
You should consider the 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 this Prospectus carefully before investing. The 
Prospectus may be obtained by visiting the website at www.fpafunds.com, by calling toll-free, 1-
800-982-4372, or by contacting the Fund in writing.

Average Annual Total Returns 
As of December 31, 2016 

QTR YTD 1 Year 3 Years 5 Years 
Since 

Inception* 

FPA International Value Fund 1.38% 9.05% 9.05% -2.48% 6.30% 6.43% 

MSCI ACWI ex US -1.25% 4.50% 4.50% -1.78% 5.00% 4.69% 

Periods greater than one year are annualized. Performance is calculated on a total return basis which 
includes reinvestment of all distributions. 

* Inception of FPA International Value Fund is December 1, 2011.

Past performance is no guarantee of future results and 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. The Fund’s expense ratio as of its 
most recent prospectus is 1.25%. A redemption fee of 2% will be imposed on redemptions within 
90 days. Current month-end performance data may be obtained at www.fpafunds.com or by 
calling toll-free, 1-800-982-4372. 

Please see important disclosures at the end of the commentary. 

FPA International Value Fund
Fourth Quarter 2016 Commentary

http://www.fpafunds.com/
http://www.fpafunds.com/


Dear Fellow Shareholders, 

On December 1, 2016, the FPA International Value Fund reached a five-year milestone. In the past, we 

have shied away from commenting on performance, as we believe short-term returns, in particular relative 

to an index, are of little relevance to long-term value investors. While we have yet to experience a full 

market cycle1, we recognize that five years is enough time to warrant providing some perspectives on 

portfolio developments, which we have done in the attached separate commentary.  

Quarterly and annual performance 

During the fourth quarter of 2016, the Fund returned 1.38% (in U.S. currency), versus a negative 1.25% 
for the MSCI All Country World Index (ex-U.S.) (Net) (the “Index”). For the full year, the Fund returned 
9.05%, compared to 4.50% return for the Index. Most importantly, since inception, the Fund has 
appreciated by an annualized rate of 6.42%, net of fees and expenses, versus 4.50% for the Index. As of 
December 31, 2016, the Fund’s expense ratio was 1.28% and has been higher at times in the past five 
years. 

The Fund’s cash exposure averaged just under 32% during the quarter. For the full year, it averaged 
24%. Since inception, it has averaged 32%, and fluctuated from around 10% to more than 40%, 
depending on the availability of suitable investment opportunities. 

Key Contributors 

For further details on the Fund’s performance this year, we provided the following contribution analysis: 

    Q4 2016 Winners2 
Performance 
Contribution 

Q4 2016 Losers2 
Performance 
Contribution 

Fenner plc 0.71% Totvs -0.60%

Signet Jewelers 0.55% KSB AG vorzug -0.47%

Undisclosed3 0.51% Spotless -0.32%

YTD 2016 Winners2 
Performance 
Contribution 

YTD 2016 Losers2 
Performance 
Contribution 

Fenner plc 2.34% Countrywide -1.80%

ALS Limited 1.49% LSL Property Services plc -1.60%

Konecranes 1.15% G4S plc -0.78%

In 2016, the Fund benefitted from a recovery in many of the cyclical industrial and consumer discretionary 
names that we bought starting in the later part of 2014. These included businesses with underlying 
exposure to mining and Oil & Gas, companies located in places like Australia where these sectors have a 
material impact on economic activity, and luxury good franchises. At the time of our purchases, their 

1 We consider that a full market cycle includes a true market downturn, which we do not think we’ve experienced in the last five 
years. We provided further comments on this later in the five-year review. 
2 Reflects the top contributors and top detractors to the Fund’s performance based on contribution to return for the quarter. 
Contribution is presented as the gross of investment management fees, transactions costs, and Fund operating expenses, which if 
included, would reduce the returns presented.  
3 The Fund does not disclose all holdings in the portfolio. 

FPA International Value Fund
Fourth Quarter 2016 Commentary

1



share prices were under pressure due to the slowing Chinese economy and its impact on emerging 
markets growth and commodity demand. After weathering that storm, eight of the top ten contributors to 
returns for 2016 were companies that belong to this group. Together these eight stocks accounted for 
close to 90% of our holdings’ performance for the year.  

Among the Fund’s main detractors were traditional UK real estate agents that suffered from a downturn in 
activity post Brexit, Countrywide and LSL. We wrote in details about these businesses and our decision to 
sell out of Countrywide in our third quarter commentary. Together these two stocks accounted for close to 
60% of the negative contribution to our holdings’ performance for the year. G4S accounted for another ca. 
15%. We explained in our second quarter commentary the circumstances that led to our decision to sell. 
As we thought at the time, our thesis has since played out, and the stock has strongly recovered. 
However, as we mentioned back in June, we do not want to take on the type of investment risk that was 
needed to capture this potential return. 

Worst performer 

Our worst-performing holding this quarter was Totvs, which was down 20.18% (in U.S. currency).4 Based 
in Brazil, Totvs is the country’s leading provider of enterprise software solutions. It typically targets small- 
and medium-size businesses.  

The Fund first invested in Totvs over a year ago at a time of rapidly deteriorating political and economic 
conditions in Brazil, along with weakness in the national currency. The group had also announced the 
acquisition of Bematech, which was expected to be challenging to integrate. At the end of last year, the 
designated successor to CEO and founder Laércio Cosentino resigned for health reasons, but soon after 
resurfaced at IBM. Lastly, the business model has been transitioning from license sales to subscriptions, 
similar to what has happened at peers like SAP. Combined with an almost unprecedented economic 
downturn and social pressure to increase wages, the shift has put significant downward pressure on 
short-term results, which in turn has fueled rumors of losses in market share and possibly deeper 
problems at the company. 

While this confluence of challenges created a perfect storm for Totvs, the company is in the early stages 
of a four-year business transition that started in 2015, and things appear to have developed positively on 
that front in the past few months. A new organization has been rolled-out to better support clients, and 
long-term employees have been promoted to key roles. The integration of Bematech has progressed well 
on the products and distribution sides. Subscriptions have enjoyed robust momentum despite the 
depressed economy, and we have seen no conclusive evidence that the group’s market position has 
deteriorated. We expect things will continue to be challenging in the next three to six months. Longer term 
however, the new model should prove Net Present Value5 accretive and therefore beneficial to the 
company.    

Overall, we think Totvs remains a high-quality business, with a well-established dominant position in a 
market that is both difficult to penetrate and constantly changing. Its solutions are high value-added and a 
must-have for users. Looking beyond the transition, the company will again enjoy high margins, repeat 
business, and positive long-term growth prospects. In the past, Totvs had consistently generated double-
digit growth and margins above 20%. Despite the sharp downturn, the business still generates returns 
well north of 30% and high free cash flows. The balance sheet is net cash positive. Lastly, the CEO has 
an exceptional track record in the industry, and he remains a large shareholder in the company.  

Despite all this, Totvs’ stock currently trades at less than 8x post-transition profits and a high single-digit 
free cash flow yield. We think this reflects the market’s inability to take a multi-year view, thus creating an 
opportunity for us to buy the stock at attractive prices. We have been careful in our approach in light of 
recent results, and continued to conduct due diligence on the transition, but ultimately, we think the 

                                                           
4 Worst performer based on the percentage of Totvs’ share price change from 9/30/16 to 12/31/16 in U.S. currency. This share price 
change does not equate with the performance of the holding in the Fund’s portfolio. As of 12/31/16, Totvs represented 2.43% of the 
Fund’s total assets. 

5 Net present value is the difference between the present value of cash inflows and the present value of cash outflows. 
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shares trade at very depressed valuations. We remain shareholders of the company, and will continue to 
manage our position in line with the stock’s discount to intrinsic value relative to the rest of the portfolio. 

Best performer 

Our best-performing holding this quarter was Signet, which was up 26.87% (in U.S. currency).6 The 
company, which is domiciled in Bermuda, is the largest operator of chain jewelry stores in the U.S. with 
popular banners like Kay, Jared, and Zales. The group also has operations in the UK and Canada.  

The Fund first invested in Signet in the second quarter. At the time, the shares were down almost 50% 
from their 4Q15 highs, and the stock was trading at just over 8x profits two years out. Market sentiment 
toward Signet had deteriorated because of a more challenging retail environment, particularly in energy-
driven markets; a lack of clarity on efficiencies gained from the Zales acquisition; and a series of attacks 
from zealous short-sellers. There also were chatter (often from similar sources) ranging from reasonable, 
with relevant if misguided questions over Signet’s consumer lending book; to improbable, with allegations 
of widespread diamond swapping; to absurd, with reports of a gender discrimination class action that 
wasn’t.   

All this noise gave us a compelling opportunity to invest in a business we have known for a long time, and 
that we think has robust fundamentals, and a management that, while somewhat colorful, has 
demonstrated strong operational skills. Signet has established a dominant position in a market that 
remains fragmented despite continued consolidation. As a result, the group benefits from significant scale 
advantages – from famous designer partnerships and national TV advertising, to favorable purchasing 
and leasing terms. The business was made even stronger with the 2014 acquisition of Zales, the group’s 
only competitor of importance. Zales presented opportunities for operational improvements, and further 
economies of scale.  

While we expect market conditions to remain challenging in the short term, longer term we believe growth 
prospects are favorable for Signet. Given the environment, margins and returns are acceptable for this 
type of business, although we think they still have room to improve, and that more synergies could be 
extracted from the continued turnaround and integration of Zales. Free cash flow generation has been 
strong, and the balance sheet is reasonably levered. Despite the rise in the share price – and a value-
dilutive convertible preferred deal with investment firm Green Equity Investors – we remain interested in 
being invested in the company. This is subject to an appropriate margin of safety, and a portfolio 
weighting that reflects the discount to intrinsic value of the stock relative to other portfolio holdings. 

Portfolio Activity 

We made five new purchases in the period, including Keywords Studios, Purplebricks, and Ryanair. 

Based in Ireland, Keywords is a world-leading provider of external development services, primarily so-
called localization services, for the video game industry. Purplebricks is the leading hybrid online real 
estate agent in the UK, with early-stage operations in Australia. Ryanair, which is another Irish company, 
is a leading European low-cost airline.  

We also disclosed one investment we made following the Brexit7 vote: Northgate. Based in the UK, 
Northgate is the country’s largest van and commercial vehicle hire company. The group also has similar 
operations in Spain.  

Lastly, we completely sold our positions in two names during the quarter: Metso, and Taiwan 
Semiconductor Manufacturing Company (TSMC).  

                                                           
6 Best performer based on the percentage of Signet’s share price change from 9/30/16 to 12/31/16 in U.S. currency. This share price 
change does not necessarily equate with the performance of the holding in the Fund’s portfolio. As of 12/31/16, Signet represented 
1.16% of the Fund’s total assets. 
7 Brexit refers to the June 23, 2016, referendum whereby British citizens voted to exit the European Union. 

3



Based in Finland, Metso is a world-leading manufacturer of heavy equipment, typically for the mining 
industry. The group also provides related engineering and maintenance services. Based in Taiwan, 
TSMC is one of the world’s largest semiconductor manufacturers. It works with leading semiconductor 
design houses like Qualcomm, NVidia, and Broadcom.  

While both companies remain high-quality, well-run businesses we would be happy to own at the 
appropriate price, their stocks had reached our assessment of intrinsic value. 

Holdings of Interest 

Net of the above transactions, the portfolio remained relatively concentrated at the end of the period. We 
held 33 disclosed investments whose weighted average discount to intrinsic value8 was about 30% at 
Dec. 31, 2016, which is down again from the end of the previous quarter. We remain generally focused 
on our best ideas, with the Fund’s top 10 holdings accounting for about 31% of assets, and the top five 
accounting for around 17%. These top holdings still include Fenner, KSB, and Page Group. 

Based in the UK, Fenner is the world’s leading player in the concentrated market for conveyor belts. 
While structurally sound, this business is exposed to mining, and has suffered from dramatic organic 
decline in the past few years. In addition, Fenner is involved in a number of small businesses that 
together make up their AEP segment, which now accounts for more than two-thirds of the group’s profits. 
Almost 25% of AEP stems from a high-growth, high-return medical business that would command high 
valuations on a standalone basis. One-third of AEP9 is exposed to Oil & Gas, and therefore some of these 
businesses have experienced material headwinds. Overall, Fenner’s profits are now 65% below peak. Yet 
Fenner still delivers low- to mid-teen returns, along with a cash conversion rate in excess of 100%, in 
large part because management has been focused on extracting efficiencies, and the business requires 
little incremental capital at this stage. This also helps keep net debt to EBITDA10 below 2x despite the 
sharp fall in profits and negative currency effects. Fenner’s management has a long personal history with 
the group, and is deeply committed to its long-term success. However, at the end of last year, Fenner’s 
stock was still down more than 50% from its five-year peak, despite being up almost 50% for the year (in 
U.S. currency). It traded at below 9x 2019 profits and high single-digit free cash flow yields. It also offered 
the optionality of a recovery, and some portfolio value realization opportunities. 

Based in Germany, KSB is a world-leading producer of pumps and valves. The group also provides 
engineering and maintenance services to its customers. While there are several good players in the 
industry, the market encompasses a broad array of diverse applications. Some of the market niches in 
which KSB competes offer compelling characteristics. In particular, the group has demonstrated solid 
expertise and established favorable positions in segments like water and energy & power, especially 
nuclear. The energy market has been under pressure for a number of years, particularly in Europe, where 
KSB does the majority of its business. Environmental concerns have also caused a pull-back in nuclear 
investments, noticeably in Germany, KSB’s home market. While sales have been weak and profitability 
has come under pressure as a result, the group still delivers upper mid-single digit underlying margins. 
This is enough for KSB to generate returns that are close to its normalized cost of capital. Most 
importantly, the group is going through a significant restructuring. This includes moving some production 
to China, where we believe there are attractive opportunities for KSB’s nuclear business. Beyond the 
likely come back of nuclear, a potential recovery in European power, as well as in other end-markets such 
as Oil & Gas and mining, KSB could capitalize on several new business opportunities in other segments 
such as water and waste. Despite weak operating performance, cash generation has remained strong 
and the balance sheet is net cash positive. However, at the end of last year, KSB’s stock was still down 
about 40% from its five-year peak (in U.S. currency). It traded at less than 6x last year’s profits, mid-single 
digit free cash flow yields, and below book value. It also offered the optionality of a recovery, and some 
compelling business opportunities. 

Based in the UK, Page Group is a world-leading provider of recruitment services including both 
permanent placement and temporary staffing. Across the industry, recruiters were severely hit by the 

                                                           
8 Intrinsic value refers to the value of a company, stock, currency or product determined through fundamental analysis without 
reference to its market value.fe 
9 Advanced Engineered Products 
10 EBITDA is Earnings before Interest Tax Depreciation and Amortization. 
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financial crisis. At the time, Page was focused on its domestic market. It was biased to the finance sector, 
and lacked exposure to the counter-cyclical temporary staffing business in key geographies. It was 
severely affected by the downturn as a result. While the group has diversified into more countries and 
business segments since then, it retains the image of a UK financial stock, which makes it sensitive to 
events like Brexit. However, Page is a best-in-class recruiter with a strong culture of performance, and we 
think the business benefits from positive long-term underlying drivers, even though it is cyclical in the 
short term. While margins still offer room for improvement, the business requires little working capital or 
tangible assets. Returns and cash flow generation have been strong as a result. Management has 
returned excess cash to shareholders through dividends and share buybacks, while the balance sheet 
has remained net cash positive. However, at the end of the year, Page’s stock was still down almost 40% 
from its five-year peak (in U.S. currency). It traded at less than 7x profits two years out, and high single-
digit free cash flow yields. It also has room for further improvement, and can take advantage of 
compelling business opportunities, notably in the U.S.   

We chose to highlight these names not only because they were some of our top holdings at the end of the 
year, but also because we believe they offer helpful incremental insight into how we think as investors. 

Portfolio profile  

Looking at the portfolio from a top-down perspective, things remained relatively unchanged at the end of 
the period. The Fund’s median capitalization size was around $2.5 billion and its weighted average was 
close to $13 billion at year end. As these statistics indicate, we continue to find more compelling 
opportunities among smaller, overlooked companies. However, we remain generally indifferent to size, as 
we do not consider it to be a very relevant criterion from an investment perspective. Similarly, we are 
indifferent to which sector a company operates in, or where it happens to be domiciled. 

With that in mind, we can report that the main geographic characteristics of the portfolio were also 
generally similar to what they were at the end of the third quarter. Roughly half of the Fund’s assets 
remain invested in companies domiciled in Europe. More specifically, more than half of the European 
exposure is now related to the UK. We still have no exposure to Japan, and only a small portion of assets 
in emerging markets. 

From a sector standpoint, the portfolio remained heavily geared toward Industrials, though that’s mostly a 
reflection of our energy and mining holdings. We still have no investments in banks. In hindsight, when 
we described banking stocks as a Pascalian wager at the end of the second quarter, it was indeed a 
perfect time to buy them given the rally that followed the U.S. presidential election. However, as we’ve 
highlighted in the past, these companies seldom meet our selection criteria. They often can’t be 
adequately researched and appraised. They also typically have weak fundamentals, low returns on 
equity, and are highly financially levered, yet cyclical. As such, they might be successfully traded, but we 
find them ill-suited to our long-term fundamental investment style. 

As we have consistently highlighted in past commentaries, the Fund is often geared toward businesses 
that are cash generative and not very capital intensive. Those primarily include service-type businesses 
and consumer goods companies, which accounted for the portfolio’s second-largest exposure at the end 
of the year. We also continue to have meaningful investments in enterprise resource planning software 
providers, including Oracle, Totvs, and SAP, which account for our sizeable exposure to Information 

Technology. 

Beyond that, we would only note that our small remaining exposure to Healthcare, according to GICS,11 is 
Ansell. We believe this classification is questionable, because Ansell is more of an industrial and 
consumer goods business. Similarly, our exposure to Energy includes our positions in Fugro and 
Shawcor, which are effectively providers of industrial solutions. However, as we have pointed out before, 
several of our holdings have exposure to energy and the commodities market, even though they are not 
classified as such under GICS.  

                                                           
11 Global Industry Classification Standard. 
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Prospect 

To conclude, we would highlight (as we did in the attached five-year review commentary) that the 
environment is once again becoming challenging, particularly since the U.S. presidential election. At this 
stage, it appears market valuations are broadly factoring in all the possible benefits of a new 
administration, while overlooking all the risks. We believe valuations look all the more excessive that four 
(or eight) years ultimately have little impact on the value of a perpetual stream of cash flows, which is why 
we prefer to focus on long term fundamental business prospects, rather than on short term macro-political 
developments.  

Of course, we continue to stay true to our discipline, which dictates that we sell positions as their 
discounts to intrinsic value unwind, and that we invest only in companies whose stocks trade at a 
discount to intrinsic value of more than 30%. The Fund’s cash level has continued to increase as a result. 
As we have warned before, this could cause the Fund to underperform in the short term. Longer term, we 
believe the Fund is better positioned to weather a possible sharp reversal in market trends, and to take 
advantage of the potentially unique bargains that such a reversal might bring. Surprisingly, we haven’t 
seen a true market downturn in the five years since the Fund’s inception. In fact, there hasn’t been one in 
the past eight years. Since February 27, 2009, the Index is up 107%, and has returned an annualized 
10% (in U.S. currency12). We believe the unusual length of this last up-cycle only makes it more likely that 
a correction will happen in the foreseeable future. The role that monetary policies have played in this 
cycle also increases the chances of a broad-based correction. At this point, we would invite investors to 
be mindful of the dangers of a bull market’s capitulation phase.  

We thank you, as always, for your confidence, and we look forward to continuing to serve your interests 
as shareholders of the FPA International Value Fund. 

 

Respectfully submitted,  

 

The International Value Team 

 

Pierre O. Py 
Portfolio Manager 
 
 
Jason Dempsey    
Analyst    
 
 
John Madden   
Analyst    

December 31, 2016 

 

 

 

                                                           
12 We note that these returns are effectively similar when expressed in Euro. 
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Dear Fellow Shareholders, 

As the Fund recently reached its five-year milestone, we thought it was appropriate to look back at what 

has transpired in terms of performance as well as portfolio developments since the inception of the Fund 

on December 1, 2011. While not a full market cycle,1 we believe five years is a reasonable length of time 

to provide some relevant perspective. We should point out that some of the comments below were 

provided by our product specialist team. We take advantage of this opportunity to thank them for their 

continued support.  

To reiterate the fourth quarter update, the Fund has appreciated by an annualized rate of 6.42%, net of 

fees and expenses, versus 4.50% for the MSCI All Country World Index (ex-U.S.) (Net) (the “Index”) since 

inception. As of December 31, 2016, the Fund’s expense ratio was 1.28% and has been higher at times 

in the past five years. Since inception, cash exposure has averaged 32%, and has fluctuated from around 

10% to more than 40%, depending on the availability of suitable investment opportunities. 

Long-term performance perspectives 

To begin, we believe it is reasonable to conclude that the Fund has achieved its two objectives. The first 
was to “deliver above-average capital appreciation,” with about 200bps, or more than 40% of excess 
performance relative to the Index. We use the Index as an average because it is the closest proxy to our 
all-cap international universe. We set out to deliver that first objective “over the long-term.” While the last 
five years have not been a full market cycle, we agree that it starts to be a reasonable amount of time to 
judge performance. Candidly, we are surprised that the Fund has delivered such positive alpha despite 
the relatively high cash holdings, and the absence of a true market downturn,2 which we thought would 
have happened over five years. 

The second objective was to “minimize the risk of permanent impairment of capital3.” Unfortunately, there 
are no good statistics to demonstrate that. Even so, we believe investment risk was reduced by 
consistently buying with a margin of safety of over 30%, and limiting ourselves to “investable” countries.4  
We would also highlight the average cash exposure of more than 30%. This means the portfolio would 
have in our view likely fared well in a downturn. More importantly, it means the Fund was uniquely 
positioned to take full advantage of a depressed market. Lastly, past portfolio metrics consistently 
highlighted our holdings had less leverage and higher returns as compared to the Index.5 That is because 
we seek to only invest in high-quality, well-run, financially robust companies.  

Stock selection has been strong, despite having higher portfolio turnover than originally anticipated. While 
we stressed that holding periods are dictated by the time it takes for the discount to unwind, we typically 
expect to be invested for five years, which would theoretically translate into a portfolio turnover of 20%. In 
practice, it’s been north of 40% on average since inception, which amplifies the risk of mistakes and 
increases the tax hit on returns.   

In the past five years, we made more than 70 investments for the Fund, of which only three stand out as 
disappointments.6Taking them in order of importance, the first one was Prada, which resulted from the 

                                                           
1 We consider that a full market cycle includes a true market downturn, which we do not think we’ve experienced in the last five years. 
2 We explain later in the commentary why we take the view that there has not been a true market downturn in the last five years. 
3 Per the Fund’s policy statement. The Fund’s policy statement is available online at www.fpafunds.com. 
4 Buying with a “margin of safety” is when a security is purchased at a discount to the portfolio manager’s estimate of its intrinsic 
value. Buying a security with a margin of safety is designed to 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. 
5 This applies to Return on Equity, and even more so to Return on Capital Employed given the lower leverage.  
6 We included names for which either the intrinsic value or the market value of the investment declined by over 30% (margin of safety). 
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fact that management in our view inexplicably refused to manage cost inflation despite weaker demand 
for luxury fashion products. The second was Aggreko,7 where a new CEO broke with the company’s 
long-standing focus on returns in the face of a slowdown in emerging markets. The third was Fugro. 
While management performed in line with expectations, the sharp fall in oil prices severely impacted the 
business. Given the recent developments in commodity markets, though, any capital destruction may 
ultimately prove to have been temporary in this case. For reference, we addressed these mistakes and 
highlighted some of the lessons we learned in past commentaries. 

The three aforementioned disappointments accounted for more than 70% of the negative contribution to 
the Fund’s performance in the past five years. This calculation is adjusted for currency effects on high-
performing holdings like Adidas in Germany or Hypermarcas in Brazil; includes KSB, which has yet to 
play-out (although value hasn’t been impaired); and naturally excludes recent additions to the portfolio. 
Excluding KSB, the percentage would be roughly 80%. The quality of our selection process is also 
reflected in the annualized 12% return from the invested portion of the portfolio since inception, more than 
twice that of the Index. More broadly speaking, we think our research-driven, bottom-up approach also 
led us to be on the right side of some bigger issues, including the eurozone crisis, banks (particularly in 
Europe), emerging markets, cyclicals, and Brexit.8   

Considering our small team, the strong stock selection speaks to the strength of our institutional 
knowledge of businesses and management teams around the world; the effectiveness of our research 
funnel that starts with reverse roadshows overseas; and the quality of our due diligence, analytical, and 
valuation process. 

The portfolio also delivered positive characteristics that we had not anticipated. While we often 
highlighted the possibility of short-term volatility, for the past five years, the Fund has in fact been about 
20% less volatile than the Index, with a standard deviation of 11% versus more than 13%, respectively. In 
addition, the up-capture ratio has been 83%, compared to a down-capture ratio of about 70%. Lastly, the 
maximum drawdown9 in the five-year period has effectively been in line with that of the Index. Yet this 
period corresponds to the time when we leaned into a downturn in cyclicals, particularly commodity-
related businesses. It also coincided with the strengthening of the U.S. dollar.  

As we noted earlier the Fund has not experienced a full market cycle. While the Index came down by 
about 25% from mid-2014 to early-2016, we view this drawdown as a function of 1) a commodity bust, 
and 2) the rise in the U.S. dollar. To the first point, we recognize that downturns can be driven by the 
demise of a specific type of business, but we believe a broader-based correction (across sectors and 
geographies) would be a more relevant test for the Fund. This is particularly applicable to this cycle, given 
that extremely low rates and aggressive monetary policies by central banks have strongly contributed to 
the market rally in the past few years. To the second point, the aforementioned drawdown was only about 
9% in euros. If we shorten the period to start on May 10, 2015, we observe a more significant correction 
in excess of 25%. However, we do not see this as a true market downturn given that more than half the 
decline was in fact reversing a sudden 30% jump in the first quarter of 2015. The “cone chart” (table 1) 
below more clearly illustrates what we mean. To assess the Fund’s performance over a full cycle, we 
would prefer to have gone through a true market downturn, meaning a broad-based correction – and 
without meaningful currency contribution.  

Sources of frustration 

While positive, the Fund’s historical performance has been frustrating in two ways. First, while we started 
with a foreign large-cap value portfolio given the opportunity of the eurozone crisis in early 2012, and 
delivered a meaningful portion of the annualized excess performance by investing in sizeable global 
businesses, Morningstar has now categorized the Fund as foreign small-cap blend. This classification 
may correspond to where we still find opportunities in the current market environment, but it makes little 
sense given our all-cap, go-anywhere value approach. It could also prove confusing in our view to 

                                                           
7 Unlike with Prada, we do not believe Aggreko has experienced permanent capital destruction, even though we impaired its value by 
more than 20%. We define permanent capital destruction as a reduction of intrinsic value in excess of the margin of safety at purchase. 
8 Brexit refers to the June 23, 2016, referendum whereby British citizens voted to exit the European Union. 
9 From the “peak date” of July 4, 2014 to the “valley date” of Feb. 12, 2016 (as per Morningstar terminology). 

8



prospective clients who might invest with us based on the current category, only to realize after a while 
that the Fund migrated to another one.10 

To provide some perspective, we would note that Morningstar’s foreign large-cap blend and foreign large-
cap value categories have both returned an annualized 5% in the period from Dec. 1, 2011 to Dec. 31, 
2016. By contrast, the foreign small-/mid-cap blend has returned almost 8%, and outperformed almost11 
every non-U.S. category. It means that while our approach has been absolute value (with the resulting 
cash component), downside-focused, and go-anywhere, we’re being measured against a fully-invested, 
higher-risk, growth-oriented investment style. We think this is not a very relevant way to analyze how we 
invest. 

Table 1: Index 5-year performance chart (in euro): 

 

Source: Bloomberg Data. 

Second, in certain circumstances we found that some of our clients didn’t take advantage of the 
transparency we provided. In addition to publishing quarterly commentaries, and letting cash fluctuate 
with the opportunity set, we’ve discussed the weighted average discount of our holdings in prior 
commentaries. Yet we saw many clients exit at the end of 2015 when we said the portfolio was trading at 
its largest estimated discount to intrinsic value, which in our view presented an investment opportunity. 
On the flip side, many purchased the Fund when cash was over 40%, 50% of assets were invested in 10 
names, and the discount was at a trough, a less opportune time to invest.  

Presumably, one way to avoid these frustrations would be to manage for that and have a restricted 
portfolio with a low tracking error. Unfortunately, that would not be consistent with our investment 
approach. We focus on delivering performance, and for that we take a benchmark-agnostic approach. We 
invest across market caps, sectors, and geographies – and only when presented with a significant margin 

                                                           
10 We would add that it would take years to come to this realization by only looking at the Morningstar category. 
11 The foreign small/mid growth category is marginally ahead of small/mid blend over the period. 
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of safety. Our willingness to go where others do not is ultimately an important contributor to alpha 
generation, as illustrated by the Fund’s consistently high active share, with an R-squared of 77%.12  

Anyone investing in the Fund should think of it as hiring a service, rather than buying an asset class or 
some other piece of a broader allocation strategy. In fact, we’d argue that a passive or quantitative 
product might be better suited for such needs. Our motto is and always has been to do what is right from 
an investment standpoint, rather than abide by some arbitrary set of guidelines. That means the profile of 
the portfolio may change over time, sometimes dramatically. Because of this, we do not think it is very 
helpful to compare the Fund to other mutual funds, or some backward-looking, quantitatively assigned 
category. 

Historical portfolio developments 

As we look back at the past five years, we can’t help but be intrigued by what our bottom-up discipline 
has meant in terms of portfolio developments. We launched the Fund in late 2011, and were almost 
immediately presented with a compelling investment opportunity. Macro-political fears over the future of 
the eurozone meant that most companies based anywhere in Europe were seen as toxic, including large-
cap businesses that by definition are bigger and generate a significant portion of their cash flows outside 
of Europe. We were able to buy businesses that were high on the quality curve with little expectations of 
positive profit growth. The opportunity was effectively multiple arbitrage and thus carried limited risk. 
Forecasting risks were reduced, and the weighted average multiple of the portfolio was high due to the 
high quality of our holdings.13 Subsequently, our investments returned 37% in 2012, and 31% in 2013 
(both in U.S. currency).  

As share prices converged towards estimated intrinsic values, we sold out of those earlier investments, 
causing both cash exposure and concentration to increase. In fact, we asked shareholders to approve 
changing the Fund from a diversified investment company to a non-diversified investment company in 
2013, so we could concentrate further on the few bargains we were still able to find in the market. By 
early 2014, we had more than 40% of our assets in cash, and almost 50% in only 10 stocks, which is as 
much portfolio concentration as we were willing to tolerate. 

At that time, we were presented with another set of bargains due to the slowdown in growth in China; 
subsequent weakness in commodity markets (plus the other odd sectors like luxury goods); and difficult 
times for related regions, like Australia, and Brazil to a much greater degree. As a result, we made 
several investments in cyclicals, emerging markets, and related businesses. In this instance, the 
opportunity came from taking a long term, through-cycle view, with higher forecasting risks, and a portfolio 
with a lower weighted average multiple, because new holdings were generally lower on the quality curve.  

In hindsight, we stepped in too early, as is common in value investing. As a function of our small size, 
concentrated approach, and the shortage of opportunities (everything else continued to rally), we also re-
deployed a large portion of our assets into these deeper-value names. This had a material negative 
impact on the Fund’s performance in the subsequent months (corresponding to the maximum drawdown 
mentioned above), but the same names became large contributors to the Fund’s stronger returns in 2016. 

Last summer, Brexit offered us a short-lived opportunity to buy a handful of UK stocks at compelling 
prices, but since then we have seen continued increases in prices across the board. This has restricted 
our opportunities, leaving us mainly with companies that are too small for the bigger funds now gathering 
the lion’s share of asset flows. Such companies often operate businesses that have attractive business 
development opportunities in the long term, well beyond the capital markets’ typical two-year view. In this 
latest portfolio development, the investment opportunity comes from proprietary research and 
fundamental thinking, as well as superior management execution, with once again generally higher 
multiples.  

                                                           
12 R-squared is the statistical measure that represents the percentage of a fund or security's movements that can be explained by 
movements in a benchmark index. 
13 As a reminder, we typically value businesses on a multiple of normalized profits of 8x to 15x, from “sustainable” to “best-in-class”, 
depending on the underlying fundamentals of the business, the quality of management, and the strength of the balance sheet. 
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It would be hard to fit all these portfolio developments into one style box. Ultimately though, there are key 
common denominators. We always sought to invest in quality businesses that we believed could deliver 
through-the-cycle returns in excess of normalized cost of capital; that were well managed, both 
operationally and financially; and that had conservatively managed balance sheets. And we only invested 
when their stocks were trading at depressed valuations. Whether the discount came from quality (i.e. 
multiple) arbitrage, normalization of earning power, or long-term business development opportunities was 
of little importance to us. And whether the resulting portfolio metrics showed a lower market cap or a 
higher multiple of next-year’s earnings (which is meaningless in isolation) was completely irrelevant.  

This raises what we think is an important point. Growth, value, and quality styles continue to differentiate 
most approaches across the industry. They typically mean riding stocks with positive earnings 
momentum, looking for the lowest multiples of forward profits, and investing only in the best businesses, 
respectively. Yet none of those things make sense in isolation. We’re not sure any of them require all that 
much insight from fund managers either, to be frank. Instead our approach starts with a couple of simple 
truths: 1) capital appreciation comes from buying assets for less than they’re worth, and 2) the value of a 
business is its perpetual stream of cash flows discounted back to present time. In order to assess this 
value, we need to consider what the fundamentals of the business look like over a multiyear period, and 
try to quantify what that means in financial terms.  

To do that we must be able to research and understand the business. We need to trust management 
actions, and have the support of a robust balance sheet. From there, if we find that we can buy a 
business at less than 70% of its appraised value, we are interested in becoming shareholders. We think it 
gives us the prospect of compelling long-term capital appreciation, while taking on limited, duly 
underwritten risks. Which specific part is being underappreciated by the market is of little importance, and 
it’s likely to vary across individual investments over time, and as we move through the cycle. Our 
discipline makes us “quality” by virtue of our focus on fundamentals, and “value” because we invest at a 
discount, but whether external observers put us in one box or another at various times ultimately has no 
meaning. In fact, we can see how being tied to a particular set of metrics could box a manager into 
making decisions that could limit, if not hurt, capital appreciation over time, and/or expose investors to 
excessive, arbitrary risks.   

A note of caution to investors 

We also think there might be note of caution to be drawn from the above discussion on market cycles and 
the value of an unconstrained approach. While the past few years have been a prolonged upcycle across 
capital markets, we were still provided with several investment opportunities. We were able to take 
advantage of macro-political fears; sector and geography-specific downturns; and occasional one-offs. 
Now nothing seems severe enough to rattle the market. The general mindset seems to be, “this is the 
time to get back into equity because it feels safe,” although that sounds like an oxymoron. We would also 
point out that there’s a long list of looming risks, including: the shift in politics across western 
democracies; the rise of authoritarianism; the Middle East dislocation and the associated refugee crisis; 
the possibility of a European Union break-up; Brexit; heightened currency tensions; capital control in 
China; escalating tensions in the South China Sea; planned interest rates hikes; a likely acceleration in 
inflation, and more. By contrast, expectations of profit growth are high and appear to factor in favorable 
macro developments, and low interest rates have pushed multiples to levels that may no longer reflect 
business fundamentals. 

There has also been material asset consolidation combined with the rise of passive and quantitative 
strategies. As market corrections have faded from memory, portfolio managers and fundamental analysis 
have become obsolete in favor of metrics, size, and liquidity. Several layers of compliance/risk controls 
have been put in place effectively mandating that fund managers buy into overpriced assets. These 
controls also appear to prevent them from leaning into volatility and buying on the way down, while 
potentially forcing them to monetize losses. Such “stop-loss” requirements can also act as multipliers in 
the event of a correction, including for large, high quality names that may be viewed as defensive.  

All this has given us even more confidence in our absolute approach. As we struggle to find opportunities 
that meet all our criteria, we will monetize holdings of stocks that we believe no longer offer a high margin 
of safety, and let the cash build in the absence of suitable replacements. Once again, this is only a 
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residual output of our process, but we would highlight a couple of benefits that come with the flexibility to 
hold cash. First, cash is basically a function of the ability to sell, which means being able to monetize 
gains rather than being forced to give them up in the next correction. While there is an element of short-
term volatility in that risk, it can materialize through “take-unders” by private buyers. On that note, we 
would point to the many new funds that have been raised by private equity firms in the past few months, 
and the amount of dry powder these participants have generally accumulated. Second, it gives us the 
ability to take advantage of unique buying opportunities at times when other public equity market 
participants cannot. We cannot stress enough the importance of the forward excess returns that can be 
generated in such market conditions.  

Besides rising liquidity, we would expect further concentration on the few ideas left that we believe are 
truly compelling from an absolute value perspective. In so doing, we hope to continue delivering on the 
mandate we set out for the strategy of generating above-average long-term capital appreciation while 
attempting to minimize the risk of permanent impairment of capital, and doing so by investing in high 
quality companies.  

Once again, we thank you for your confidence, and we look forward to continuing to serve your interests 
as shareholders of the FPA International Value Fund. 

 

Respectfully submitted,  

 

The International Value Team 

 

Pierre O. Py 
Portfolio Manager 
 
 
Jason Dempsey    
Analyst    
 
 
John Madden   
Analyst    

December 31, 2016 

 

 

 

12



TICKER SHARES SECURITY MKT PRICE ($) MKT VALUE ($)

% OF NET 

ASSET VALUE

AGK LN 325,886 AGGREKO PLC* 11.31 3,686,888.47 1.41%

ALQ AU 711,769 ALS LIMITED* 4.36 3,102,435.18 1.18%

ANN AU 72,246 ANSELL LTD* 17.83 1,288,288.89 0.49%

ATEA NO 149,461 ATEA ASA* 9.21 1,375,989.33 0.52%

AVON LN 393,338 AVON RUBBER PLC* 12.83 5,046,244.05 1.92%

BIDU 16,970 BAIDU INC  - ADR* 164.41 2,790,037.70 1.06%

BVIC LN 1,214,146 BRITVIC PLC* 6.99 8,484,096.28 3.23%

BRBY LN 168,310 BURBERRY GROUP PLC* 18.45 3,105,155.37 1.18%

DGE LN 51,059 DIAGEO PLC* 26.00 1,327,719.63 0.51%

FENR LN 2,668,968 FENNER PLC* 2.91 7,754,372.94 2.96%

FUR NA 391,798 FUGRO NV* 15.31 5,998,740.94 2.29%

HWDN LN 600,221 HOWDEN JOINERY GROUP PLC* 4.73 2,839,015.56 1.08%

BOSS GY 61,770 HUGO BOSS AG* 61.19 3,779,741.43 1.44%

KWS LN 1,218,500 KEYWORD STUDIOS PLC* 6.48 7,891,323.91 3.01%

KCR1V FH 84,097 KONECRANES OYJ* 35.56 2,990,365.79 1.14%

KSB3 GR 27,470 KSB AG VORZUG* 373.69 10,265,288.96 3.91%

LSL LN 2,663,254 LSL PROPERTY SERVICES PLC* 2.84 7,565,456.41 2.88%

MGGT LN 626,560 MEGGITT PLC* 5.65 3,541,182.68 1.35%

NTG LN 485,937 NORTHGATE PLC* 6.08 2,952,422.48 1.13%

ORCL 152,620 ORACLE CORP 38.45 5,868,239.00 2.24%

OTHER 10,876,616.14 4.14%

PAGE LN 1,929,640 PAGEGROUP PLC* 4.81 9,286,433.37 3.54%

1913 HK 1,175,002 PRADA SPA* 3.39 3,985,112.21 1.52%

PUB FP 56,940 PUBLICIS GROUPE* 69.00 3,928,930.31 1.50%

PURP LN 4,282,719 PURPLEBRICKS GROUP PLC* 1.74 7,442,011.02 2.84%

RYA ID 484,670 RYANAIR HOLDINGS PLC* 15.27 7,400,278.06 2.82%

SFL IM 518,949 SAFILO GROUP SPA* 8.38 4,348,324.17 1.66%

SAP GR 53,434 SAP SE* 87.17 4,657,840.76 1.78%

SCL CN 108,640 SHAWCOR LTD* 26.69 2,899,979.59 1.11%

SIG 32,240 SIGNET JEWELERS LIMITED* 94.26 3,038,942.40 1.16%

SPO AU 9,945,621 SPOTLESS GROUP HOLDINGS LTD* 0.71 7,105,486.34 2.71%

SUN SW 38,389 SULZER AG* 103.11 3,958,406.17 1.51%

TOTS3 BZ 862,590 TOTVS SA* 7.39 6,371,298.00 2.43%

FAN LN 3,587,051 VOLUTION GROUP PLC* 1.99 7,128,347.96 2.72%

TOTAL EQUITIES: $ 174,081,011.50 66.37%

TOTAL DERIVATIVES/FUTURES 3,572,213.35 1.36%

5,000,000 US TREASURY BILLS 03/23/17 99.89 $ 4,994,499.00 1.91%

25,000,000 US TREASURY BILLS 03/30/17 99.88 24,970,437.50 9.52%

TOTAL US GOVT AND AGENCIES: $ 29,964,936.50 11.43%

FPA International Value Fund, Inc.
Portfolio Holdings

12/31/16
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TICKER SHARES SECURITY MKT PRICE ($) MKT VALUE ($)

% OF NET 

ASSET VALUE

FPA International Value Fund, Inc.
Portfolio Holdings

12/31/16

CASH & EQUIVALENTS (NET OF LIABILITIES): 54,655,639.50             20.84%

TOTAL CASH & EQUIVALENTS (NET OF LIABILITIES): $ 84,620,576.00             32.27%

TOTAL NET ASSETS: 262,273,800.85$         100.00%

NO. OF EQUITY POSTIONS: 33

* Indicates Foreign Security

Portfolio Holding Submission Disclosure

The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 53212.

You should consider the Fund’s investment objectives, risks, and charges and expenses carefully before you invest. The Prospectus 

details the Fund's objective and policies, sales charges, and other matters of interest to the prospective investor. Please read this 

Prospectus carefully before investing. The Prospectus may be obtained by visiting the website at www.fpafunds.com, by email at 

crm@fpafunds.com, toll-free by calling 1-800-982-4372 or by contacting the Fund in writing. 

Investments in mutual funds carry risks and investors may lose principal value.  Stock markets are volatile and can decline significantly in response to adverse issuer, 

political, regulatory, market, or economic developments. The Fund may purchase foreign securities, including American Depository Receipts (ADRs) and other depository 

receipts, which are subject to interest rate, currency exchange rate, economic and political risks.  Foreign investments, especially those of companies in emerging markets, 

can be riskier, less liquid, harder to value, and more volatile than investments in the United States. Adverse political and economic developments or changes in the value 

of foreign currency can make it more difficult for the Fund to value the securities. Differences in tax and accounting standards, difficulties in obtaining information about 

foreign companies, restrictions on receiving investment proceeds from a foreign country, confiscatory foreign tax laws, and potential difficulties in enforcing contractual 

obligations, can all add to the risk and volatility of foreign investments.  Small and mid cap stocks involve greater risks and they can fluctuate in price more than larger 

company stocks.                                                                                                                                                                                                                                                             

The Fund is non-diversified and may hold fewer securities than a diversified fund because it is permitted to invest a greater percentage of its assets in a smaller number of 

securities. Holding fewer securities increases the risk that the value of the Fund could go down because of the poor performance of a single investment.

Portfolio composition will change due to ongoing management of the fund.  References to individual securities are for informational purposes only and should not be 

construed as recommendations by the Fund, the Portfolio Managers or Distributor.
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Important Disclosures 

The views expressed herein and any forward-looking statements are as of the date of this publication and 
are those of the portfolio management team. Future events or results may vary significantly from those 
expressed and are subject to change at any time in response to changing circumstances and industry 
developments. This information and data has been prepared from sources believed reliable, but the 
accuracy and completeness of the information cannot be guaranteed and is not a complete summary or 
statement of all available data. 

Portfolio composition will change due to ongoing management of the Fund. References to individual 
securities are for informational purposes only and should not be construed as recommendations by the 
Fund, the portfolio manager, or the Distributor. It should not be assumed that future investments will be 
profitable or will equal the performance of the security examples discussed. The portfolio holdings as of 
the most recent quarter-end may be obtained at www.fpafunds.com.  

Investments in mutual funds carry risks and investors may lose principal value.  Stock markets are volatile 
and can decline significantly in response to adverse issuer, political, regulatory, market, or economic 
developments.  The Fund may purchase foreign securities, including American Depository Receipts 
(ADRs) and other depository receipts, which are subject to interest rate, currency exchange rate, 
economic and political risks.  Foreign investments, especially those of companies in emerging markets, 
can be riskier, less liquid, harder to value, and more volatile than investments in the United States.  
Adverse political and economic developments or changes in the value of foreign currency can make it 
more difficult for the Fund to value the securities. Differences in tax and accounting standards, difficulties 
in obtaining information about foreign companies, restrictions on receiving investment proceeds from a 
foreign country, confiscatory foreign tax laws, and potential difficulties in enforcing contractual obligations, 
can all add to the risk and volatility of foreign investments.  

Small and mid-cap stocks involve greater risks and they can fluctuate in price more than larger company 
stocks.  Groups of stocks, such as value and growth, go in and out of favor which may cause certain 
funds to underperform other equity funds.  A non-diversified fund may hold fewer securities than a 
diversified fund because it is permitted to invest a greater percentage of its assets in a smaller number of 
securities.  Holding fewer securities increases the risk that the value of the fund could go down because 
of the poor performance of a single investment.  

Value style investing presents the risk that the holdings or securities may never reach their full market 
value because the market fails to recognize what the portfolio management team considers the true 
business value or because the portfolio management team has misjudged those values. 

Definitions 

Margin of safety - Buying with a “margin of safety” is when a security is purchased at a discount to the 
portfolio manager’s estimate of its intrinsic value. Buying a security with a margin of safety is designed to 
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. 

R-squared - is a statistical measure that represents the percentage of a fund or security's movements 
that can be explained by movements in a benchmark index.

The MSCI ACWI ex-USA Index (Net) is a float-adjusted market capitalization index that is designed to 
measure the combined equity market performance of developed and emerging market countries 
excluding the United States.  

Indices do not reflect any commissions or fees which would be incurred by an investor purchasing the 
underlying securities.  You cannot invest directly in an Index.  

The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W Galena Avenue, Milwaukee, 
WI 53212. 
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