 billion on their books to potentially help 

smooth the markets. That’s just 0.4% of what is now a $6.6 trillion corporate 

debt market. We suspect some future opportunity will arise because of this.  

  [Please reference slide 24] We’re going to turn it over to Q&A. There 

was a question that I received earlier, and it is—I’m just going to just pull up my 

email because it was just accented for me and then clarified. The question is: 

why isn’t the Fund investing in commodity producers’ value chain of 

commodities that trade at prices below the cost of production for the cheapest 

producers, and where the demand for the commodity is stable or growing? 

Uranium is one example, but probably not the only one, given how depressed 

some commodities have become over time. 

  I’m going to turn this over to Brian, because it’s not like we haven’t been 

spending time in this space, and we have some investments that reflect that 

perceived opportunity.  

(00:22:10) 
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Brian: Yes, we have off and on had investments in commodities producers, evenly 

split between both the equity and debt side. I would say as a general rule, we 

would prefer to be in the debt side among commodity producers because over 

time, they have not been terrific investments in terms of return on invested 

capital on the underlying businesses. And the essential problem is that when 

the commodity goes up in price, and everyone makes a lot of money, the 

management team wastes pretty much all of that money on greenfield 

developments. And so you haven’t seen a tremendous amount of value stick to 

the bones of the shareholders.  

  So with that as a backdrop, we have favored either credit positions or 

the one equity position we have is in Glencore, where we think the 

management team is exceptional. And you would note there that the 

management team of owner-operators where, I believe, the executive holds 

roughly 30% of the shares, and they’ve been steadily retiring shares over the 

last couple of years. Otherwise, I wouldn’t disagree that when commodity 

producers who have attractive, low-cost assets in reasonable jurisdictions or 

adequately diversified jurisdictions, they could be interesting investments if you 

have a decent management team.  
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Steven: As long as we’re talking about opportunities, Brian, why don’t we stay on the 

subject and is there a particular area where you see greater opportunity than 

risk? 

Brian: I think it’s always difficult to make a blanket statement but this will wrap into 

another question of are we looking at Asian securities? I think the answer to 

that is we are always looking at everything, but we have recently been buying 

some Asian securities and specifically, businesses are not only domiciled in 

Asia but have assets and most of their operations in Asia. We are not going to 

talk about them specifically on the call.  

  The other things we have been spending some time on are some 

commodity producer credits. But otherwise, I wouldn’t have any broad 

categories to call out.  

(00:24:26) 

Steven: I’m going to respond to two questions. What metrics are used to describe the 

slowdown in the US economy? And attitudes regarding fiscal monetary policy 

and debt seem questionable in the long term; does this impact you? 

  We’re bottoms-up investors. Although aware of what’s happening on a 

macro basis as well as what might or could happen, we lack any predictive 

capability. We don’t ever know what the economy is doing, where it’s going; it 

might slope for one quarter and then pick up the next. We’re no better at 
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predicting the economy than the economists who, candidly, over time, have 

never proven to be very good.  

  And although we’re concerned about rising debt levels around the globe, 

and expect future opportunity to rise, as we discussed in our prepared remarks, 

we just can’t speak to win. What we do think we do well, however, is respond to 

price. When bad news hits, when fear hits, security prices fall, and opportunity 

is generally created.  

  What is the current allocation? Current allocation. Do you have a trigger 

point when that will be changed?  

  We discussed our current exposures in this call and this slide in the 

deck that will be made available later as well that you can refer back to. We are 

opportunistic investors who love to help make the market for any concerned 

seller, depending on what the asset is, of course. We don’t know what will be 

trigger that will create worthwhile investments in the future, but we will maintain 

our conservative posture until equity and/or credit markets are ripe. And one 

thing you’ve seen time and again in this fund over the last quarter century is 

taking advantage of dislocations in the market, whether it be region that’s fallen 

out of favor, an asset class that’s fallen out of favor, etc. And so that’s what 

we’ll continue to do as time goes on.  

  Let’s take some questions up there we have on the screen, guys? 
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(00:26:20) 

Brian: I think maybe this will be a general answer. There’s a question: how important 

do you think the Fed’s balance sheet expansion is?  

  And I think I would probably answer this similarly for most macro 

questions that come in. It’s probably incredibly important to where securities 

price over the next three to six months, and it’s probably diminishingly 

unimportant to the performance of high-quality businesses over any medium or 

long-term outlook. And we don’t have a view as to what the Fed will do or really 

any other macro indicator over any period of time.  

Steven: Ever. 

Brian: There’s a question about asset-light businesses and price to cash flow yield, 

and is the US equity market really that expensive?  

  I’m not sure that the price to cash flow is something that we would use. 

We would probably use something more like owners’ earnings in our mind. And 

for the most part, high-quality businesses in the US that are fairly predictable 

trade at very high multiples to owners’ earnings. Some of them maybe will grow 

enough to justify that; our suspicion is that not all of them will.  

Steven: There’s a question that we get periodically about books, any books we find 

interesting. I was just trying to look through and figure out what books I have 

been reading in the last months. I’m not sure what Brian and Mark have. I know 
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that I have, I am in the process of reading my, for the third time, book called 

Man’s Search for Meaning by Viktor Frankl. It’s always very helpful to gain 

perspective. I think it’s important for anybody who invests is to always have a 

perspective on who you are as a human being, just to even begin as an 

investor. 

  And then, I think I also enjoyed reading, in a number of months, Yuval 

Noah Harari’s book, 21 Lessons for the 21st Century. And Mark, do you have 

any gems? Either of you guys? 

  I will take that as a no.  

(00:28:43) 

  Does your international exposure overlap significantly with the FPA 

International Fund? No, it doesn’t. That’s a short answer.  

  What do you think of levered loans and Business Development 

Companies (“BDCs”)? BDCs just don’t make levered loans. They do, but then 

they make all other kinds of loans as well. I don’t think all BDCs are created 

equal. Some are continuing to have strong underwriting and very good assets, 

and then others don’t. But we do believe there’s been a massive proliferation of 

private credit in broadly sponsored loans to the larger companies, which I think 

it makes it challenging to get returns and covenants have been competed 

away, and yields are lower. And some of the returns that are being gained 
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today are a function of increased leverage. So I think that one does have to be 

careful.  

  I think you’re beginning to see some cracks that are showing up in the 

levered loan market. We are now 4% of the universe trading below 80, but that 

could turn around in the other direction too.  

Brian: There’s a couple questions on the shorts. I think they are driving at why is the 

short portfolio or short exposure up, and what is it represented by? It’s primarily 

up on some ETF index or industry-specific shorts. The largest one is a banking 

short, really designed to reduce exposure to some of the financials that we 

hold.  

Steven: There was a question that I wasn’t clear enough, the second book was Yuval 

Noah Harari’s book, 21 Lessons for the 21st Century, which I thought was a 

good book. 

Brian: There’s a question: what do you own right now that hasn’t done well that you 

still like? We like everything we own. I talked about—I guess I don’t want to call 

out any names.  

Steven: Brian, what was the book that we read that you had already had about some of 

the life-changing inventions? It is in your bookshelf in your office. I read it 

separately. On ice and glass—I’m blanking on the name.  
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  Another good book is—Geoffrey West wrote a book called Scale, the 

power of size and what it could bring to businesses and cities.  

  Those are the questions. Just as a reminder—the questions addressing 

a topic that we’re currently engaged in. Oh, there’s one more that’s come 

across. 

Mark L: Given China’s precarious market, hurt by poor governance, real estate bubble 

bursting, banks going bankrupt, coronavirus, and government interference, how 

safe are Chinese investments?  

  One, I think we managed the total exposure to China or any other broad 

exogenous risk, which I will describe as Chinese government or governance 

issues, through absolute sizing of the exposure. I think our absolute exposure 

to China is less than ten percent, so I would describe it as somewhat model.  

  And then the second part of the question is how do those specific 

companies that we own stack up if there’s a real estate bubble or some 

banking issues. So I think that they are incredibly well-positioned to handle any 

sort of run of the mill economic disruption or issues that come up in China.  

Steven: I’m going to go and recast that question, because I think it really speaks quite 

well to the way we invest. This has given China’s precarious markets, and it 

ends with how safe are Chinese investments.  
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  I’m going to substitute for China and say United States. And we’re going 

to go back to 2008. Given US’s precarious market—remember, the markets 

were declining and people were panicking—hurt by poor corporate 

governance, real estate bubbles bursting, banks going bankrupt; we can’t say 

coronavirus, obviously; government interference; add a number of other things 

including massive amounts of consumer debt, etc.—you could have asked the 

question: how safe are our US investments? And we were actively engaged in 

increasing the exposures in our portfolio.  

  There’s a question on AIG, but we already addressed that in the 

prepared remarks. You can go back and refer to it; maybe this caller came in 

late. You can refer to the transcript later.  

Brian: There’s a question: will we own any EM? I think we’ll just leave the existing 

disclosures as of the end of the year where they are, and not comment on 

anything we’re doing.  

Steven: I think there’s a question with Environmental, Social, and Governance (ESG), 

the newest fad. Can you comment on this with respect to your investment 

process? It seems quite subjective, fair, and presumably you’ve already been 

evaluating many of these factors in your security selection and monitoring 

process. 
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  I think it’s fair to say that a company that is conscientious with respect to 

environment, has proper governance, and treats their employees well, is going 

to be a better investment all else equal. These have always been 

considerations of ours, as we look at these different businesses. And I do think 

there is a—I think it’s an arguably certain subjectivity.  

  I don’t want to go in and pick any specific companies and call them out 

as part of this conversation, but you can go look at some of the larger ESG 

ETFs and look at the companies that are held. And there’s many oil companies 

in there, and I would suspect that if we spend a little bit of time, members of 

our team, and spent some time on Google, and look for problems that these 

companies have with respect to ESG, certainly E challenges, I think they’re 

going to be pretty easy to come up. 

  But if you’ve been a company that we do own in our portfolio that is 

Arconic, that has mixed parts that are used in jet aircraft, warplanes, that some 

could argue as not being the best thing to own, but they are in many of these 

ESG ETFs. So I think there is great subjectivity, and I think it’s a good 

observation. But it’s certainly good business for people that have marketed it.  

  We’ll take one more. 

(00:36:07) 
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Brian: There’s a question about catalysts that we were looking for in distressed 

positions. I think today or yesterday, you saw that Puerto Rico has reached a 

conclusion to its restructuring that would have been a catalyst, but there’s no 

general catalyst. Each situation is going to have its own set of signposts, and 

steps along the process. 

Steven: And Brian answered that question as if once we own something, we’re a kind of 

catalyst. But it’s also—for something to get into distress, we’re looking for what 

does distress mean? These are businesses that people are, either heading to 

bankruptcy, or people are fearful that they are going to be bankrupt, and you 

can get cash yields in the mid-teens and higher. And we expect total 

investment returns higher than that still from the truly distressed creditor as we 

underwrite them.  

  And the catalyst is going to be—there’s always this arbitrage of 

perception/reality, trying to understand what we believe to be true or will be true 

in the future, despite what people are fearful of today.  

  I will turn it back to Mark Hancock. So Mark, why don’t I thank you for 

your time, and Mark Hancock will close out the call.  

(00:37:28) 

Mark H: Well, thank you. And again, if there any further questions that you have, please 

feel free to email us at crm@fpa.com, and we will gladly answer them. 

mailto:crm@fpa.com
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  Thank you for listening to today’s Fourth Quarter 2019 FPA Crescent 

Fund webcast. We now turn it over to the system moderator for closing 

comments and disclosures. 

Moderator: Thank you for your participation in today’s webcast. We invite you, your 

colleagues, and shareholders to listen to the playback of this recording and 

view the presentation slides that will be available on our website within a few 

days at FPA.com. We urge you to visit the website for additional information on 

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

returns. 

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

feedback and submit any comments or suggestions. We encourage you to 

complete this portion of the webcast. We know your time is valuable, and we 

do appreciate and review all of your comments. 

  Please visit FPA.com for future webcast information, including replays. 

We will post the date and time of the prospective calls at towards to end of 

each current quarter and expect the calls to be held three to four weeks 

following each quarter end. 

  If you did not receive an invitation via email for today’s webcast and 

would like to receive them, please email us at crm@fpa.com. We hope that our 

mailto:crm@fpa.com
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commentaries, webcasts, and special commentaries will continue to keep you 

appropriately informed on the strategy. 

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

this call are as of today and are subject to change based on market and other 

conditions. These views may differ from other portfolio managers and analysts 

of the firm as a whole and are not intended to be a forecast of future events, a 

guarantee of future results, or investment advice. 

  Any mention of individual securities or sectors should not be construed 

as a recommendation to purchase or sell such securities. Past performance is 

not a guarantee of future results. 

  Any statistics have been obtained from sources believed to be reliable 

but the accuracy and completeness cannot be guaranteed. 

  You should consider the Fund’s investments, objectives, risks and 

charges, and expenses carefully before you invest. The prospectus 

details the Fund’s objectives and policies, charges, and other matters of 

interest to the prospective investor. Please read the prospectus carefully 

before investing. The prospectus may be obtained by visiting the website 

at www.fpa.com, by email at crm@fpa.com, toll-free by calling 

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

FPA funds are offered by UMB Distribution Services, LLC. 

http://www.fpa.com/
mailto:crm@fpa.com
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  This concludes today’s call. Thank you and enjoy the rest of your day. 

(00:41:56) 

FPA Crescent Fund (“Fund”) performance is net of all fees and expenses and includes the reinvestment 

of distributions. Returns do not reflect the deduction of taxes that a shareholder would pay on Fund 

distributions or the redemption of Fund shares, which would lower these figures. Past performance is 

no guarantee, nor is it indicative, of future results. Current performance may be higher or lower than the 

performance shown. This data represents past performance and investors should understand that 

investment returns and principal values fluctuate, so that when you redeem your investment it may be 

worth more or less than its original cost. Current month-end performance data, which may be lower or 

higher than the performance data quoted, may be obtained at www.fpa.com or by calling toll-free, 1-800-

982-4372.  A redemption fee of 2% will be imposed on redemptions within 90 days. Expense ratio as of 

most recent prospectus is 1.18%. 

 

[END FILE] 


