
 

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 a prospective investor. Please read the Prospectus carefully before investing. The 
Prospectus may be obtained by visiting the website at www.fpa.com, by calling toll-free,  
1-800-982-4372, or by contacting the Fund in writing.  
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Inception of FPA International Value Fund (“Fund”) is December 1, 2011. Periods greater than one year 
are annualized. Fund performance is shown net of all fees and expenses. Fund performance is calculated 
on a total return basis which includes reinvestment of all distributions. Fund performance does not reflect 
the deduction of taxes that a shareholder would pay on Fund distributions or the redemption of Fund shares, 
which would lower these returns. Comparison to any index is for illustrative purposes only. The Fund does 
not include outperformance of any index or benchmark in its investment objectives. An investor cannot 
invest directly in an index. 
 
The Fund’s total expense ratio is 1.35% (as of most recent prospectus). The Advisor has contractually 
agreed to reimburse the Fund for Total Annual Fund Operating Expenses in excess of 1.29% of the average 
net assets of the Fund (excluding brokerage fees and commissions, interest, taxes, fees and expenses of 
other funds in which the Fund invests, and extraordinary expenses, including litigation expenses not 
incurred in the Fund’s ordinary course of business) through April 30, 2020. This agreement may only be 
terminated earlier by the Fund's Board of Trustees (the “Board”) or upon termination of the Advisory 
Agreement. 
 
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 net expense ratio as of 
its most recent prospectus is 1.29%. Current month-end performance data, which may be lower or 
higher than the performance quoted, may be obtained at www.fpa.com or by calling toll-free, 1-800-
982-4372. 
 
Please see important disclosures at the end of the commentary. 
 

 

 

 

 

 

 

As of Date: 9/30/2019 Since 12/1/11 5 Years 3 Years 1 Year YTD QTD

FPA International Value Fund 7.52 4.88 9.25 5.84 13.44 0.46

MSCI ACWI ex US (Net) 5.64 2.90 6.33 -1.23 11.56 -1.80
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“Central banks have more or less removed price discovery from the credit markets, meaning risk does not 
have an accurate pricing mechanism in interest rates anymore. And now passive investing has removed 
price discovery from equity markets. The simple theses and models that get people into sectors, factors, 
indexes, or ETFs and mutual funds mimicking those strategies do not require the security-level analysis 
that is needed for true price discovery.”  

Michael Burry, Founder, Scion Capital. 
September 4, 2019 

 “Where equities are quite fully valued, credit is pretty expensive, sovereign bonds are expensive, private 
equity is really, really expensive, maybe the only cheap thing I can go buy is value. With the enormous 
caveat that it’s very important that I have absolutely no clients at all.”  

Inigo Fraser Jenkins, Head of Quantitative Strategy, Sanford C. Bernstein. 
October 14, 2019 

 

Dear Fellow Shareholders, 

In the third quarter of 2019, the FPA International Value Fund (the “Fund”) returned 0.46% (in U.S. 
currency), net of fees and expenses (the Fund’s most recent net expense ratio was 1.29%). This compared 
to a negative 1.80% return over the same period for the MSCI All Country World Index (ex-U.S.) (Net) (the 
“Index”).  

Since the beginning of the year, the Fund has returned 13.44%, net of fees and expenses (the Fund’s most 
recent net expense ratio was 1.29%), versus 11.56% for the Index over the same period.  

Most importantly, since its inception on Dec. 1, 2011, the Fund has returned an average of 7.52% per year 
(in U.S. currency), net of fees and expenses (the Fund’s net expense ratio averaged around 1.28% since 
inception).1 This compares to an annualized return of 5.64% for the Index.2  

Also, we note that cash and equivalent holdings on average accounted for 31% and 27% of the Fund’s total 
assets in the third quarter and since the beginning of the year, respectively. Since the Fund’s inception, 
cash exposure has averaged 31% of assets, while fluctuating from less than 12% to more than 40%, 
depending on the availability of suitable investment opportunities. 

Quarterly performance  

Portfolio holdings (i.e. excluding cash) also outperformed the Index in the quarter and in the first nine 
months of 2019, with returns of approximately 1%, and 20%, respectively (in U.S. currency). Most 
importantly given our long-term focus, the annualized return on the Fund’s investments since inception 
remains in excess of 13% (in U.S. currency), compared to less than 6% for the Index.3  

                                                           
1 Based on the percentage of the Fund’s share price change from Dec. 1, 2011 to Sept. 30, 2019 in U.S. currency.  
2 Based on the percentage of the Index’s share price change from Nov. 30, 2011 to Sept. 30, 2019 in U.S. currency. From Dec. 1, 
2011 to Sept. 30, 2019, the Index has produced an annualized return of 5.51%. 
3 The performance of the long holdings segment of the Fund is presented gross of investment management fees, transactions costs, 
and Fund operating expenses, which if included, would reduce the returns presented. Performance of the long holdings are 
unweighted and exclude cash only. Please refer to the first page for overall net performance of the Fund since inception. The long 
equity performance information shown is for illustrative purposes only and may not reflect the impact of material economic or market 
factors. No representation is being made that any account, product or strategy will or is likely to achieve profits, losses, or results 
similar to those shown. 

Past performance is no guarantee, nor is it indicative, of future results. 
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Performance in the third quarter was negatively impacted by the decline of the Fund’s UK holdings, 
presumably as a function of the political uncertainty related to the recent change in government, the never-
ending drama around the country’s decision to exit the European Union (“Brexit”), and growing fears that 
Jeremy Corbyn could become the next Prime Minister. Mr. Corbyn plans to institute radical socialist policies 
aimed at redistributing wealth and power, including a plan to confiscate 300 billion pounds of shares in 
7,000 domestic companies and hand them over to workers. Together, negative contributions from UK 
stocks accounted for 39% of total negative contribution in the period. The decline in European bank stocks 
- presumably due to further cuts in interest rates and other monetary easing initiatives by the European 
Central Bank (“ECB”) - also impacted performance negatively given the Fund’s investment in Irish bank 
AIB, which alone accounted for 21% of total negative contribution in the quarter.  

On the positive front, the Fund’s Brazilian holdings once again contributed positively to performance in the 
quarter. Since we made most of the Fund’s Brazilian investments over a year ago, the market has generally 
performed well as investors have grown more confident in the recently elected government and its ability 
to pass reforms to address some of the country’s key challenges, open up its market, and put its economy 
back on a more favorable track. The Fund’s Brazilian holdings generally benefitted disproportionately from 
the market’s increase. Together, positive contributions from Brazilian stocks accounted for 16% of total 
positive contribution in the period. 

Corporate actions were another source of positive contribution to performance this quarter. They included 
the acquisition of GrandVision by EssilorLuxottica (a global leading manufacturer of both ophthalmic 
lenses and eyeglass frames), the spin-off of Naver’s (a leading Korean provider of internet-based services) 
mobile payment division, and Avon Rubber’s purchase of 3M’s ballistic protection business (Avon is a 
leading manufacturer of respiratory protection systems for the military and law enforcement markets). 
Together, these holdings accounted for 47% of total positive contribution in the quarter.   

Lastly, Melrose (an investment firm with a concentrated buy-and-improve strategy) accounted for 7% of 

total positive contribution. The stock responded positively to reports that management is delivering the 
planned operating efficiencies at recently acquired British engineering group GKN, and is driving robust 
overall performance despite cyclical pressure in its key automotive and aerospace markets. 

However, these short-term price developments say little about the underlying fundamentals and intrinsic 
values of the Fund’s individual holdings. Focus should remain on their long-term business prospects rather 
than macro-economic fluctuations, political news flow, or headline noise. As always, we encourage 
shareholders to evaluate the stock performance of the Fund’s investments over long periods of time.  

Worst performer4 

The largest detractor to performance this quarter was AIB Group (AIB), with a contribution to return of -
0.84%. It was also the Fund’s worst-performing holding in the period, with a share price that fell 27.48% (in 
U.S. currency).5  

Based in Ireland, AIB is one of the country’s leading financial services groups. It is, to date, the only such 
business in which the Fund has ever invested. In past commentaries, we highlighted many times why 
banks, in particular, are seldom a good fit for our investment philosophy. However, in our view, AIB is a 
relatively simple bank that lends itself reasonably well to analysis and appraisal. For the most part, AIB 
provides basic account management and payment services as well as mortgage lending in its domestic 
market. While such services are essentially commodities, we believe AIB is well-positioned in Ireland 
because of its established network of physical branches and strong digital banking platform. The company 

                                                           
4 Detractors and contributors to performance are presented gross of investment management fees, transactions costs, and Fund 
operating expenses, which if included, would reduce the returns presented. The information provided does not reflect all positions 
purchased, sold or recommended by FPA during the quarter. A copy of the methodology used and a list of every holding’s contribution 
to the overall Fund’s performance during the quarter is available by contacting FPA Client Service at crm@fpa.com. It should not be 
assumed that recommendations made in the future will be profitable or will equal the performance of the securities listed. Please see 
end of this Commentary for position weights for each holding noted in this Commentary.  
5 Based on the percentage of AIB’s share price change from June 30 to Sept. 30, 2019 in U.S. currency. This share price change may 
not equate with the performance of the holding in the Fund. As of Sept. 30, 2019, AIB represented 2.30% of the Fund’s assets.  

Past performance is no guarantee, nor is it indicative, of future results. 
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leads a market that has consolidated in recent years as a result of the financial crisis. While there are five 
major banks in Ireland, AIB and Bank of Ireland together control roughly 70% of the market.  

At the time of initial purchase6, we thought AIB’s leadership had a compelling business track record. They 
had in effect managed the group out of bankruptcy following the crisis. They had restructured AIB into a 
customer focused, profitable, lower-risk bank, and brought it back to the public markets in good operating 
and financial standing. Since then, they have continued to deliver steady improvements in book value per 
share.  

From a balance sheet standpoint, AIB stands out in a highly leveraged industry. It is the best-capitalized 
bank in Europe, with a leverage ratio of below 7x, and about three times the average capital of its peers. 
Lastly, AIB’s IPO share price was roughly 1x book value per share, and the stock has come down 
significantly since then, so it’s now trading at a very substantial discount to intrinsic value.  

When investing in banks, perhaps more so than with other cyclical industries, one must also be mindful of 
where the business stands in the credit cycle to adequately price-in the sort of scenarios we saw during the 
last financial crisis. Unlike many other countries though, Ireland (and especially its property market) is still 
early in its recovery. Issued mortgages remain well below normalized levels at less than a quarter of peak 
levels.7  

Unfortunately, most central banks around the world continue to insist on rolling out insane monetary 
policies, including negative interest rates that would have the de facto long-term effect of bankrupting 
financial institutions. Earlier this month, the ECB announced its biggest package of rate cuts and monetary 
stimulus in three years. The new plan cut interest rates further into negative territory and revived a 
contentious multi-trillion bond buying program. We believe the long-anticipated cuts caused European bank 
stocks, including AIB’s, to decline significantly in recent months. They now trade at levels that would 
suggest investors believe these policies will persist far out into the future, and that many financial institutions 
will be destroyed as a result. 

As we’ve commented before, this situation appears to make an investment in AIB akin to a Pascalian wager, 
as few investments make sense if one assumes these policies are sustained long term (since we expect 
major dislocation would ensue). That said, we remain interested in being shareholders of AIB, as long as 
the stock trades at a significant discount to intrinsic value. However, we note that despite what our 
investment discipline dictates, we did not increase our holding of AIB as much as the decline in price would 
suggest (all else being equal). This is a function of recent management changes at the company. While we 
have had multiple conversations to help assess the quality of the new team, it is still under review at this 
point.  

Best performer 

Our biggest contributor to performance this quarter was GrandVision, with a contribution to return of 
0.80%. It was also our second-best-performing holding in the period, with a share price that rose 28.70% 
(in U.S. currency). Our best-performing holding was Naver, with a share price up 32.94% (in U.S. currency) 
and a contribution to return of 0.74%.8 

Based in the Netherlands, GrandVision is a global leader in optical retail. The group sells and distributes 
prescription eyeglasses, contact lenses, eye care products and sunglasses, with a presence in Europe and 
Asia. In July, EssilorLuxottica - another of the Fund’s holdings - agreed to buy GrandVision for 28 euros a 
share. This was only a few cents below our estimated intrinsic value per share at the time, yet our estimate 
obviously did not price-in any of the synergies that such vertical integration could generate. We believe this 
is a very compelling deal for EssilorLuxottica, which is already a dominant player in the industry. The group 

6 The Fund’s initial purchase of AIB was when the company issued an Initial Public Offering on June 2017. 
7 By comparison, U.S. mortgage debt reached a record of $9.4 trillion in the second quarter of 2019, exceeding its high of $9.3 trillion 
in the third quarter 2008. (Source: Federal Reserve Bank of New York) 

8 Based on the percentage of GrandVision and Naver’s share prices change from June 30 to Sept. 30, 2019 in U.S. currency. These 
share price changes may not equate with the performance of the holdings in the Fund. As of Sept. 30, 2019, GrandVision and Naver 

represented 3.58% and 2.87% of the Fund’s net assets, respectively. 

Past performance is no guarantee, nor is it indicative, of future results. 
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will now control most of its value chain in many markets around the world, from payment plans to 
manufacturing equipment, production (of both lenses and frames), brands, and distribution and retail.  

The company still faces largely unresolved leadership issues following the merger of France-based Essilor 
(a global leading manufacturer of ophthalmic lenses) and Italy-based Luxottica (a global leading 
manufacturer and distributor of eyeglass frames) which we highlighted in past commentaries. But we 
believe it has become a truly extraordinary asset, a sort of Standard Oil Co. of eyecare, with opportunities 
to extract substantial synergies from the deals in an industry primed for many years of steady growth in 
demand.  

Given all that, it is no surprise that EssilorLuxottica’s share price has rebounded strongly since we increased 
our ownership in the company six months ago. The increase is even more significant from two years ago, 
when we first invested in the two companies separately amid price weakness over fears that the European 
Commission wouldn’t approve their merger.  

Part of the increase is arguably a function of the August announcement that activist Dan Loeb’s firm, Third 
Point, had built a position in the company. This situation echoes what transpired with our investment in 
Nestle, in which Mr. Loeb also later acquired a stake. As in the case of Nestle, we don’t expect Third Point 
to have a meaningful impact on the direction of the business, or it suggests Mr. Loeb potentially shares our 
view of the company and of the value opportunity (particularly in light of his higher entry points in both 
cases). 

Given our assessment of the business and its intrinsic value, we remain interested in being shareholders 
of EssilorLuxottica, so long as we can hold the stock with an appropriate margin of safety. 

Portfolio activity9 

As always, through the quarter we continued to add to holdings we believe offer compelling discounts to 
intrinsic value, and to trim positions that are becoming less attractively priced. We also rebalanced individual 
positions based on relative discounts to intrinsic value. While this helps ensure that our most compelling 
investments are more heavily weighted to drive performance, it is important to realize that it can also inflate 
portfolio turnover at times, particularly if short-term volatility increases.  

Specifically, we increased the Fund’s ownership of some portfolio companies whose stocks had 
experienced material weakness. Those included G8 Education (a leading provider of childcare services in 
Australia), which we had previously sold almost completely on the stock’s high valuation. The shares 
recently sunk back to attractive price levels on continued reports of weak supply-demand market dynamics. 
We also increased our holdings of Volution (a leading manufacturer of ventilation systems based in the 
UK), which has experienced short-term disruption amid the complex consolidation of its Slough and 
Reading facilities into a single modernized injection molding and fan assembly facility; Page Group (a 
leading global provider of recruitment services based in the UK), whose stock price we believe was 
negatively impacted by overblown (if legitimate) cyclical concerns; Dignity, which has continued to suffer 
from uncertainty associated with the UK’s pending competitive investigation of its funeral services industry; 
and the video games investments we mentioned earlier. 

During the period, we also made several new purchases, including ASML Holding N.V. (“ASML”). Based 
in the Netherlands, ASML is the world’s leading manufacturer of lithography equipment for the 
semiconductor industry. 

As a result of recent positive performance, we trimmed several of our holdings, including Totvs (a leading 
provider of enterprise software solutions in Brazil), Avon Rubber, Nestle (the world's largest food and 
beverage company), and Stroeer (a leading German provider of outdoor advertising services). We believe 
these remain well-run, high-quality, financially strong companies, but their stocks have experienced good 

                                                           
9 The information provided does not reflect all positions purchased, sold or recommended by FPA during the quarter. It should not be 
assumed that an investment in the securities listed was or will be profitable. 

Past performance is no guarantee, nor is it indicative, of future results. 
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price momentum on the back of positive reported performance and further progress in line with our original 
investment theses, thus causing their discounts to decline. 

During the quarter, we also completed our sale of SAP (a global leading provider of enterprise resource 
management software), and sold several of the Fund’s Brazilian holdings, including Hypera (a leading 
producer of pharmaceutical products) and Magazine Luisa (a leading retailer with a highly successful 
digital strategy).  

Our investments in Hypera and Magazine Luisa unfolded much like Notre Dame Intermedica (a leading 
provider of integrated healthcare services in Brazil) and BK Brasil (Burger King’s master franchisee in 
Brazil), which we exited in the last six months. We purchased these stocks just over a year ago, when we 
took advantage of the combination of a material decline in the Brazilian equity markets and a severely 
depressed currency to invest a large portion of our assets (about 20%) in a handful of high-quality 
companies in the region. This type of elevated turnover is reminiscent of what the Fund experienced as a 
function of our particularly strong performance in 2017, and may be surprising at first glance given our long-
term focus. However, it is dictated by our discipline of selling when the price of a stock converges with its 
estimated intrinsic value. Because we do not have a mandate to be fully invested, we are free to realize 
capital gains without having to balance the decision to sell against the institutional imperative of finding a 
replacement.  

Similar to Intermedica and BK Brasil, the share prices of these holdings had increased notably since our 
original investments and as a result, their stocks traded in excess of our estimated intrinsic values. That led 
to our decision to sell. From Sept. 30, 2018 to the end of this quarter, Magazine Luisa’s share price 
increased 135% (in U.S. currency). Hypera’s share price increased close to 20% over the same period. In 
the case of Hypera, further visibility on the likely impact of an investigation into alleged illegal payouts led 
us to reduce our assessment of the stock’s intrinsic value, which contributed to the unwinding of the 
discount.10 

We have been invested in Hypera twice since the inception of the Fund, and we continue to view both 
Magazine Luisa and Hypera as well-run, high-quality, and financially strong companies. We would be 
interested in becoming shareholders again if we could buy the stocks at significant discounts to their 
estimated intrinsic values. 

Unfortunately, not every Brazilian investment proved successful. In the case of Profarma (a leading 

wholesaler of pharmaceutical products), we exited the position at a loss. Our original assessment was that 
the CEO (a sizeable shareholder alongside a large American company) had run the business well in the 
face of industry challenges, and successfully positioned Profarma as one of the two last players standing. 
We thought his strategy to leverage the group’s distribution platform to vertically integrate into retail by 
acquiring and restructuring under-performing chains in less-competitive regional markets made sense. In 
the months that followed our investment (shortly after the deals), management consistently reported 
positive turnaround updates along with on-going performance improvements. However, the business also 
kept reporting large cash outflows that even forensic analysis couldn’t fully explain. This made the Fund’s 
position as a shareholder in Profarma untenable, particularly in an emerging market context. We chose to 
monetize the tax losses associated with the position to partially offset the large short-term gains from our 
other Brazilian investments. 

Lastly, we sold our holding of Fomento Economica Mexicano (Femsa) in the quarter (a leading operator 

of convenience stores in Mexico, and the owner of the world’s largest franchise bottler of Coke beverages). 
We have a long history with the company, which we continue to see as high-quality, and we still believe the 
stock trades at a significant discount to its intrinsic value. However, Mexico’s new president Andres Manuel 
Loprez Obrador has made it clear that the interests of private firms would be subordinated to those of the 
nation. He’s also said that the “equitable distribution of income and wealth” will be a priority over economic 
growth. Many management teams have expressed concerns to us about the current state of politics in the 
country, and laid out plans to relocate or ring-fence assets when possible. This is a situation we have seen 

                                                           
10 Based on the percentage of Magazine Luisa’s and BK Brasil’s share prices change from Sept. 30, 2018 to Sept. 30, 2019 in U.S. 
currency. These share price changes may not equate with the performance of these holdings in the Fund. As of Sept. 30, 2019, 
Magazine Luisa and BK Brasil were no longer held in the Fund. 

Past performance is no guarantee, nor is it indicative, of future results. 
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before in emerging markets, particularly in Latin America. As a result, we placed Mexico under review so 
we can determine whether it will remain an investable market.  

In the meantime, consistent with our policy of limiting ourselves to countries whose political systems do not 
excessively interfere with business activity, we chose to exit our position in Femsa for now. We may decide 
to become shareholders again, if we get more comfortable with the current administration, and subject to 
being able to buy the stock with a high margin of safety. 

Portfolio profile 

Net of these transactions, the Fund remained focused on our best ideas, with 26 disclosed positions at the 
end of the period. The top 10 positions accounted for 32% of the Fund’s total assets, and 50% of the 
invested portion. The top five accounted for 18% of assets and 28% of the invested portion. The weighted 
average discount to estimated intrinsic value of these holdings was slightly below 25% at the end of the 
third quarter.11 

The Fund’s median market capitalization size was $12 billion, and the weighted average was $48 billion at 
the end of the period. Close to 60% of the Fund’s invested assets were in companies with a market 
capitalization of more than $10 billion. However, we do not consider a company’s market capitalization to 
be a relevant criterion from an investment perspective. We are invested across a wide range of market 
capitalization sizes, from roughly $300 million to more than $400 billion. 

We are similarly indifferent to which sector a company operates in, or where it happens to be domiciled. 
Nonetheless, looking at the Fund’s geographic profile at the end of the quarter, 42% of total assets were 
invested in companies domiciled in Europe (ex-UK). For the most part, this exposure was geared toward 
Northern European markets like France, Holland, Ireland and Germany.  

The Fund’s exposure to the UK stood at just over 13% of total assets. We continue to see compelling value 
opportunities in that market, presumably because of the uncertainties surrounding Brexit. With the further 
reduction of our investments in Brazilian companies, emerging markets exposure came down to just under 
9% of total assets. Brazil accounted for about 3%. With our increased investment in G8 Education, Australia 
rose to approximately 2% of total assets. We still had no exposure to Japan as of the end of the quarter. 

From a sector standpoint, we often migrate toward businesses that are cash generative and not very capital 
intensive. Those include service-type businesses and consumer goods companies. At the end of the 
quarter, the consumer discretionary and consumer staples sectors together were the Fund’s largest 
exposure, with approximately 21% of total assets. The Fund still had notable exposure to industrials, which 
accounted for 19% of total assets, and to technology and communications, which accounted for 16%. 
Healthcare accounted for about 2% of total assets.12 

We had approximately 2% of assets invested in financials, which reflected the Fund’s investment in AIB. 
Outside of that, we have had no exposure to banks since the Fund’s inception. We noted in previous 
commentaries the challenges often associated with these investments, which typically are a poor fit for our 
philosophy and process. Overall, the Fund had limited exposure to the credit cycle and financially levered 
companies.  

While we try to provide some perspectives on the Fund’s sector profile in these commentaries, the portfolio 
is simply the residual of our bottom-up approach. We also find that the Global Industry Classification 
Standard (GICS) classifications are of limited relevance. PageGroup, for instance, is a provider of 
recruitment services, yet it is classified as industrial. In our view, GICS’s sector definitions are too broad to 
give a meaningful picture of the Fund’s underlying exposure.  

More fundamentally, we believe the Fund remains exposed to a fairly diverse group of sectors, as well as 
geographies, and is exposed to markets that we think have limited correlation. We also believe many of the 

                                                           
11 The weighted average discount to estimated intrinsic value of the Fund’s holdings are an internal FPA estimate.  
12 Sector classification scheme reflects GICS (Global Industry Classification Standard). 
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Fund’s holdings have unique secular dynamics that make them more predictable and better suited to work 
through potential short-term economic challenges. 

While it is impossible to anticipate how individual stocks will perform going forward, we would argue that 
the Fund’s exposure to varying sectors and geographies, along with the quality of its holdings, positions it 
well to withstand market dislocation. To this, of course, we need to add the cash holding, which offers us 
the flexibility to buy when others are selling. It could also be a driver of performance through the cycle.  

Investment prospects 

In terms of investment prospects, we laid out in our 2018 year-end commentary the significant geopolitical, 
macro-economic, and market-specific challenges we see in the current environment. We reiterated many 
of our concerns in both the first and second quarter, with an emphasis on Chinese risks and signs of 
weakness in business activity around the world. These concerns remain valid today. 

We also mentioned several times in previous commentaries that we believe a range of mechanisms are 
currently at play across capital markets that could both restrict liquidity and amplify a potential market 
correction. We reiterate these concerns as well, and would suggest a healthy dose of skepticism toward 
the idea that passive strategies are a panacea for positive returns going forward. 

To these, we would add the dangerous narrative (which we warned against in the past) about the need to 
subject corporations to a moral agenda. This is short-sighted and ignorant, as it flies in the face of historical 
evidence to the contrary (not to mention the insightful perspective of American economist Milton Friedman 
on the issue).13 The mistake, of course, is failing to recognize that the pursuit of profit ultimately gives to 
each individual the freedom of his own moral choices and priorities, while the diktat of an arbitrary “social 
conscience” subjects everyone to the tyranny of political ideologies and government bureaucracies. We 
have no interest in being invested in companies run by such misguided “pontificating executives,” who 
would choose to misalign themselves with the shareholders they serve in the pursuit of unmeasurable 
goals. We expect it will lead to abuses, inefficiencies, and misallocations of resources.14 Instead, we seek 
managers who make decisions based on one clear and simple question (and are paid on that basis): Will 
what we do create value for shareholders? 

In recent months, we have continued to observe further evidence that segments of the world economy are 
experiencing a pull back, which could now be further aggravated by rising trade tensions. In specific 
instances, we think business under-performance also reflects structural headwinds that need to be factored 
into the analyses of specific companies. At this point, our warnings about emerging signs of economic 
weakness appear to be a less contrarian take on the general direction of things than when we first 
mentioned them toward the end of last year. However, as we mentioned before, these comments are based 
on our bottom-up research, which includes conversations with management teams across geographies and 
industries, rather than any top-down view of global geo-political and macro-economic developments. 

As the prospect of a downturn rises, a bizarre consensus seems to be forming that more government 
spending, more monetary expansion, and more debt is the appropriate response. Some, including at the 
world’s largest investment organizations, are even publicly pushing for governments to expand their 
quantitative easing programs into equities. It is frankly stunning to see that so many can agree that more 
of the problem (any of the above), and the capital destruction that comes with it, could be the solution. 

In the meantime, irresponsible and ill-conceived actions by central banks, reportedly in response to weaker 
economic growth, continue to render fundamental analysis and rationale pricing irrelevant across capital 

                                                           
13 In particular, we would suggest Milton Friedman’s essay “The Social Responsibility of Business is to Increase its Profits”, published 
in the New York Times magazine almost exactly 49 years ago (Sept. 13, 1970). 
14 As an example, one company that exemplifies what this “stakeholder” model does is PG&E, the Californian utility now bankrupt 
and unable to maintain access to power to tens of millions of households, while charging about four time the nationwide rate for 
electricity. For years, the group was a poster child for managing a business based on “environmental justice”, “diversity and 
inclusion”. Prior to its bankruptcy, the proxy advisory firm ISS gave PG&E its top rating on “stakeholder and society”, “board 
structure’, and “carbon and climate”. From 2003 to 2018, the company bolstered a 100% rating on the Human Rights Campaign’s 
“corporate equality index”. Investing on that basis would have delivered a similar rate of loss. Another could be We, whose mission 
is to “elevate the world’s consciousness”. We will see how elevated equity holders and employees (ca. 12,000) alike (aside for Mr. 
Neumann we presume) will be once reality hits and investors regain consciousness (so ironically, mission accomplished).   
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markets.15 ,16  Momentum and so-called “idiosyncratic” investment management, without much (if any) 
consideration for the specifics of individual companies, valuations, and liquidity issues continue to win the 
day. Stocks keep going up, even as we start to see major cracks in the system (see the pending collapse 
of the undefinable We Company), which should make evident how unsustainable many corporate narratives 
are (not to mention accounting tricks reminiscent of the late ‘90s), with significant potential domino effects.17 
Trading prices are quite unreasonably high in our view, and any new investment at this stage carries a 
significant risk of permanent capital destruction. 

In this challenging context, we continue to put our efforts into finding and focusing on the few remaining 
value opportunities that exist in this market. As an old friend of mine and fellow investor from the mad world 
of private equity recently pointed out, “ultimately, a good investor should be able to operate in all market 
conditions.” We spoke in the past of the schizophrenia of our position as public equity investors, whereby 
we feed on irrational market fluctuations while constantly being measured based on these short-term 
moves. We agree that current market conditions seem unsustainable, and there’s no question they’ve made 
active management - let alone value investing - most challenging, but we refuse to accept it has to result in 
sustained under-performance. Neither our investment style, nor any benchmarking gymnastics can be 
excuses for poor returns. According to the World Bank, there are more than 70 times as many indices as 
there are stocks listed in the world, so we could always measure up favorably against one of them. 

We would not have expected such a market scenario when we launched the strategy eight years ago. 
However, by consistently applying our investment philosophy throughout, we’ve been able to deliver 
positive results and stay ahead of the index (even with significantly less exposure). And we still believe we 
can find upside (and ultimately excess performance) in individual investments with our research-driven, 
fundamental value approach, combined with the broad reach and concentrated nature of our strategy, even 
as we hold significant amounts of cash.  

We also think this same discipline is our best defense in order to minimize (if not avoid) losses. So, we will 
continue to only invest in high-quality companies that we believe have strong, sustainable fundamentals 
and compelling prospects to build significant shareholder value in the long run, as well as balance sheets 
that can withstand short-term disruption. They must also have management teams capable of steering the 
business through both good and bad times. In addition, we will only put capital at risk when we can buy 
their stocks at significant discounts to our estimates of intrinsic value. 

To be clear, we have no desire to chase temporary incremental paper gains while exposing ourselves and 
fellow shareholders to permanent impairments in the process. We expect that cash could continue to 
increase as a function of our stringent investment discipline, and that it may cause the Fund to underperform 
in the short-term (notwithstanding potential opportunities to invest in cyclical names as they come under 
further pressure). 

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, 

Pierre O. Py 
Portfolio Manager 

Sept. 30, 2019 

15 According to Bloomberg, excluding US treasuries, US corporate bonds, MBS, CMBS, and ABS, 43% of the global IG index was 
trading at negative yield as of July 2019, up from 20% a year ago. 
16 Near-zero interest rates mechanically drive infinite valuations, but endless supply of virtually free capital also distorts the natural 
laws of economics. How are we to assess the sustainably of a business, when flawed competing models can fund losses in perpetuity? 
17 Many financial institutions have material exposure to these companies, but mutual funds have also been purchasing and marking 
up private shares in the last few years in an effort to boost returns. 
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Important Disclosures 

This Commentary is for informational and discussion purposes only and does not constitute, and should not be 
construed as, an offer or solicitation for the purchase or sale with respect to any securities, products or services 
discussed, and neither does it provide investment advice. Any such offer or solicitation shall only be made pursuant to 
the Fund’s Prospectus which supersedes the information contained herein in its entirety.  
 
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, the 
Adviser, 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.fpa.com.  
 
Throughout this Commentary, detractors and contributors to Fund performance noted are based on contribution to 
return for the periods noted. Contributors and detractors are presented gross of investment management fees, 
transactions costs, and Fund operating expenses, which if included, would reduce the returns presented. The 
information provided does not reflect all positions purchased, sold or recommended by FPA during the quarter. A copy 
of the methodology used and a list of every holding’s contribution to the overall Fund’s performance during the quarter 
is available by contacting FPA Client Service at crm@fpa.com. It should not be assumed that recommendations made 
in the future will be profitable or will equal the performance of the securities listed. Past performance is no guarantee, 
nor is it indicative, of future results, and there is no assurance that the Fund’s investment objective will be 
achieved or that the strategies employed will be successful. As with any investment, there is always the 
potential for gain, as well as the possibility of loss.    

 
Investments, including investments in mutual funds, carry risks and investors may lose principal value. Capital 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.   
 
The Fund may 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. In addition, value style investing may fall out of favor and 
underperform growth or other styles of investing during given periods. 
 
Index Definitions  

Comparison to any index is for illustrative purposes only and should not be relied upon as a fully accurate measure of 
comparison. The Fund will be less diversified than the indices noted herein, and may hold non-index securities or 
securities that are not comparable to those contained in an index. Indices will hold positions that are not within the 
Fund’s investment strategy. Indices are unmanaged and do not reflect any commissions or fees which would be 
incurred by an investor purchasing the underlying securities. All indices include reinvestment of dividends and interest 
income unless otherwise noted. An investor cannot invest directly in an 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. Net 
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index returns reinvest dividends after the deduction of withholding taxes, using (for international indexes) a tax rate 
applicable to non-resident institutional investors who do not benefit from double taxation treaties.  

Other Definitions 

Intrinsic value, in finance, is the "true, inherent, and essential value" of an asset independent of its market value. The 

portfolio manager defines the “intrinsic value” of a business to mean the discounted value of the cash that can be taken 
out of the business during its remaining life.  

A high quality company is a company the portfolio manager believes is able to generate a return on capital in excess 

of its cost of capital for sustained periods of time. 

Market capitalization refers to the total value of all a company's shares of stock. It is calculated by multiplying the 

price of a stock by its total number of outstanding shares. 

An asset's book value is equal to its carrying value on the balance sheet, and companies calculate it netting the asset 

against its accumulated depreciation. 

Median market capitalization is the midpoint of market capitalization (market price multiplied by the number of shares 

outstanding) of the stocks in a portfolio. Half the stocks in the portfolio will have higher market capitalizations; half wil l 
have lower. 

High-quality business - The portfolio manager believes a high quality business is one that is able to generate a return 

on capital in access of its cost of capital for sustained periods of time. 

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. 

Weighted average discount to intrinsic value - Refers to the weighted average discount to intrinsic value of all 

securities in the Fund based on fundamental research versus its actual market value 

Weighted average market capitalization refers to a type of stock market index construction that is based on the 

market capitalization of the index's constituent stocks. Large companies would thus account for a greater portion of an 
index than small-cap stocks. 

The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W Galena Street, Milwaukee, WI 53212. 
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FPA International Value Fund
Portfolio Holdings

9/30/2019

TICKER PRINCIAL/
SHARES

SECURITY COUPON RATE (%) MATURITY DATE MKT PRICE ($) MKT VALUE ($) % OF NET ASSET VALUE

AIBG ID 1,915,324 AIB GROUP PLC* 2.97 5,681,747 2.3%
ABEV3 BZ 1,284,064 AMBEV SA* 4.63 5,949,105 2.4%
ASML NA 29,102 ASML HOLDING NV* 248.01 7,217,688 2.9%
AVON LN 111,986 AVON RUBBER PLC* 20.44 2,288,447 0.9%
CAP FP 63,876 CAPGEMINI SE* 117.75 7,521,474 3.0%
SGO FP 170,591 COMPAGNIE DE SAINT GOBAIN* 39.19 6,685,921 2.7%
DTY LN 1,058,096 DIGNITY PLC* 6.27 6,635,005 2.7%
EL FP 48,250 ESSILORLUXOTTICA* 144.18 6,956,648 2.8%
GEM AU 2,968,982 G8 EDUCATION LTD* 1.75 5,192,614 2.1%
GVNV NA 295,125 GRANDVISION NV* 29.95 8,837,865 3.6%
ITX SM 240,977 INDUSTRIA DE DISENO TEXTIL* 30.95 7,457,651 3.0%
OR FP 10,691 L'OREAL* 279.67 2,989,940 1.2%
MRO LN 2,131,693 MELROSE INDUSTRIES PLC* 2.48 5,281,231 2.1%
035420 KS 54,162 NAVER CORP* 131.17 7,104,169 2.9%
NESN SW 18,860 NESTLE SA-REG* 108.45 2,045,451 0.8%

OTHER COMMON STOCK (LONG) 10,999,632 4.5%
PAGE LN 1,256,389 PAGEGROUP PLC* 5.39 6,772,814 2.7%
RAND NA 57,408 RANDSTAD NV* 49.10 2,818,505 1.1%
RYA ID 1,074,021 RYANAIR HOLDINGS PLC* 11.50 12,355,995 5.0%
SW FP 49,857 SODEXO SA* 112.26 5,597,190 2.3%
SAX GY 64,916 STROEER SE & CO KGAA* 76.14 4,942,672 2.0%
SUN SW 53,320 SULZER AG-REG* 98.43 5,248,234 2.1%
SUMO LN 2,558,696 SUMO GROUP PLC* 1.98 5,059,945 2.0%
700 HK 181,117 TENCENT HOLDINGS LTD* 41.83 7,575,742 3.1%
TOTS3 BZ 17,938 TOTVS SA* 13.90 249,279 0.1%
UBI FP 104,269 UBISOFT ENTERTAINMENT* 72.09 7,516,815 3.0%
FAN LN 3,157,581 VOLUTION GROUP PLC* 2.07 6,522,436 2.6%

163,504,211 66.2%

TOTAL INVESTMENT SECURITIES 163,504,211 66.2%

87,665,000 STATE STREET BANK/FICC REPO 10/01/2019 87,665,000 35.5%
87,665,000 35.5%

CASH & EQUIVALENTS (4,037,993) -1.6%
83,627,007 33.8%

TOTAL NET ASSETS 247,131,218 100.0%

NUMBER OF LONG EQUITY POSITIONS 26

COMMON STOCK (LONG)

TOTAL COMMON STOCK (LONG)

REPURCHASE AGREEMENTS

* Indicates foreign security.

TOTAL REPURCHASE AGREEMENTS

TOTAL CASH & EQUIVALENTS
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FPA International Value Fund
Portfolio Holdings

9/30/2019

Portfolio Holding Disclosures

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 the Prospectus carefully before investing. The Prospectus may be obtained by visiting the website at www.fpa.com, by email at
crm@fpa.com, toll-free by calling 1-800-982-4372 or by contacting the Fund in writing. 

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. You risk paying more for a security than you received from its sale. 

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. In addition, value style investing may fall out of favor and underperform growth or other styles of investing during given periods.

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 manager, FPA, or the distributor.

The Fund is distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 53212.
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