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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 FPA Crescent Fund’s (the “Fund” or “Crescent”) 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 for the Fund dated April 30, 2021 can be accessed at: https://fpa.com/request-funds-literature, 
by visiting the Fund’s website at www.fpa.com, by calling toll-free, 1-800-982-4372, or by contacting the Fund 
in writing. 
 

(00:00:10) 

Moderator: Hello, and welcome to today’s webcast. My name is Sarah and I will be your event specialist 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 can ask text 

questions at any time by locating the Q&A box, type your question in the open area, and click New 

Question to submit. If you are experiencing any technical issues, as a best practice, we first 

suggest you refresh your browser. 

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

yours. 

Mark H.: Thank you. Good afternoon and thank you for joining us on our First Quarter 2022 Webcast today. 

  In response to feedback from our shareholders, and given that the world does not 

generally change so dramatically quarter-to-quarter, the format for our FPA Crescent conference 

calls for our March and September [ended] quarters will heretofore be the portfolio management 

team of Steve and Brian and Mark answering questions as it relates to the Crescent portfolio. Our 

second quarter and year end calls will include more prepared remarks, as well as the usual 

question and answer format. This will bring the Fund’s quarterly conference calls in line with the 

https://fpa.com/request-funds-literature
http://www.fpa.com/
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tenor of our quarterly commentaries, and they are typically more robust at the semiannual [June] 

and year end [December] periods. 

  [Please see Slide 2] You will see a long-term performance slide currently referenced on 

your screen. This is for [performance] disclosure purposes. 

  I will now turn the call over to Steven Romick. Steven, over to you. 

Steven: Thank you, Mark. Welcome. Crescent Fund declined 3.1% in 2022’s first quarter, but increased 

1.7% for the trailing 12 months. The Fund’s long equity exposure returned 4.8% for the trailing 12 

months. The Fund protected capital better than the illustrative indices in the first quarter, 

participating in just 61.8% of the average decline of the two indices.1 

(00:02:04) 

  As Mark said, we’re diving right into the Q&A. We’re beginning with the questions that had 

already been submitted in advance. Note, please, that we won’t be discussing companies that 

we—where we are currently transacting, whether it be a buy or a sell, or those positions that are so 

small as to not be terribly relevant to Crescent’s performance. We also won’t be speaking about 

companies that are not in the portfolio and for which we have no opinion. 

  I’m going to begin by combining two questions of “How are you thinking about the 

cash and fixed income allocation of the Fund in a rising rate environment?” and “What are 

your cash holdings and why?” 

  For those long-time shareholders who know us quite well, from the Fund’s inception, we 

have always engaged in the endeavor of seeking equity-like rates of return that have been a 

function of understanding and assuming credit risk, while assuming interest rate risk. We have 

owned high-yielding corporate bonds, distressed debt, and some private credit where we believed 

 
1 Long Equity Exposure represents the exposure to stocks that the Fund owned over the given time periods and 

excludes the long equity portion of a pair trade, short-sales, limited partnerships, derivatives/futures, corporate 

bonds, mortgage-backed securities, and cash and cash equivalents. Long Equity as a percentage of the total Fund 

was 71.5% as of March 31, 2022. . Past performance is no guarantee, nor is it indicative, of future results. 
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we would receive the return of our principal at maturity, and in some distressed cases, a higher 

price to what we had paid, in the event of a corporate restructuring. In general, these bonds were of 

a short to intermediation duration, and price changes were dictated more by the perception of the 

credit quality of the guarantor or the collateral package than by the change in interest rates. Said 

another way, we trade out interest rate risk for credit risk. So the rise in interest rates in this 

environment is not [expected to be] terribly impactful to our fixed income portfolio. 

  Cash has always been a byproduct of our investment process. We don’t target a specific 

amount. If there's an opportunity to invest in an attractive risk/reward, we will do so, and cash will 

be drawn down. If not, then cash will build. Rising rates do afford a small yield benefit for the 

portion of the portfolio that sits in cash. 

(00:04:09) 

  “Is the valuation disparity between US/international equities driving you to spend 

more time evaluating international equities compared to previous years, and would you 

expect this to continue if this disparity persists?”  

  [Please see slide 6] Elliott, please turn to page—the chart on page 6 that shows the 

valuation of equities in the US and abroad. Crescent’s charter [prospectus] affords us the 

opportunity to invest in companies of various market capitalizations, and in the debt of those 

companies, regardless of where those companies are domiciled. We will focus on better 

businesses around the world. Sometimes, similarly good businesses are less expensive in one 

region versus another. And in the event that that is true, you can expect that’s where we will be 

spending some time. 

  This chart shows that companies are generally cheaper outside the United States today. 

The MSCI ACWI trades near its all-time low discount when compared to the S&P 500—about 32% 

discount at the end of Q1, which is about 2.5 standard deviations away from the 20-year average.2 

 
2 Past performance is no guarantee, nor is it indicative, of future results. 
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  Crescent currently has 35% of its equity book in companies that have their base of 

operations in a country other than the United States. That number is actually slightly higher when 

we adjust for the SPAC investments we have in the portfolio.3 

  [Please see slide 5] Turn to page 5, Elliott, if you don’t mind. Comments on current—we 

were being asked to comment on the current valuations in the market, specifically looking at the 

Shiller P/E and the Buffett indicator, things that we have posted in the past. 

  For those less familiar, Warren Buffett has often quoted stock market valuations as a 

percentage of GDP, or gross domestic product. US stocks aren't cheap by either the Shiller or 

Buffett metrics, as you can see in these two charts. Our large cash we believe is a function of that. 

(00:06:07) 

  Further supporting the previous question regarding the US to international valuation 

disparity, you can see in the chart on the right that international stocks also trade far less 

expensively than the US as a percent of GDP. What that chart doesn’t show, however, is that not 

all companies are created equal. We believe, many of the better, growing, globally dominant 

businesses that justify a higher valuation are based in the United States. 

  And I’ll begin to pass this off to—I mean, bring Mark Landecker and Brian Selmo, my 

partners, into this and I’ll start with Mark, the first question. And Mark, I’ll let you read the following 

questions that have been handed off to you after this, but, “Discuss the discount rate the equity 

team uses, and how that adjusts based on economic conditions? Is it a fixed spread over 

some peg rate, or is it more subjective?” 

Mark: Thanks, Steven. As we've discussed on prior calls, when we model companies, we do so to 

consider the [internal rate of return] IRR over a 3-5 year period for each of the low, base and high 

scenario. From a technical perspective, the key variables to consider are the terminal multiples we 

assume in our model, and the IRR necessary for us to consider our purchase. These IRRs, which 

 
3 Portfolio composition will change due to ongoing management of the Fund. 
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are basically analogous to a discount rate, are, by and large, relatively steady over time, albeit we 

apply different hurdles to different companies.4 

  [Please see slide 8] For example, looking at names currently in the portfolio, we would be 

willing to accept lower IRRs for very predictable, highly durable names such as Aon and IFF than 

we would reject names that have a narrower moat and greater potential volatility in their future 

stream of earnings.5 

  All else equal, we try not to recalibrate our required IRRs for various types of businesses 

over time because if we did, we would effectively be lowering our hurdle rate when things are 

expensive, and raising it when names are cheap—which is probably not a recipe for adding alpha. 

Instead, when our existing holdings start showing lower IRRs than we demand, and new names are 

hard to find, you can see that cash has historically risen, such as during the latter half of 2021.6 

(00:08:23) 

  On the other hand, when we can find opportunities with attractive IRRs, such as during the 

height of the pandemic in early 2020, [typically] cash goes down7. So you can think of cash as the 

stabilizer in the portfolio rather than us utilizing any sort of peg to a variable discount rate. 

  The next question, I’ll take the first part and then pass over to Brian, and the question was, 

“I assume the team is never interested in investing in Russian equities. Has high yield 

 
4  Internal Rate of Return (IRR) is a discount rate that makes the net present value (NPV) of all cash flows equal to 

zero in a discounted cash flow analysis.  It is the expected compound annual rate of return that will be earned on an 

investment. 
5 Portfolio composition will change due to ongoing management of the Fund. References to individual securities or 
sectors should not be construed as a recommendation by the Fund, the portfolio managers, the Adviser, or the 

distributor to purchase or sell such securities or invest in such sectors, and any information provided is not a 

sufficient basis upon which to make an investment decision. It should not be assumed that future investments will be 

profitable or will equal the performance of the security or sectors examples discussed. For a full list of disclosed 

portfolio holdings please reference slide 8 of the webcast materials. 
6 Cash position for the periods ending 3/31/2021, 6/30/2021, 9/30/2021, and 12/31/2021 were 25.2%, 23.1%, 26.9%, 

25.2%, respectively.  
7 Cash position for the periods ending 12/31/2019, 3/31/2020, 6/30/2020, and 9/30/2020 were 36.3%, 26.0%, 20.6%, 

21.7%, respectively.   
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become somewhat attractive and has the team looked at commodities and energy stocks 

recently, or is this a short-term bounce for those sectors?” 

  So regarding Russia, I won’t say that we will never invest, because never is a pretty long 

time. I should note we've owned Russian equities in the past, albeit they were never more than a 

very low single-digit percentage of the portfolio, and we have not been invested in the country for 

quite a few years now. 

  I’ll pass it over to Brian for the latter half of the question. 

Brian: Thanks, Mark. So first on high yield, it’s worth pointing out that the high yield or credit portion of a 

portfolio was as low as it’s ever been at the end of last year, and remained low through the first 

quarter. We've recently started buying one busted convert [convertible bond]. I think there's 

probably, possibly, a likelihood that there will be better opportunity, even reasonable opportunity, 

that we might be able to invest in the high yield market, and that’s really probably dependent on 

what ends up happening with interest rates, and if the likely increase in interest rates causes some 

level of disruption in capital markets. But yes, better than it was a year ago, but still not particularly 

enticing. 

(00:10:23) 

  And then maybe transitioning, there were a couple of questions on commodities, and so 

we’ll sort of link those all together here. One, Mark pointed out, and the other I think says, “It looks 

like you’ve added some commodity exposure. Why the change?” 

  So first, in terms of “is this a cyclical bounce or some structural change to the sector’, we 

don’t know. I would say that I think our expectation is that it will remain a cyclical industry, meaning 

energy in particular. I think it has been historically. I think there's important fundamental reasons 

around how it’s structured, and capital cycles that are likely to persist. You know, how long this 

particular cycle lasts is another question, and certainly the geopolitical situation will have some 

impact there. 
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  In terms of us looking at them, or being more interested in the sector as investments, I 

would say generally on cyclical or commodity or less differentiated businesses, or really any 

opportunity, we’re going to be most likely to invest in those things when they're deeply out of favor, 

not when they are at some level of in favor or appreciation by the general consensus. 

  The other thing that I would point out which really hasn’t changed over the last few years 

is that we have found the capital allocation history or sort of behavior of management teams really 

to be generally lacking and I think, again, there's sort of structural reasons for that in terms of how 

they're incentivized and how the market tends to push professional management teams around. I 

don’t—you know, I would say that we've not found a management team in the last year or two that 

we think are going to be great long-term stewards in that industry. We’re certainly open to changing 

our mind. That probably relates specifically to energy and commodities—or sorry, to energy. 

(00:12:31) 

  Our largest position that you could lump in the broader group, including commodities, is 

Glencore, which is a business we bought at significantly lower than current prices. That’s a place 

where we do have a highly favorable opinion of the management team and the culture there, and 

so that’s a place where we probably think that they are likely to be good stewards of capital over 

time. 

  In terms of adding to energy holdings, that’s just maybe a misperception or a misdiagnosis 

in some third party’s analysis of the Fund. We haven't increased the energy exposure in the past 3, 

6 or 12 months. The one thing that we have done is that we've bought a number, or agreed to buy 

a number, of offshore supply vessels and other oil service vessels. This was largely done in the last 

part of last year. Those transactions are in the process of closing. You'll see them show up in the 

Fund in our shipping position. And that’s a place where we would expect to benefit to the extent 

that the energy cycle has some legs. 

  Now I’ll throw it back to Mark. 
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Mark: Thanks, Brian. The next question is, “The Fund retains exposure to Chinese/Hong Kong 

companies. Given the questionable corporate governance policies of the Chinese 

government, do our Chinese investments really have any kind of margin of safety8 

anymore? 

(00:14:05) 

  As it relates to our Chinese equities, which are currently about 3% of the Fund, the 

majority of that provides exposure to digitally enabled companies with pristine balance sheets and 

businesses that we would describe as being of above average quality. And I’m thinking there of 

Alibaba, Baidu and the look-through exposure to Tencent that one gains through Prosus and 

Naspers. 

  The valuation on these companies, even using conservative estimates, are at a level 

where we think the names could theoretically double in 12-24 months and we would argue they still 

wouldn’t look expensive. And we’re not saying that that will happen. 

  Now, with every investment, there are risks. But if we could find another 30 unique, 

idiosyncratic investments with a similar risk/reward profile to our Chinese names, I think we’d 

probably be quite close to fully invested. But we acknowledge there are risks to investing in China, 

and we try to control for that with size, and by consciously limiting our exposure and using common 

sense to override the IRRs that may exist on the spreadsheets in our ivory tower. Nonetheless, 

China being the most populous country in the world, and the second-largest economy, it’s hard to 

avoid. Even if you're buying US-listed names like Nike, Starbucks or Apple, you're getting a not-

insignificant exposure to the country. The same could be said for European leaders such as LVMH, 

 
8 Margin of safety - Buying with a “margin of safety,” a phrase popularized by Benjamin Graham and Warren 

Buffet, is when a security is purchased for less than its estimated value. This helps protect against permanent capital 

loss in the case of an unexpected event or analytical mistake.  A purchase made with a margin of safety does not 

guarantee the security will not decline in price. 
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L’Oréal, Adidas or Unilever. So, in summary, we’re not oblivious to heightened geopolitical risks, 

but it is also difficult to completely avoid them. 

  Regarding the statement of corporate governance, I think the reality is we live in a world 

that’s gray rather than black-and-white. As an example, just yesterday I happened to listen to the 

Capital Allocators podcast hosted by Ted Seides.9 During the interview, the interviewee noted that 

wealthy foreigners recently began taking money out of the United States after witnessing the 

government seizure of assets due to the birth domicile of the owners in question. I don’t mention 

this to say that I disagree with the seizures, but it does suggest that if a nation is willing to bend the 

rule of law in exceptional circumstances, one could argue—as the interviewee suggested—that the 

entire concept of the rule of law comes under question. 

(00:16:25) 

  Similarly, one of us on this call has been asking that very question ever since the US 

government expropriated Fannie Mae and Freddie Mac following the [great financial crisis] GFC. 

But that’s a story for another day. I’ll turn the questions back to the team. 

Steven: Thanks, Mark. Back to the person who’s going to want to answer that question. 

Brian: Thanks, everyone. The question is, “What do you see as the best investment opportunity at 

the moment, and how are you taking advantage of it?” 

  You know, the truth is, we never know what's going to be the best investment and that’s 

why we run fairly diversified. I think I would say that we think the portfolio is reasonably priced and 

reasonably positioned compared to the alternatives that one has in the world. Because really few 

have capital, you live in a world of alternatives, and you have to pick what you want to do. 

 
9 Link: Podcasts Archive - Capital Allocators with Ted Seides - https://capitalallocators.com/podcast/macro-

consequences-of-government-sanctions/ 

https://capitalallocators.com/podcast/
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  [Please see slide 7] And so I would guide you to the top ten names that we have on page 

7 in the slide deck, and I think that those are, for various reasons, areas that we think are attractive 

currently. 

  And the next question, “While knowing the managers are bottom-up, just curious as 

to their thoughts regarding the yield curve inversion and conjunction with Fed rate hikes, 

spiraling inflation and likely reduced economic growth prospectively as a result?” In terms of 

the prospects, I’m going to say, and how do you think the equities will do over the medium term I 

think is what the question ends up with. 

(00:18:04) 

  This, again, follows the I don’t know but I will tell you that, sure, it’s something we’re aware 

of. I suppose we have some thoughts. And I would say that if the Fed follows through, which, you 

know, any time you get into these things, you're dealing with ifs and hypotheticals on hypotheticals. 

But if that happens, and money starts to have cost again, which it probably hasn’t, functionally, for 

about a decade, and let’s say longer-term rates end up at 5-7%, one would probably expect—

although again, not certain but you would probably expect—that some assets would need to reprice 

and it would probably materially increase the probability for hiccups or disruption in the capital 

markets and the economy. That doesn’t mean any of those things would happen but yeah, that 

would probably be my base case guess if that was the future path. 

  In terms of our specific equities, I would say that—I think Mark alluded to this earlier but 

we look at them over a 3-5 year period. And if you think over that kind of time period, largely our 

results will be driven by the business performance of the underlying companies because our 

starting point, or the going-in multiple, is such that it’s likely below the long-term average of equity 

markets. And then secondly, it’s not demanding on an absolute basis. And so, assuming that equity 

markets trade somewhere around the long-term earnings multiple average, which I’d say is 
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probably mid-teens, then I would think our equities would do as well or better than their underlying 

fundamentals over a 3-5 year, call it, mid-term period. 

(00:19:52) 

  Now, if the whole world reprices and everything trades at 6 or 7 times, then that type of 

headwind is unlikely to be overcome by the performance of a diverse group of businesses, 

including the ones we own. 

  I think that is it for the prepared or the pre-submitted questions. 

Steven: We’re just reviewing now the questions that have come over the transom live, and so just give a 

second to digest some of these. 

Mark: There's a question, “How much cash is in the current portfolio?” I would direct one to the 

attached holdings at the end of our regular commentary, only because I won’t know what it was at 

quarter end. Someone might have it. You can find— 

Brian: And this is on page 8 in the slide deck. 

Mark: Great. 

Brian: Yes, as for what it earns, Steve, you want to answer what our cash earns? 

Steven: A negligible amount, and the good news about rising interest rates is that it’s going up. It’s never 

been a driver of performance in the Fund, and it never will be. But, you know, at the margin, one or 

two basis points as rates are rising. 

Mark: “Relative to history, how attractive are stocks, right presently, in terms of the ones Crescent 

owns and is considering?” I think it’s a question, Brian, recently just answered. 

  But the one thing I’ll call out is I don’t think we’ve distinguished ourselves in terms of 

securities selection over the past, call it, 9-12 months in terms of the performance of our most 

recent purchases. So we hope there's some embedded gains and, given our long-term outlook, we 

would think that over the next 3-5 years, some of those names have equity-plus type return 

potential if our thesis does prove to be correct. 
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(00:22:03) 

  “What are your holdings’ managements saying regarding prospects for revenues, 

earnings and cash flow overall?” 

  I think we’ve all been reading conference call transcripts as companies have been 

reporting Q1, and it’s definitely a unique environment, where companies who are digitally enabled 

are lapsing the COVID, call it, boom and trying to figure out what normal looks like going forward. 

And then you have companies who may be experiencing a little bit higher than normal recovery 

and, similarly, they as well are struggling to think what normal might look like going forward. And 

this is combined with supply shortages for various companies, whether it be inputs, semiconductors 

and the like; freight costs that have risen but are now coming down again; commodity costs that 

have gone up significantly. So I think the managers, by and large, across our portfolios would say 

that this has been one of the more challenging times to be able to think about what the next 12 

months looks like. 

  But I think if you can buy companies with an eye on the prize being, call it, 24-48 months 

forward, I think it sets up opportunities for those who take a more long-term orientation to investing. 

Steven: There are some, there's a number of questions that are naming specific companies. Specific 

companies that have been, you know, a little bit growthier, whose stocks have fallen on harder 

times of late. And rather than address any of them individually, and as I pointed out earlier, there 

are instances of us transacting and so we don’t want to call—we can’t really discuss what we’re 

currently buying or selling. 

(00:23:58) 

  But I think it’s fair to say, and this builds on what Mark was just talking about, that we do 

think that there is some embedded opportunity within the portfolio, given the price action for some 

of these businesses that we do believe, you know, and should our thesis remain intact in these 

companies that over the next number of years, these companies would generate a good top line 
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and good bottom line growth that are leaders in their industries, whose valuations today are 

relatively undemanding. 

Brian: Yes, okay. There's a question, “What positions have benefited from rising inflation and which 

ones have been impacted?” 

  It’s somewhat difficult to say because there's a lot of different names in the portfolio. I 

would say that there are a number of names in the portfolio, and I would probably say it’s the 

largest group, if you were to try to put it together like this, that are take rate type businesses, 

meaning that they have an operation that essentially earns naturally on the back of some level of 

economic activity, whether that’s advertising, whether that hotel room rates, whether that’s a rake 

on high-end consumer spending or luxury spending, whether it is maybe food consumption. But 

essentially—whether it’s insurance spend—but I think of them as almost rack rates on nominal 

activity. And so their businesses, assuming that they're maintaining share and competitive 

relevance, they're going to ride pretty naturally on the back of any inflation. And I think we would 

expect that the revenues might be able to grow faster than the inflation in the cost base. So those 

would be the types of businesses that I think you might put under the benefit category. I should 

have included legal online gaming as well. 

(00:26:01) 

  And then there’s a lot of other businesses, maybe traditional, whether they're consumer 

staples, technology manufacturing, semiconductors, connectors, things like that where very strong 

competitive positions, and I think a strong likelihood that, while they might not ride on the back of 

inflation, would certainly exhibit pricing power over time in an inflationary environment. 

  The last category, if I was going to keep it along these lines, where there might be some 

impact I think is balance sheet-intensive financials, and that’s an area where in the short term, 

higher rates have benefited the earnings there, but I think if inflation were to remain at wherever it 

is currently, then there's probably some debate there. That would probably have a negative impact 
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just because of the capital intensity and the fact that you're getting paid back in nominal dollars in 

the future, and your loans or your receivables aren't growing on the back of that. And that’s also an 

area of the portfolio that has shrunk somewhat materially over the last year. 

Mark: I can take—there's a question, thoughts on Alibaba’s outlook after earnings yesterday, and I’m not 

sure if the questioner is referring to another company’s earnings or not, only because Alibaba will 

actually report in a couple of weeks. But if we go back to our Q4 2021 conference call and you look 

at the transcript, I did put out there that, despite our objections from compliance, I thought there 

might be a slowdown in China over the coming year that could impact results, and that you were 

going to be impacted by lapping regulations that continue to create a disturbance in the 

environment for our digital players, and so you might need a year or so for these companies to start 

delivering what would look like normal earnings power.10 

(00:28:04) 

  I think, if anything, that thesis has only been reinforced by the recent COVID lockdowns 

taking place in Shanghai and extending to Beijing. This doesn’t change our assessment of intrinsic 

value nor the IRRs over a long-term perspective, but clearly creates difficulty when one analyzes 

current earnings as to what the implications might be as it relates to longer earnings potential. 

  There is a question, “Knowing how Crescent operates, should we assume you folks 

would be more net buyers of stocks in Q1 in light of stocks slumping?” 

  And I believe you probably—I don’t know if anyone’s got the stats—I think you would have 

seen our net exposure increased. Does anyone have that handy? If nothing else, I will say we had 

some S&P shorts that we covered in Q1, which would have helped to increase our net exposure, 

and there has been selective buying of a number of new names. However, that said, we did have 

some names that did perform reasonably well such as, as an example, Activision, which was 

 
10 https://fpa.com/docs/default-source/funds/fpa-crescent-fund/quarterly-webcasts/fpa-crescent-fund-webcast-

transcript-2021-12.pdf?sfvrsn=4d18909d_10 
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subject to a takeover offer by Microsoft where we would have lightened up into that position, as well 

as some other positions that actually have performed reasonably well despite the tough market 

conditions.11 

  “Can you address your comfort level on Google valuations and thoughts on 

potentially over-owned stock maybe, and the risk of rerating in a higher rate environment?” 

  You know, we tend not to worry too much on whether stocks are over-owned or not. I 

remember, I tell a story, our very first Investor Day, somebody said to us, “Microsoft’s your biggest 

position. Everybody owns Microsoft. Who’s left to buy it?” And that was, I don’t know, 7-8 years ago 

and there's been a few buyers— 

(00:30:13) 

Steven: Ten. 

Mark H.: Ten, ten years ago. 

Steven: Ten. 

Mark: Ten years. There's been a few buyers that have emerged and the stock’s been okay. So it’s 

probably not something we think about. 

  As for the comfort level on Google valuation, we actually walked through this, I believe, at 

the first Investor Day. But how we think about the name—you can disagree with it or not—but we 

look at the core earnings power of the business. From that, we add back the losses of other bets, 

because we look at that, essentially it came to—let’s say you were investing in these in a venture 

capital portfolio, you would have an asset rather than a loss. We then also add back the losses 

from the cloud business, which we think will be a proven money-earner over time, as illustrated by 

AWS and Azure. And within that, we actually then put a bit of a value on the cloud business. And 

then we take a discount to the value of some of the private investments like Waymao—excuse me, 

Waymo—and Verily. And at the end of the day, that gets us—depending on where the stock is 

 
11 Past performance is no guarantee, nor is it indicative, of future results. 
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yesterday, today, the day before—somewhere probably a little bit in line or even less than a market 

multiple as it relates to adjusted NOPAT [net operating profit after taxes]. 

  We think that’s pretty attractive for a business that has been able to grow at a double-digit 

rate each quarter effectively since the company has become public. And even this most recent 

quarter, search [Google] once again put in very impressive growth. 

  So we’re very comfortable with the valuation, and the name continues to be the largest 

position in the portfolio, but we can’t speak to the potential rerating or not in any near-term time 

period. 

  Brian, do you want to take, “Is there any internal cap you would use for the top 

holding as a percentage of total assets?” 

(00:32:06) 

Brian: Sure. You know, there's not a hard cap, but I mean, I certainly don’t think we’re going to have a 

10% position in the Fund. I think at purchase, we probably loosely think about 5% as being the 

largest, but certainly we’ll let things appreciate over time. Mark mentions Google as an example, 

where, just answering a question, that’s probably an example of that. I think we’d said we’d talked 

about it first ten years ago. We've probably been waiting for their revenue to slow down for ten 

years, right, and it still sort of chugs along, so probably merits the size it is. 

Steven: There's a couple of questions I’m going to lump together. “Do you see opportunities in 

nontraditional places?” and “Has the Fund employed alternative strategies like farmland and 

private credit in the past?” 

  I think, you know, we recognize, first and foremost, this is a liquid fund and when our 

investors want their capital back, we want to make sure that we can deliver it to them. Therefore, 

anything that is less liquid—which would include something like farmland and private credit, private 

equity—has to be, by definition, somewhat smaller in a fund such as ours. 
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  And in terms of seeing opportunities in nontraditional spaces, we’re constantly on the 

lookout. We’re very aware of what is going on in the world, and where—we always look for analogs 

of where there might be opportunities, whether it be in public markets or in private markets and 

debt, or in equity, etc. and that partially explains the SPAC12 investment that we have today. That’s 

a nontraditional space, and the approach that we’re taking to it, as we've addressed ad nauseam in 

a number of—in a couple of shareholder letters, with a 3-plus percent position in the Fund, and we 

think of this more like high yield but with very, very improbable potential for loss of capital. But 

we’re constantly on the lookout. 

(00:34:37) 

Brian: There is a— 

Mark: There is a—oh. 

Brian: Go ahead, Mark. 

Mark: No, I was going to say, there's a question that says, “Can you address your comfort with X 

name valuation?”  

 I’m not going to say which company because it’s a smaller position. We generally avoid discussing 

names below a threshold, not to mention it’s a name we’ve been active in over the past quarter. 

But, I will preface it by saying there's a group of companies in the portfolio that are in the earlier 

stage of maturation, such that they don’t currently have, quote/unquote, “steady state” margins that 

are illustrative of a mature level of profitability. We are willing to make investments in those type of 

companies. If you think back to the hurdle rate, we would be looking for a much higher IRR on 

those names in our low/base/high scenario than we would more stable businesses, but we do not 

shy away from making those investments, albeit we do control the size in any one individual name, 

and we actually look at that group as a whole and think about the potential exposure to these early-

stage companies overall. 

 
12 SPAC is a special purpose acquisition company.  
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  Brian, I’m not sure if there's anything you want to add. I know you’ve been working on 

some of those names. 

(00:35:56) 

Brian: I wouldn’t add anything. Maybe the one thing I would add is we are going into companies where we 

think that they have either demonstrated, in markets or where your competitors have demonstrated 

mature economics that are, to our mind, proof points that the underlying business models work as 

economic mousetraps and not just sort of venture-funded subsidization of consumer consumption. 

Steven: But maybe just to elaborate there, there's unit economics that we feel that we’re comfortable with, 

and the trick is being able to invest before those unit economics are company-wide. Because when 

they do, if we’re correct that they're achievable, the valuation will be significantly north of where it is 

now. So we’re getting a little bit of extra return for that uncertainty. 

Brian: There is a question on crypto and I think the likelihood of it being in the portfolio. I would say that 

there's not a near-term likelihood that crypto will be in the portfolio, but I also wouldn’t rule out 

something as broad as crypto over any medium- or long-term basis, because I think that there's 

going to be tremendous evolution and development in that space. So I would say no, near term, but 

reserve the right to do something longer term. 

Steven: I think Brian just finished reading Snow Crash, if I’m not mistaken. So he’s perhaps slightly more 

favorable to crypto than he was a few years ago. But doesn’t mean it’s going in the portfolio. So, no 

follow-up questions please. 

  It looks like we’ve knocked—I think, Elliott, we knocked off that number one already in 

terms of—and number two, I’m not sure if anyone else has… 

(00:38:08) 

Mark H.: I can just jump in. We looked at, as of Q1 2022, there are no— 

Steven: Wait, wait, wait. Let’s repeat what the question is. 
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Mark H.: Oh, sorry. Are there other positions in the quarterly review—are the other positions in the 

quarterly review primarily SPACs? Our SPACs are actually detailed on the quarterly review, and 

there are no hidden holdings as of Q1 2022. 

  All right, well, that concludes the webcast for Quarter 1 2022. Thank you, Mark, Steven 

and Brian for the insights and color on all the questions. I will now turn this, today’s presentation, 

over to the moderator who will conclude with closing remarks as well as closing disclosure. Again, 

thank you all for your time and participation, and we look forward to being in touch. And again, if 

any questions are unanswered that we will not do individually, please email us at crm@fpa.com. 

Thank you all, and have a good day. 

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, typically within a week, at FPA.com. We urge you to visit the website for 

additional information about the Fund, such as complete portfolio holdings, historical returns, and 

after-tax returns. 

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

and time of upcoming webcasts towards the end of each current quarter, and webcasts are 

typically held three to four weeks following each quarter end. If you did not receive an invite via 

email for today’s webcast and would like to receive them, please email us at crm@fpa.com. 

(00:40:13) 

  We hope that our quarterly commentaries, webcasts, and special commentaries will 

continue to keep you appropriately informed on the strategies discussed today. 
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  We do want to make sure you understand that the views expressed on this call are as of 

today, and are subject to change without notice, based on market and other conditions. These 

views may differ from other portfolio managers and analysts at the firm as a whole, and are not 

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

  Past performance is no guarantee nor is it indicative of future results. 

  Any mention of individual securities or sectors should [not] be construed as a 

recommendation to purchase or sell such securities, or invest in such sectors, and any 

information provided is not a sufficient basis upon which to make an investment decision. 

  It should not be assumed that future investments will be profitable or will equal the 

performance of the security or sector examples discussed. 

  Any statistics or market data mentioned during this webcast may have been obtained from 

sources believed to be reliable, but the accuracy and completeness cannot be guaranteed. 

  You should consider each fund’s investment objectives, risks, and charges, and 

expenses carefully before you invest. The prospectus details each fund’s investment 

objective and policies, risks, charges, and other matters of interest to a prospective 

investor. Please read the prospectus carefully before investing. The prospectus may be 

obtained by visiting the website at FPA.com, by emailing at crm@fpa.com, tollfree by calling 

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

  FPA funds are distributed by UMB Distribution Services, LLC. Not affiliated with 

FPA.  

  This concludes today’s call. Thank you and enjoy the rest of your day. 

(00:42:12) 

[END FILE] 

 


