
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.

Average Annual Total Returns (%) 

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.  

Index performance is shown for the period November 30, 2011 through December 31, 2019. 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. 

Trailing Performance (%)

As of Date: 3/31/2020

Since 

12/1/11 5 Years 3 Years 1 Year

YTD

2020

Q1

2020

FPA International Value Fund 5.86 2.91 2.45 -4.79 -16.73 -16.73

MSCI ACWI ex US (Net) ("Index") 3.03 -0.64 -1.96 -15.57 -23.36 -23.36
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“The tide that bore us along was then all the while moving to this grand Niagara…” 

                 Henry James, August 1914  

Dear Fellow Shareholders, 

In the new year’s greetings note we sent to our clients along with our annual book recommendation, we 
pointed out that the circumstances described in Garet Garrett’s 1932 book “The Bubble that Broke the 
World” shared similarities with today’s environment. Both are characterized by government interferences 
with the economy, use and abuse of financial leverage, capital market excesses, and political sensitivities 
and temptations of extreme stands that could not be ignored. We felt it was our role as investment managers 
to weigh the lessons of that past to understand the present and better protect capital while attempting to 
build wealth for ourselves and our fellow shareholders. 

In our fourth quarter 2019 commentary, we highlighted the market environment as one of the most 
unattractive we had seen since the inception of the Fund, and not one for us to be investing in. We said we 
thought stock valuations were not supported by underlying business fundamentals, but rather were the 
product of government actions and the excessive use of various forms of financial leverage (across both 
the economy and the financial markets). We also emphasized China risks, particularly in the context of the 
recent MSCI index inclusions. At the end of the period, we reported one of our highest ever cash levels 
(35%) and one of our lowest weighted average discounts to intrinsic value (22%).  

We highlighted the merits of a disciplined approach to investing that allowed us to focus on any remaining 
opportunities in the market, and to hold cash in the absence of suitable investment prospects to minimize 
the risk of capital losses. We also explained that we thought the portfolio was exposed to a fairly diverse 
group of sectors and geographies, and to markets we thought had limited correlation. We also said that we 
believed many of the Fund’s holdings were of high quality, with particular secular dynamics that could help 
make them more predictable and better-suited to work through potential short-term economic challenges. 
We concluded that we felt the portfolio was generally positioned well to withstand market dislocation. We 
added that the cash holding could be a driver of performance through the cycle, and offered us the flexibility 
to buy from forced sellers at attractive prices in a downturn. 

On our Feb. 4 investor webcast, we shared our concerns about the deep and broad impact that the 
emergence of Covid-19 in China could have, not only on the Chinese economy and on companies that 
source from or produce in the region, but also on the world’s economy overall. We speculated that the 
situation had the potential to trigger one of the most sudden, profound and far-reaching economic 
downturns in modern history. 

What we experienced in the following months have in many ways proven our assessment to be correct, 
and held us to the aforementioned obligations to both protect capital and take advantage of market 
opportunities to seek to build wealth for shareholders. We would argue that this should not have come as 
a surprise in principle (although the nature of it was surprising). Like a few others, we had pointed out signs 
of economic weakness and warned of the risk of a more pronounced downturn.  

 

Fund performance  

In the first quarter of 2020, the MSCI All Country World Index (ex-U.S.) (Net) (the “Index”) returned a -
23.36%, having declined by as much as 46% intra-period.  
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Over the same period, the FPA International Value Fund (the “Fund”) generated a far less punitive return 
of -16.73% (in U.S. currency), net of fees and expenses (the Fund’s most recent total expense ratio was 
1.29%). Furthermore, Morningstar highlighted the Fund on its list of funds with the best downside capture 
during the sell-off that occurred from 2/19/2020 through 3/9/2020.1 The Fund also ranked as the best 
international equity value fund on that list.2 This is merely a snapshot in time and only a relative notion, but 
the Fund’s performance has also held up well through several difficult years for value investing. The recent 
period could indeed prove quite testing for value investors who had been struggling to generate positive 
returns in recent years.  

More importantly, since its inception on Dec. 1, 2011, the Fund has had an annualized return of 5.86% (in 
U.S. currency), net of fees and expenses (the Fund’s net expense ratio has averaged around 1.29% since 
inception).3 This compares to an annualized return of 3.03% for the Index over a similar period.4 In addition, 
we note that since the Fund’s inception, cash exposure has averaged just over 30% of assets, while 
fluctuating from less than 12% to more than 40% (based on weekly readings), depending on the availability 
of suitable investment opportunities. That means the Fund’s historical returns were achieved with less 
investment exposure, and therefore less fundamental risk (as well as less volatility for those who think of 
risk in such terms). 

 

Holdings performance  

Equity holdings (i.e., excluding cash and cash equivalent) modestly underperformed the Index in the quarter 
(in U.S. currency) with negative return of roughly 26% (in U.S. currency). Most importantly, however, since 
the inception of the Fund, the annualized return on the Fund’s investments is roughly 10% (in U.S. 
currency), compared to 3% for the Index.5  

Unsurprisingly given the sharp downturn in market prices this quarter, many of our holdings made negative 
contributions to the Fund’s performance. With the exceptions of Ubisoft Entertainment and Tencent 
Holdings (two of the world’s largest video game developers), the investments that made positive 
contributions were all names we purchased in the later part of the quarter and that subsequently 
experienced a bounce back in their share prices. 

While we witnessed meaningful price fluctuations in the period, we generally believe that these short-term 
developments do not reflect changes in the underlying fundamentals and intrinsic value of the individual 
investments we’ve held throughout the quarter. As always, focus should remain on long-term business 

1  Source: Morningstar. Stock Funds With the Best and Worst Down Capture During the Sell-Off; March 11, 2020. 
https://fpa.com/docs/default-source/funds/fpa-international-value/literature/fpa-international-value-fund-mstar-analyst-report-(mar-
2020).pdf?sfvrsn=4. 
2 The first three funds on the list were either focused on a specific geography or employing a different investment philosophy (such as 
growth, income, or asset allocation), or a combination of both. The FPA International Value Fund was 4th on the list, and the 1st 
international equity value fund listed. 
3 Reflects the annualized return of the Fund from Dec. 1, 2011 to March 31, 2020 in U.S. currency.  
4 The Index’s annualized return of 3.03% is for the period from Nov. 30, 2011 to March 31, 2020 in U.S. currency. From Dec. 1, 2011 
to March 31, 2020, the Index produced an annualized return of 2.92% vs 5.86% for the Fund. 
5  https://fpa.com/docs/default-source/funds/fpa-international-value/literature/ivf-perf-data-december-2011---2020-q1.pdf?sfvrsn=2. 
The performance of the portfolio 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 portfolio holdings also 
excludes the impact of cash and cash equivalents. An investor in the Fund cannot achieve these returns. 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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prospects rather than macro-economic fluctuations, political news flow, or headline noise, and we 
encourage shareholders to evaluate the performance of our investments over multi-year periods of time.  

 

Worst performer 

The largest detractor to performance this quarter was AIB (Allied Irish Banks), with a negative contribution 
to return of 1.63%. It was also our worst-performing holding, with a share price that fell 67.84% (in U.S. 
currency).6,7  

Based in Ireland, AIB is one of the country’s leading banks. It is, to date, the only such business in which 
the Fund has ever invested. In past commentaries, we highlighted many times why banks are seldom a 
good fit for our investment philosophy. 

However, we thought AIB was a relatively simple bank that lent itself to appraisal. For the most part, AIB 
provides basic account management and payment services as well as mortgage lending in its home market. 
While such services are essentially commodities, AIB was well-positioned in Ireland because of its 
established network of physical branches and strong digital banking platform. Furthermore, the industry 
has consolidated since the crisis of 2008, with AIB and Bank of Ireland controlling the market.  

We were also positively impressed by AIB’s management. 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 
had continued to deliver steady improvements in book value per share.  

AIB’s balance sheet also stood out in a highly leveraged industry. It was (and remains) the best-capitalized 
bank in Europe.  

When investing in banks, one must be particularly 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 countries, 
Ireland (and especially its property market) appeared early in its recovery when we made the investment. 
At the time, issued mortgages remained well below their normalized levels at less than a quarter of peak 
levels.   

Lastly, we thought AIB’s share price was attractive at roughly (and now much less than) 1x book value.  

At the same time, banks belong to a regulated industry and are subject to supra-national administrative 
powers that do not operate in the sphere of economic rationality. In the case of AIB, we believed that strong 
fundamentals and a superior management team, government ownership, an over-capitalized balance 
sheet, and the below-book valuation would help mitigate this political risk. Unfortunately, the aggressive 
monetary policies of most central banks combined with governments’ responses to the Covid-19 crisis have 
put dramatic pressure on the banks, including AIB (see our Covid-19 section for further details).  

As we commented before, bank stocks now generally trade at levels that would suggest the market believes 
these policies will persist far into the future and that many financial institutions will be destroyed as a result. 

6 Based on the percentage of AIB’s share price change from Dec. 1, 2019 to March 31, 2020 in U.S. currency. This share price change 
may not equate with the performance of the holding in the Fund. As of March. 31, 2020, AIB represented 0.92% of the Fund’s assets.  
7 Detractors and contributors noted throughout this Commentary 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. 

3



We are inclined to continue to believe that this makes investing in AIB akin to a Pascalian wager. However, 
we need to consider the fact that these recent developments have added to the industry’s many woes.  

While we remain shareholders of AIB at current prices, we have not added to the position in many months, 
as we placed the stock under review, first as a function of management turnover, and now as a result of 
the recent significant changes to the group’s operating environment.  

 

Best performer 

Our biggest contributor to performance this quarter was GrandVision, with a contribution to return of 

0.40%. However, we did not own GrandVision for the entire period. Our best-performing holding for the 
entire period was Ubisoft, with a share price that increased 6.64% (in U.S. currency).8 

Based in the Netherlands, GrandVision is a leading global optical retailer. The group sells and distributes 
prescription eyeglasses, contacts, eye care products and sunglasses in Europe and Asia. As discussed at 
the time, we had sold our previous stake in GrandVision in the fourth quarter of 2019. EssilorLuxottica, the 
world’s leading manufacturer of both ophthalmic lenses and eyeglass frames, had announced the 
acquisition of GrandVision in July. The agreed upon price of 28 euros per share was effectively in line with 
our estimated intrinsic value, so we monetized the position as our investment discipline requires. 

However, in the market panic that developed in March, GrandVision’s share price fell to as low as 18 euros. 
Since EssilorLuxottica’s offer to acquire the company at 28 euros a share still stood, we thought it would 
not be a bad idea to buy the stock again. At 18 euro, we would be very happy to own GrandVision on a 
standalone basis (as in fact we did), even though we still expect the transaction to happen. Sadly, other 
investors picked up on the anomaly, and the window of opportunity closed too quickly for us to build a larger 
position in GrandVision. 

Based in France, Ubisoft is one of the world’s largest video game developers. We explained in the past 
how challenging 2019 was for most game developers, and how it created an opportunity for us to increase 
the Fund’s exposure to the industry, which we had researched extensively prior to investments in 
companies like Keywords or Sumo (both leading providers of game development services). Ubisoft was 
hit particularly hard in 2019. It reported weak results and had to write-down the latest sequel of key game 
franchise Ghost Recon. It also postponed the release of three important new games. The negative news 
flow naturally put downward pressure on the group’s share price.  

Sentiment toward game developers flipped in the first quarter of this year, as the Covid-19 pandemic led 
governments around to world to roll out confinement initiatives. This seemed to give people a lot more time 
to play video games, which then raised expectations for most of these businesses, including Ubisoft. 

Despite the recent performance of these two holdings, we remain interested in being shareholders of both 
GrandVision and Ubisoft, so long as their stock prices continue to offer an appropriate margin of safety. 

 

 

 

8 Based on the percentage of Ubisoft’s share price change from Dec. 31, 2019 to March 31, 2020 in U.S. currency. This share price 
changes may not equate with the performance of the holdings in the Fund. Ubisoft’s contribution to the Fund’s return in the quarter 
was 0.26%. As of March 31, 2020, GrandVision and Ubisoft represented 1.60% and 3.04% of the Fund’s net assets, respectively. 
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Portfolio activity9 

Heading into the crisis 

As always, throughout 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 rises. The recent increase in market 
volatility is likely to put further pressure on portfolio turnover this year.  

The Fund experienced an unusually high level of activity during the period. The breakout of the Covid-19 
pandemic forced us to question our assessment of most of the companies in the portfolio. The decline in 
equity prices that followed shortly thereafter was sudden and severe, as governments around the world 
chose to respond to the virus threat by shutting down most economic activities. The recovery was similarly 
abrupt as governments intervened by suspending free-market principles and effectively nationalizing large 
swaths of the economy in response to the economic shutdown. To put things in perspective, from its year-
to-date high on Jan. 17, the Index fell 46% by March 23, then rose 15% through the remainder of the 
quarter. While it is likely that the Covid-19 situation has triggered one of the most challenging economic 
environments of the past century (the worst since the Great Depression according to the International 
Monetary Fund), with material cyclical and structural consequences for most companies, the intrinsic value 
of a business (defined as the sum of future free cash flows discounted back to present time) is unlikely to 
fluctuate by 54% in a couple of months. These wild and excessive price fluctuations therefore created 
compelling opportunities for us to deploy capital. 

Based on the concerns we voiced on our Feb. 4 webcast, we took swift actions to minimize downside risks 
across the portfolio, in line with our investment policy around our ability to research and appraise, financial 
leverage (and stress-testing accordingly), and the quality of a company’s management/ownership. We sold 
businesses whose fundamentals we believed were likely to be profoundly impacted by this crisis in ways 
that made it effectively impossible to assess intrinsic value. We also exited situations in which a prolonged 
suppression of income combined with high fixed-costs/asset intensity could translate into unexpected 
financial distress (taking into consideration depressed equity prices and the potential closing of the debt 
markets). Lastly, we eliminated holdings that carried a risk of “take-under” (whereby a trade or private equity 
buyer takes advantage of the discounted share price to opportunistically takeover the company). This 
included some core holdings like G8 Education (one of Australia’s largest operators of childcare centers 
that we had recently repurchased), Industria de Diseno Textil (a Spain-based leading global retailer of 
fashion apparel, primarily under the Zara brand), and Ryanair Holdings (an Ireland-based leading 
European passenger airlines and our biggest contributor to performance last quarter). 

The sales translated into a further increase in our cash exposure from 35% to the Fund’s highest on record 
(46%) as the market experienced accelerating declines in prices. More importantly, as the market 
experienced accelerating declines in prices, it created the potential favorable conditions for us as long-term 
fundamental value investors, particularly since recent years have seen a significant reduction in 
fundamental analysis, price discovery, and overall efficiency in capital markets (as pointed out in past 
commentaries). Not knowing what they owned and having no idea what to think or do, many investors 
panicked when faced with the Covid-19 situation, and started selling indiscriminately. 

Thinking through what it means for businesses   

As we had done for many cyclical businesses in recent months in light of signs that the industrial cycle had 
turned, we tried to assess the potential impact of the Covid-19 situation on the intrinsic values of the 

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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individual businesses we track, monitor, or own. For this, we looked at recent historical benchmarks around 
the world (in Brazil for instance, given the economic crisis the country recently experienced) to see how 
companies generally behaved in prolonged downturns. We also went back further in time (typically, after 
the 2000 and 2007 peaks) to see how individual businesses performed in past crises. In thinking about the 
downturn, we incorporated both the potential impact of the virus itself and also quite critically, the reactions 
of governments around the world to the pandemic risk.  

As we explained in our first quarter commentary a year ago, the scope of such analyses can be wide. Of 
course, we must determine how much of a cyclical hit to revenue the business could experience because 
of the Covid-19 situation, but we also have to consider how the crisis could impact sales longer term. We 
assess the operating leverage in the business to determine how margins could be impacted and consider 
investment needs, both on the capex side and on the working capital side, to estimate the free cash flow 
generation profile of the business through the cycle. This would need to factor-in any one-off and 
restructuring expenses. The balance sheet is also critical, since we need to trust that the company can 
survive the downturn. For that, we consider the amount of financial leverage the business carries relative 
to its through-cycle cash generation profile, as well as the overall structure of the debt (covenants, 
maturities, etc.) and what sources of alternative funding may be accessible. We want to see that 
management has recognized the severity of the crisis and is taking steps to shore up its finances and lower 
the breakeven point of the business. We also want to understand how management will protect shareholder 
interests in the event of a takeover attempt at discounted prices. As discussed, the ownership structure 
plays an important role in this. Most importantly (and the most difficult part given how new and unique this 
crisis is), we need to think about the many ways the operating conditions of the business could be 
structurally impacted by the crisis, and how that will affect its normalized economics. This includes such 
things as increased regulatory intervention (along with likely tax increases to finance pending rescue 
packages), lower barriers to entry, shifts in consumer habits and preferences, possible substitution effects, 
and consolidation or other changes in the balance of power throughout the value chain. We also try to 
evaluate the potential for irrational competitive and pricing dynamics, on-shoring of supply and production, 
the rollout of new operating and management models (either on the distribution or supply side, such as 
zero-stock policies), reconfigurations of business sites (factories, stores, warehouses and distribution 
centers, head offices, and home offices, etc.), and the introduction of new systems and processes. Going 
forward, we will also need to be wary of companies attempting to hide management shortcomings or 
structural business flaws under the excuse of headwinds caused by the Covid-19 crisis.    

Through the market correction  

Based on these revised assessments, we waited to purchase some of these stocks. As prices fell below 
our discount to fair value threshold (even for short periods of time), we took advantage of the volatility to 
establish new positions. The opportunity was made even more compelling given that our cash was held in 
dollars, thus giving us a currency advantage in purchasing of many international securities. 

The purchases reduced our cash exposure from a high of 46% to 30% by March 31, which means we 
deployed 16% of the Fund’s assets over the course of three weeks of trading days. It also caused our 
number of holdings to increase materially as many stocks crossed the valuation threshold at the same time. 
However, few stock prices stayed depressed long enough for us to establish large positions, which has 
made the portfolio more diversified than it’s typically been. Unsurprisingly given our investment criteria and 
focus on quality, we found opportunities among businesses whose fundamentals we believe are strong, 
companies with robust balance sheets, and management teams that have the ability to handle the shock 
operationally, as well as the financial acumen to manage through a crisis and take advantage of it.  

Among the new purchases we made were shares of ALS Ltd., Babcock International Group, 
Electrocomponents plc., Koninklijke Philips NV, Reckitt Benckiser Group, and Valmet (each 
accounting for at least 2% of the Fund’s assets at quarter-end). Based in Australia, ALS is a leading testing, 
inspection, and certification company and a former holding of the Fund. Babcock, Electrocomponents, and 
Reckitt are all based in the UK. Babcock is a leading provider of engineering services to the British Ministry 
of Defense. Electrocomponents is a leading distributor of industrial and electronic products and solutions, 
primarily online. Reckitt is a global manufacturer and distributor of branded hygiene, heath, and nutrition 
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products. Based in the Netherlands, Philips operates a group of businesses focused on personal care and 
healthcare technologies. Based in Finland, Valmet is the leading global developer and supplier of 
technologies, automation and services for the pulp, paper and energy industries. 

In the end, while the level of portfolio activity was higher in the first quarter, we stuck to what we have 
always done as investors, in good times and in bad times. In the long run, this is the only way we know how 
to seek to generate superior returns for shareholders, so we continue to implement that same discipline 
with consistency and diligence as these dramatic events unfold and seemingly disrupt many of the 
businesses models and investment frameworks that had effectively been taken for granted up to now. 

 

Portfolio profile 

Net of the aforementioned transactions, the Fund held 37 disclosed positions at the end of the period, which 
is its highest number since its inception. We would note that several of the Fund’s holdings are similar in 
nature, including Compass and Sodexo (both Europe-based leading providers of catering services), CRH 
and Compagnie de Saint Gobain (both Europe-based manufacturers of building products), Fielmann and 
GrandVision (both Europe-based optical retailers), and PageGroup and Randstad (both Europe-based 
leading providers of recruitment services). The top 10 positions accounted for close to 30% of the Fund’s 
total assets, and 50% of the invested portion. The top five holdings accounted for more than 15% of assets 
but less than 25% of the invested portion. Ultimately, this is the most diversified portfolio we have ever 
owned and that’s a function of the unique market environment we faced in the first few weeks of March.  

As mentioned above, the Covid-19 situation may have triggered the most profound and far-reaching crisis 
in modern history. Despite our focus on businesses whose long-term fundamentals we think we can still 
reasonably analyze through the crisis and for which we are able to make some estimates of intrinsic value, 
we need to acknowledge that these assessments are more likely to be proven wrong than perhaps at any 
time before in our investment careers. At the moment, our focus is predominantly on “buying balance sheets 
and management teams” rather than forecasted profits and free cash flows (these we’ll typically sell). With 
that, while we believe that the weighted average discount to fair value of the Fund’s holdings could be 
estimated at close to 40% at the end of the first quarter, and as such one of the Fund’s highest since its 
inception, we would caution that this can only be viewed as an indication of the obvious: prices have come 
down lately.10 The challenge, of course, is to assess whether that makes suitable stocks cheap, and if so, 
how cheap. 

The Fund’s holdings has a median capitalization size was about $10 billion, and the weighted average was 
about $47 billion at the end of the period. 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 less than $200 million to more than $400 billion. That’s generally been the case 
since the Fund’s inception, and holdings across that market capitalization spectrum have produced positive 
returns for the Fund over time. 

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, roughly 40% of total assets 
were invested in companies domiciled in Europe (ex-UK). The Fund’s exposure to the UK stood at 20% of 
total assets. Emerging markets accounted for 8%, and Australia for 2% of total assets. We still had no direct 
exposure to Japan. In a telling case of the ineffectiveness of aggressive monetary and fiscal policies, Japan 
has achieved very little economic growth despite seven years of stimulus initiatives intended to revive 
demand and inflation (as we predicted in 2013). 

10 Weighted average discount to fair value refers to the weighted average discount to fair value of all securities in the Fund based on 
fundamental internal research fair value estimates (versus the discount to its actual market value). 
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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, discretionary and staples together accounted for the Fund’s largest exposure with 22% of total 
assets. The Fund’s second largest was to technology and communications, which accounted for 20% of 
total assets. The Fund also had meaningful exposure to industrials, which accounted for 19% of total assets. 
Healthcare accounted for 5%. We had 1% invested in financials, which reflected our 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.11  

While we try to provide some perspective 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, provides recruitment 
services, yet it is classified as industrial. In our view, GICS’s sector definitions are too broad to provide a 
meaningful picture of our underlying exposure.  

More fundamentally, we think the Fund is now exposed to a broader group of sectors, geographies, and 
end markets than ever before. We also believe many of the Fund’s holdings have particular secular 
dynamics that help make them more predictable and better-suited to work through 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 further market dislocation.  

Most importantly, as we look around the market, we see significant risk that the recent declines in share 
prices will lead to further misallocation of capital. Some stocks may look even more attractive now than they 
did three months ago based on backward looking free cash flow yields, or enterprise value to earnings and 
price to book multiples (and that it could be seen as a compelling opportunity for existing owners to add to 
their positions). However, buying based on these valuation metrics alone runs the risk of overlooking 
possible pre-existing structural issues with the business, the potential long-lasting effects of the Covid-19 
crisis, or crisis-related balance sheet risks in the short- to mid-term. Those risks could compound to create 
unsolvable problems for some businesses. This includes some of the businesses across the auto industry, 
brick and mortar retail, energy, and financial services. In reality, there might still be significant room for 
further declines in the value of these businesses. In fact, in certain cases, the range of possible outcomes 
is so wide at this stage that it may be impossible to estimate intrinsic value. Deep-value investors, who only 
look for the statistically cheapest stocks, are particularly exposed. As we explained in past commentaries, 
our approach is different because we will only invest in businesses that we can appraise with a primary 
focus on quality (of business, management, and balance sheet). While valuation is ultimately paramount to 
every investment decision we make, it is only one of our selection criteria. As such, we believe our discipline 
generally prevents us from getting exposure to these potential value traps.  

 

Investment prospects 

Many more discussions will be needed after the second, and quite possibly the third quarter to address the 
many consequences of the Covid-19 situation, once its extensive impact becomes more evident (in 
particular by companies’ quarterly reports for these periods). However, it would be rather difficult at this 
point to formulate and share our view of future investment prospects without incorporating some thoughts 
on the Covid-19 situation. We need to review what has transpired so far because of the coronavirus 
outbreak (however difficult that may be) and more importantly, we should formulate some preliminary 
assessment of what these unfolding events could mean for the world economy, capital markets, and for us 
as investment managers. 

11 Sector classification scheme reflects GICS (Global Industry Classification Standard). 
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With that in mind, we would refer shareholders to the separate Covid-19 section of our commentary which 
is also available on the FPA website at www.fpa.com, and upon request to the FPA Client Service 
department. Please contact us at crm@fpa.com. 

Ultimately, our process has been proven over prolonged periods and across previous economic cycles and 
market downturns, not only by ourselves but also by like-minded investors. In fact, it is an important part of 
what makes it so compelling. So, no matter what environment the world throws at us, we will continue to 
put our time and effort into finding and focusing on true value opportunities. With our broad mandate, and 
by consistently applying our investment philosophy and research process, we think we will be able to 
identify those opportunities, and ultimately deliver long-term returns, while minimizing the risk of permanent 
losses. We will stay focused on high-quality companies with strong, sustainable fundamentals that 
command pricing power, compelling prospects to build shareholder value in the long run, and 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, and of deploying capital in a way that creates value 
over time. Lastly, we will only put capital at risk when we think we can buy those stocks at significant 
discounts to their estimated intrinsic values. 

 

Phaeacian Partners 

On a separate note, we were pleased to announce on Feb. 13, 2020 that, in partnership with Polar Capital 
Holdings plc (“Polar”), we have reached an agreement to acquire the International Value and World Value 
Strategies (collectively, “Strategies”) from FPA and to lift-out the team of six professionals that supports 
these strategies.  

The objective of the proposed structure (discussed in further detail below) is to “square the circle” of what 
we believe can make a successful investment manager. We believe the deal creates the proper alignment 
of interests and thus fosters collaboration of the three parties involved to deliver a timely transition while 
ensuring continuity of execution and shielding both our shareholders and our research team from 
disruptions.  

In the long run, we believe a single-purpose entity (one team, one philosophy, one process) that is 
independent and employee-owned is the model most conducive to success for talented investment 
professionals. The challenge, however, is that managers also face an institutional imperative to offer gold-
standard operational support across the board. Providing that has become costly and requires institutional 
heft, especially after years of increased regulatory requirements.  

The transaction contemplates that the FPA Funds we manage will be reorganized into a new U.S. series 
trust and renamed the Phaeacian Funds. The transaction is subject to all required regulatory, FPA Fund 
Board and FPA Fund shareholder approvals. The team will establish a joint venture with Polar named 
Phaeacian Partners, with myself and Greg Herr as general partners. Polar will provide operational support 
and distribution capabilities in multiple jurisdictions to help the Strategies’ growth thus allowing the team to 
remain focused on seeking to generate positive long-term returns. Polar will also deliver to FPA, from 
Polar’s own interest in the venture, a share of the business’ revenues over a multi-year period. The 
expectation is that the transaction will be completed in the third or fourth quarter of this year. 

While the right structure is important, finding the right partner is also critical. I met Polar’s CEO Gavin 
Rochussen back in 2011 when I was looking to start the business, and I have known him for nearly a 
decade. We know many of the managers at Polar and at the firm Gavin previously led. We have had many 
interactions with some of Polar’s owners and board members, and with many of the professionals who run 
the group’s operations. Based in the UK, Polar was founded almost 20 years ago by investment managers. 
It currently manages $15 billion across 26 strategies and 13 investment teams, with offices in several 
countries. The group is publicly listed on the London Stock Exchange and carries significant net cash on 
its balance sheet. Its operations include large compliance and IT departments and 24/7 trading. Polar also 
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has values that resonate with us. The firm is a return-focused active manager with a collegiate and 
meritocratic culture.  

As such, we couldn’t be more pleased with this arrangement, and we believe everybody on the team is 
excited about this new chapter of their investment careers. While the transaction required countless hours 
of detailed structuring work over many months, we are proud not only of the outcome, but also of the fact 
that we didn’t let it interfere with our investment work or negatively impact performance. 

Lastly, I want to acknowledge that everyone on the team is working tirelessly in this challenging time, as 
they always have, and we thank them for their continued dedication and efforts. Everything they have been 
doing in the background for years is what is providing us with critical insight into today’s markets, and 
helping us navigate these difficult waters with stoicism and effectiveness. We were always quietly hard at 
work, and that is what we continue to do. Keep calm, but carry on. 

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 
 

March 31, 2020 
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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.   

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. 

Top Five Contributors (Contribution %, Weight %) (For the quarter-end 03/31/2020): Grandvision (0.40%, 1.6%); 

Phillips (0.32%, 2.2%); Britvic (0.28%, 1.5%); Ubisoft Entertainment (0.26%, 3.0%); ALS (0.23%, 2.1%) 

Bottom Five Detractors (Contribution %, Weight %) (For the quarter-end 03/31/2020): AIB Group (-1.63%, 0.9%); 

Dignity (-1.62%, 1.5%); Ryanair Holdings (-1.47%, 0.00%); ISS (-1.30%, 3.1%); Ambev (-1.27%, 1.4%) 

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.   

In making any investment decision, you must rely on your own examination of the Fund, including the risks involved in 
an investment. Investments mentioned herein may not be suitable for all recipients and in each case, potential investors 
are advised not to make any investment decision unless they have taken independent advice from an appropriately 
authorized advisor. An investment in any security mentioned herein does not guarantee a positive return as securities 
are subject to market risks, including the potential loss of principal. You should not construe the contents of this 
document as legal, tax, investment or other advice or recommendations. 

Index Definitions  
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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 Fund does not include 
outperformance of any index in its investment objectives. 

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 
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.  

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 will 
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 excess 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

3/31/2020

TICKER PRINCIPAL/

SHARES

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

AIBG ID 1,915,324 AIB GROUP PLC* 1.11 2,123,762 0.9%

ALC SW 115,946 ALCON INC* 51.23 5,939,998 2.6%

ALQ AU 1,377,450 ALS LTD* 3.49 4,801,223 2.1%

ABEV3 BZ 1,426,999 AMBEV SA* 2.29 3,273,576 1.4%

ASML NA 12,507 ASML HOLDING NV* 263.61 3,297,027 1.4%

BAB LN 1,352,595 BABCOCK INTL GROUP PLC* 4.72 6,383,576 2.8%

BVIC LN 406,121 BRITVIC PLC* 8.67 3,519,778 1.5%

CAP FP 81,819 CAPGEMINI SE* 83.56 6,836,982 3.0%

SGO FP 161,471 COMPAGNIE DE SAINT GOBAIN* 24.00 3,874,565 1.7%

CPG LN 244,280 COMPASS GROUP PLC* 15.58 3,805,908 1.6%

CRH ID 127,678 CRH PLC* 27.04 3,452,789 1.5%

DTY LN 1,030,438 DIGNITY PLC* 3.48 3,582,880 1.5%

ECM LN 989,229 ELECTROCOMPONENTS PLC* 6.37 6,298,096 2.7%

EL FP 32,660 ESSILORLUXOTTICA* 105.87 3,457,866 1.5%

FIE GY 42,714 FIELMANN AG* 58.21 2,486,384 1.1%

GVNV NA 135,270 GRANDVISION NV* 27.34 3,698,238 1.6%

HEN GY 47,670 HENKEL AG & CO KGAA* 73.46 3,501,735 1.5%

ISS DC 522,220 ISS A/S* 13.68 7,144,236 3.1%

DSM NA 21,457 KONINKLIJKE DSM NV* 112.49 2,413,671 1.0%

PHIA NA 124,230 KONINKLIJKE PHILIPS NV* 41.06 5,100,556 2.2%

OR FP 9,154 L'OREAL* 258.81 2,369,152 1.0%

035420 KS 32,459 NAVER CORP* 139.03 4,512,918 2.0%

NESN SW 22,230 NESTLE SA-REG* 102.37 2,275,636 1.0%

OTHER COMMON STOCK (LONG) 7,965,355 3.4%

PAGE LN 1,129,843 PAGEGROUP PLC* 4.49 5,072,494 2.2%

RAND NA 46,448 RANDSTAD NV* 35.29 1,639,239 0.7%

RB/ LN 70,500 RECKITT BENCKISER GROUP PLC* 76.18 5,370,378 2.3%

REL LN 152,960 RELX PLC* 21.34 3,264,537 1.4%

SAP GY 29,340 SAP SE* 111.65 3,275,750 1.4%

SW FP 51,042 SODEXO SA* 67.16 3,427,734 1.5%

SAX GY 77,166 STROEER SE & CO KGAA* 51.38 3,965,166 1.7%

SUN SW 38,403 SULZER AG-REG* 62.25 2,390,707 1.0%

SUMO LN 1,559,001 SUMO GROUP PLC* 1.93 3,002,064 1.3%

700 HK 148,941 TENCENT HOLDINGS LTD* 49.43 7,361,795 3.2%

UBI FP 96,025 UBISOFT ENTERTAINMENT* 73.09 7,018,561 3.0%

ULVR LN 70,771 UNILEVER PLC* 50.43 3,568,995 1.5%

VALMT FH 360,800 VALMET OYJ* 19.41 7,004,268 3.0%

FAN LN 1,227,378 VOLUTION GROUP PLC* 1.94 2,385,884 1.0%

160,863,480 69.6%

TOTAL INVESTMENT SECURITIES 160,863,480 69.6%

70,976,000 STATE STREET BANK/FICC REPO 0.000 04/01/2020 70,976,000 30.7%

70,976,000 30.7%

CASH & EQUIVALENTS (634,345) -0.3%

70,341,655 30.4%

TOTAL NET ASSETS 231,205,135 100.0%

NUMBER OF LONG EQUITY POSITIONS 37

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

3/31/2020

Portfolio Holding Disclosures

You should consider the FPA International Value Fund's ("Fund") 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. 

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.

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. 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 tomay 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, and the Fund's performance may be volatile. As a result, an investor could lose all or a substantial amount of its investment.

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

3/31/2020

TICKER PRINCIPAL/

SHARES

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

AIBG ID 1,915,324 AIB GROUP PLC* 1.11 2,123,762 0.9%

ALC SW 115,946 ALCON INC* 51.23 5,939,998 2.6%

ALQ AU 1,377,450 ALS LTD* 3.49 4,801,223 2.1%

ABEV3 BZ 1,426,999 AMBEV SA* 2.29 3,273,576 1.4%

ASML NA 12,507 ASML HOLDING NV* 263.61 3,297,027 1.4%

BAB LN 1,352,595 BABCOCK INTL GROUP PLC* 4.72 6,383,576 2.8%

BVIC LN 406,121 BRITVIC PLC* 8.67 3,519,778 1.5%

CAP FP 81,819 CAPGEMINI SE* 83.56 6,836,982 3.0%

SGO FP 161,471 COMPAGNIE DE SAINT GOBAIN* 24.00 3,874,565 1.7%

CPG LN 244,280 COMPASS GROUP PLC* 15.58 3,805,908 1.6%

CRH ID 127,678 CRH PLC* 27.04 3,452,789 1.5%

DTY LN 1,030,438 DIGNITY PLC* 3.48 3,582,880 1.5%

ECM LN 989,229 ELECTROCOMPONENTS PLC* 6.37 6,298,096 2.7%

EL FP 32,660 ESSILORLUXOTTICA* 105.87 3,457,866 1.5%

FIE GY 42,714 FIELMANN AG* 58.21 2,486,384 1.1%

GVNV NA 135,270 GRANDVISION NV* 27.34 3,698,238 1.6%

HEN GY 47,670 HENKEL AG & CO KGAA* 73.46 3,501,735 1.5%

ISS DC 522,220 ISS A/S* 13.68 7,144,236 3.1%

DSM NA 21,457 KONINKLIJKE DSM NV* 112.49 2,413,671 1.0%

PHIA NA 124,230 KONINKLIJKE PHILIPS NV* 41.06 5,100,556 2.2%

OR FP 9,154 L'OREAL* 258.81 2,369,152 1.0%

035420 KS 32,459 NAVER CORP* 139.03 4,512,918 2.0%

NESN SW 22,230 NESTLE SA-REG* 102.37 2,275,636 1.0%

OTHER COMMON STOCK (LONG) 7,965,355 3.4%

PAGE LN 1,129,843 PAGEGROUP PLC* 4.49 5,072,494 2.2%

RAND NA 46,448 RANDSTAD NV* 35.29 1,639,239 0.7%

RB/ LN 70,500 RECKITT BENCKISER GROUP PLC* 76.18 5,370,378 2.3%

REL LN 152,960 RELX PLC* 21.34 3,264,537 1.4%

SAP GY 29,340 SAP SE* 111.65 3,275,750 1.4%

SW FP 51,042 SODEXO SA* 67.16 3,427,734 1.5%

SAX GY 77,166 STROEER SE & CO KGAA* 51.38 3,965,166 1.7%

SUN SW 38,403 SULZER AG-REG* 62.25 2,390,707 1.0%

SUMO LN 1,559,001 SUMO GROUP PLC* 1.93 3,002,064 1.3%

700 HK 148,941 TENCENT HOLDINGS LTD* 49.43 7,361,795 3.2%

UBI FP 96,025 UBISOFT ENTERTAINMENT* 73.09 7,018,561 3.0%

ULVR LN 70,771 UNILEVER PLC* 50.43 3,568,995 1.5%

VALMT FH 360,800 VALMET OYJ* 19.41 7,004,268 3.0%

FAN LN 1,227,378 VOLUTION GROUP PLC* 1.94 2,385,884 1.0%

160,863,480 69.6%

TOTAL INVESTMENT SECURITIES 160,863,480 69.6%

70,976,000 STATE STREET BANK/FICC REPO 0.000 04/01/2020 70,976,000 30.7%

70,976,000 30.7%

CASH & EQUIVALENTS (634,345) -0.3%

70,341,655 30.4%

TOTAL NET ASSETS 231,205,135 100.0%

NUMBER OF LONG EQUITY POSITIONS 37

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

3/31/2020

Portfolio Holding Disclosures

You should consider the FPA International Value Fund's ("Fund") 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. 

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.

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. 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 tomay 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, and the Fund's performance may be volatile. As a result, an investor could lose all or a substantial amount of its investment.

The Fund is distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 53212.
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“The tide that bore us along was then all the while moving to this grand Niagara…” 

                 Henry James, August 1914  

Dear Fellow Shareholders, 

When it comes to the Covid-19 situation, our general long-term value bias would have us lean toward the 
simple statement that this crisis is temporary and that we will get through this. There is no question that we 
will. As we like to say: “life continues to happen to people.” However, it is equally in the natural order of 
things that life is never quite the same from one day to the next, and certain events are more impactful than 
others, sometimes particularly so. We recognize that some of our shareholders may believe this is true of 
the Covid-19 crisis, and thus expect more from us than a “reversion to the past” type of comment on the 
issue. We also believe that regardless of the magnitude of the long-term impact, these are exceptional 
times that are likely to be of historical relevance. It is reasonable to expect that they will have some long-
lasting effects on businesses, and those will need to be part of our thinking going forward as fundamental 
investors. While we have few answers at this point, we are happy to share our thinking on some of the 
potential risks and prospects.  

We would also highlight that we commented on how we think about what the situation could mean for 
businesses across the board in the Portfolio Activity section (paragraph six) of our fourth quarter 2020 
commentary (“Thinking through what it means for businesses”). We would refer shareholders to this 
commentary which is also available on the FPA website at www.fpa.com, and upon request to the FPA 
Client Service department. Please contact us at crm@fpa.com. The challenge of course is that there is no 
way to tell how far-reaching the impact of the Covid-19 situation could be for businesses. In a few years 
from now, we may even look back at the unfolding events as that technology-driven paradigm shift some 
economists have been expecting for decades. 

Origins and supply side  

Earlier this year, the world discovered a new flu-like virus that could pass between people and live on 
surfaces and fabrics for sustained periods of time, whose symptoms could require prolonged 
hospitalization, and in certain cases could prove deadly. The virus outbreak originally emerged in the city 
of Wuhan, China, one of the country’s leading transport and manufacturing hubs. In an attempt to limit the 
progression of the virus, the Chinese government decided to enforce a broad shut down of businesses, first 
locally, then nationally. The immediate impact the shutdown had beyond Chinese borders highlighted the 
world’s dependency on China for a broad range of products, materials, parts, and manufacturing services, 
and raised the question of the adequacy and sustainably of such a supply chain infrastructure. Given the 
totalitarian nature of the Chinese political regime and the recent trade wars, many corporations (as 
highlighted in past commentaries) were already in the process of looking for sourcing and manufacturing 
alternatives to China. The new corona-virus will likely accelerate this trend with further relocation to other 
low-cost countries, as well as possibly more on-shoring and local production. This has the potential to 
impact operating expenses, working capital dynamics, and the capex plans of many businesses around the 
world.  

When China will falter 

The shutdown created a challenging situation for China, which was already experiencing a significant 
slowdown in growth and experimenting with unsustainable levels of debt (as we pointed out in the past). 
Even if China is returning to work (as the Chinese People’s Party inevitably mandated), a full ramp-up will 
take time, and when the country returns to normal, a second shock is likely to hit the economy as demand 
from the West for Chinese products has evaporated as a result of their own lockdowns (not to mention the 
risk of another wave of infections). Many businesses in China are still in “growth mode,” often with weak 
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levels of profitability (if any) and cash generation, while balance sheets are generally stretched. It is also 
our understanding that authorities are generally limiting restructuring initiatives as well as making it difficult 
for firms to lay-off personnel or reduce wages. This could become China’s Chernobyl moment. The country 
has been an engine of growth for countless businesses around the world for over a decade, so a contraction 
in Chinese consumption (let alone a broader re-basing and re-calibration of its economy) could materially 
impact the world’s economy. Furthermore, given what has transpired, it is hard to imagine that the global 
business community would return to business-as-usual with China (especially if the Chinese government 
was found to be responsible for the outbreak, or even worse, that it was not inadvertent). When faced with 
such a paradigm shift and such pressure, it is difficult to predict how a political regime of this nature could 
respond (although history provides some compelling indications), and it is possible that China’s actions 
could have a far-reaching impact on business dynamics, as well as serious geo-political consequences.  

The confinement crisis    

Predictably given globalization, the virus quickly found its way to Italy, whose industrial northern region is 
tightly connected to China, and then spread to the rest of Europe, the United States, and most of the rest 
of the world. After years of misallocation of capital toward inspiring, yet wasteful grand purposes, many 
western countries were confronted with their inability to flex their healthcare systems (unlike their internet 
networks and home delivery capabilities), as treating Covid-19 patients required large amounts of medical 
staff, beds, ventilators, and other medical equipment and consumables. In an effort to slow the spread of 
the virus, manage the pressure on hospitals, and possibly save lives, governments generally chose to shut 
down most economic activities.  

Beyond the immediate broad-based demand impact on the economy, it is possible that this experience will 
durably re-shape many consumer habits and preferences in ways that would force the re-organization of 
many value chains (from supply to distribution), raise risks of substitution, and cause a shift in competitive 
dynamics. As we commented in our quarterly commentary, the way to do business is likely to be structurally 
different in many ways for a prolonged period of time, even after confinement measures are lifted. By taking 
such drastic measures, governments may have also created new de facto standards (as the terrorist attacks 
on Sept. 11, 2001 did) for how most businesses will have to operate going forward. Another whole new 
world of compliance and surveillance is likely to take shape as a result. While it is still very difficult at this 
point to know how things will change, we think it is reasonable to expect that businesses will generally face 
rising costs while revenues will contract and possibly remain under pressure for some time. 

The hard fact of the Covid-19 crisis is that by choosing wide-spread confinement, governments cut off 
revenues for tens of thousands of companies overnight (and income for the majority of workers, whose jobs 
cannot be done from home). Such an immediate wide-spread exogenous shock on businesses likely 
triggered one of the biggest economic recessions in modern times. In the months that follow, it would be 
reasonable to expect many businesses to close permanently and unemployment to rise to as much as 25 
to 35 million in the United States alone, thus erasing most of the job gains of the past decade (just as 
household debt had reached new highs). 1  From there, the many dominos of an economic cycle 
(unemployment, wage losses, mortgage and other debt default, business closures, bankruptcies, etc.) 
could naturally fall. The contraction might be further aggravated by the fact that Covid-19 was arguably akin 
to a “force majeure,” and corporations could choose to hunker down, withhold various payments (such as 
rent), and leave it to the legal system to sort things out (which could end up weakening the fundamental 
principles of contract law in the process). 

The “whatever it takes” bail-out    

As this reality started to sink in, it caused financial panic across capital markets. In response, governments 
felt they had no choice but to release innumerable amounts of newly printed money into the economy. This 
was perhaps predictable given past behavior, as it came amid the aggressive monetary and fiscal policies 

1 For instance, according to the Fed, U.S. credit card debt had reached new highs of $930 billion by the end of last year. More 
generally, U.S. household debt had reached $14 trillion by the end of 2019.  
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we warned about in our fourth quarter 2019 commentary (and several other times since the 2008 financial 
crisis). It also follows the same inconsequential approach that has defined most governments’ response to 
the crisis. No state initiative can be free of its consequences. Rather, much like an investment decision, it 
should be the residual output of a well-thought-out cost-benefit analysis based on the best data that be 
gathered within the time constraint of the decision.  

In the United States, the Federal Reserve Bank lowered interest rates,2 started buying government-type 
securities,3 and rolled out several initiatives to facilitate lending.4 Its long-established independence was 
soon terminated as it effectively merged5 with the Treasury Department to engage in the purchasing of a 
broad range of commercial assets, some potentially worthless (non-investment grade or “junk” bonds) and 
most notably, direct exposure to corporations (corporate debt for now, and possibly equity “if needed”).6 At 
the same time, the low rates and associated initiatives unleashed significant increases in lending across 
the board.7  

Additionally, authorities have rolled out many big-ticket stimulus plans. The U.S. government rolled out its 
largest rescue initiative ever.8 However, a closer look revealed that many of the plan’s attributions had little 
to do with the Covid-19 crisis, that for the most part it didn’t address actual needs triggered by the crisis,9 
and that much of the money would actually be directed to the government itself.10 The built-in extension of 
the welfare state doesn’t seem to factor-in the possible length of the crisis given its implied long-term costs. 
We believe the planned initiatives will channel hundreds of billions of dollars to often poorly managed, 
financially unsound, over-leveraged corporations with questionable business models that behaved 
recklessly in good times.11 For the most part, it appears to be directed at larger corporations, and less 
toward small and medium enterprises that are more likely to be severely impacted by the crisis and that are 
critical to the country’s economic fabric. Understandably, a sizeable portion of the money is also directed 
at immediate consumption rather than investment needs. As such, however, these stimulus plans are 
unlikely to produce growth or create long-term value.  

Most central banks, governments, and trans-national organizations around the world adopted similar plans, 
sometimes even more aggressive in nature than the U.S. response.  

2 The Fed originally cut its target for federal funds by 50 basis points to 1-1.25% on March 3, 2020. Only two-weeks later, on March 
15, it cut it by another 1.5% to 0-0.25%, and provided forward guidance of continued low-rate policies.  
3 Subsequently, on March 15, 2020, the Fed said it would buy at least $500 billion in U.S. treasury securities and $200 billion in 
government-guaranteed mortgage-backed securities. But on March 23, 2020, it made the purchases open-ended. It also expanded 
purchases to include commercial mortgage-backed securities and issued forward guidance to reassure markets it could buy more. 
4 The Fed also expanded its repurchase agreement programs from $100 billion to $1 trillion overnight, including $500 billion in one-
month, and $500 billion in three-months. It also expanded its discount window from overnight to 90 days, relaxed regulatory and 
liquidity buffers for banks, and extended international swap lines.  
5 Governments paying for budget spending with loans from their own central banks, implying the alignment or consolidation of both, 
is known as monetary financing and had been considered by many economists as a disastrous Rubicon (or “Roach motel” by others).  
6 The Fed established two new facilities to support corporations. One to buy new bond issuances and provide loans. The other to 
purchase corporate bonds and exchange traded funds investing in investment-grade corporate bonds. From $100 billion initially, the 
program was quickly extended to $750 billion. It also restarted the crisis-era Term Asset-backed Loan Facility (TALF) to lend to 
households, starting with new credit of $100 billion. Furthermore, as part of the Coronavirus Aid Relief and Economic Security 
(CARES) act, the Fed will receive $500 billion that it can leverage 10 to 1 to purchase investment-grade bonds and 7 to 1 to purchase 
junk bonds. That could mean as much as $5 trillion in additional securities purchases. 
7 In March, Bloomberg estimated based on company filings that if leading firms within five industries likely to be impacted by the Covid-
19 crisis and the oil-price slump (health care, energy, transportation, leisure and mining) were to draw as much as 70% of their 
available credit, they would extract a total of about $700 billion from the six U.S. biggest banks.  
8 On March 27, 2020, a new CARES (Coronavirus Aid, Relief, and Economic Security) Act was adopted by Congress that will inject 
more than $2 trillion into the economy in response to the Covid-19 crisis. 
9 Some intriguing parts of the CARES Act include $75 million for the National Foundation on the Arts and Humanities, $60 million for 
NASA, $25 million for the Kennedy Center, $8 million for the National Archives, $7 million for wildfire management, $3 million for the 
Forest Service, $500,000 for a Utah water project, and $78,000 for the Institute of American Indian and Alaska Native Culture and 
Arts Development. 
10 Various analyses reveal that likely in excess of $600 billion will go to various government entities and existing public initiatives. 
11 For instance, power plant operator Longview Power, which is backed by private equity giant KKR, filed for bankruptcy protection. It 
plans to use loans from the recent government stimulus package to meet payroll.  
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The end of managed capitalism and free capital markets    

It is difficult to see the merits of such a risk mutualization scheme in this situation. For one, most economic 
actors have not been savers over the years, so they are not in a position to redistribute excess earnings. 
Second, the shock applies to virtually all activities, thus re-distributing it across the broader economy makes 
equally little sense. Yet these actions are likely to carry significant costs. Government budget deficits are 
set to rise to levels not seen since the 1930s,12 and sovereign leverage is set to increase to war-time (or 
even unprecedented) levels.13 The timing of this is unfortunate, as governments were still trying to work 
through the impact of the 2008 financial crisis, and baby boomers are calling-in retirement benefits (turning 
off-balance liabilities into cash losses). The combination of lower rates and sharp reductions in asset prices 
will cause pension deficits to shoot up and push plan managers to seek higher returns from risky equities 
at a particularly dangerous time. 14  Similarly, low-rates can create challenging situations for financial 
institutions such as banks and insurance companies.  

Most importantly, what governments are doing with these measures is in effect nationalizing large swathes 
of the economy and the financial markets. There is arguably little difference between forcibly taking over a 
company’s means of production, and printing money to acquire its sources of capital. They are eliminating 
risks for holders and managers of assets, thus rewarding and incentivizing misallocation of capital and 
value-destroying behaviors. Because every economic situation is two-sided by nature, they are also 
arbitrarily picking winners and losers and institutionalizing crony capitalism. The need to involve commercial 
partners in the implementation of such large-scale initiatives is producing striking conflicts of interests. 
Lastly, they’re ridding the economy of essential cleansing and redistribution mechanisms, reducing 
competition in favor of monopoly-like businesses and zombie companies, and allowing legacy owners of 
capital to enjoy a feudal-like position. Said otherwise, they have potentially created a whole new system 
that more closely resembles the state-owned economy of former soviet regimes than the managed 
economy model that has been in place in most developed economies for the past 30 years or so (in the 
post-capitalist era). In addition, they most likely permanently altered the very nature of capital markets by 
removing both risk and accurate price discovery. In such markets, one could argue that front running the 
government and its central bank effectively becomes the only viable investment strategy (spoiler: we cannot 
do this).   

The making of a possible value trap  

Nonetheless, these actions (along with protracted short-selling bans) were well-received by many market 
participants, at least in part because we believe they created an opportunity to lure unsophisticated 
investors and institutional players (such as pension funds) into risky assets (often on margin) as they 
desperately reach for yield regardless of the dangers. For companies and Wall Street firms, it also provided 
an opportunity to complete a wide range of primary equity raising transactions. However, the subsequent 
rise in equity prices risks turning the market into a vast value trap. This happens when securities appear 
inexpensive based on expectations of future free cash flows that are well-ahead of what the underlying 
businesses can deliver, or when the cost of capital baked into the price of these securities doesn’t 
adequately reflect the underlying long-term business and financial risks they face (including inflation).  

The Covid-19 crisis was sudden and only impacted financial results in the later part of the quarter. This is 
making it difficult for investors to get a full picture of the impact and to rethink their expectations accordingly. 

12 On-going government intervention and the breadth of stimulus measures make it difficult to estimate the impact of the crisis on the 
U.S. federal deficit (which will also be driven by the magnitude of the economic downturn obviously). However, based on figures from 
the Congressional Budget Office or CBO, we estimate that it is likely to rise to the 15 to 20% range (of Gross Domestic Product of 
GDP), and possibly higher. This would make it the highest level outside of war time since the 1930s (and significantly higher than 
during the Great Recession). 
13 Similarly, based on figures from the CBO, we would expect the U.S. federal debt held by the public to rise to 130% or higher. To 
put this in perspective, this would exceed the record levels reached in the country after World War II. 
14 Pension funds re-allocated $160 billion to equities as the Fed lowered rates aggressively in March 2020. The level of rebalancing 
reached well north of $200 billion, compared to roughly $80 billion in the 2008 financial crisis. They will also have to decide whether 
to allocate more capital toward some of their private equity investments (and other alternative investments) or let them fail.  
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We will have to wait for second- and third-quarter earnings reports, which could be released as late as mid-
October, to start getting a sense of the short-term impact of the crisis. It may take many more quarters to 
better understand its long-term implications. Given legal sensitivities around disclosure, corporations are 
careful not to share any early analyses or provide indications of what they expect to happen. However, it is 
clear to us that the crisis will put material downward pressure on the results of most companies going 
forward. The recession is likely to be severe. There is also no telling how people will behave coming out of 
confinement, and unlike with hurricane and other natural disasters, there will be no roofs to re-shingle to 
help with the recovery. As ambitious as the rescue initiatives may be (even with - as crazy as it sounds - 
the use of high levels of financial leverage to augment their effects), it is also quite possible that they may 
not suffice, and the political consensus that made the CARES act possible may deteriorate (we have 
already seen that in the case of the small business loan program). Governments would need to insert 
themselves even more into the fabric of the economy to hope to offset the impact of the crisis, and that 
would require staggering amounts of capital. At the end of last year, our attention was called to an 
International Monetary Fund report indicating that in a material economic slowdown scenario that’s half as 
severe as the financial crisis (Covid-19 likely more than qualifies), corporate debt-at-risk (debt owed by 
firms that are unable to cover their interest expenses with earnings) could rise to $19 trillion, so quite a long 
way to go. Another way to look at it is to consider that covering the total expenditures in payroll, interest 
expenses and rents of large U.S. companies alone would amount to almost $400 billion a month (based on 
2017 data). Unlike in 2008, corporations today carry significant amounts of debt (twice as much), and a 
meaningful portion of that debt is of low quality.15 Assuming more measures can be passed, the risk is that 
governments could find themselves caught in a “fuite en avant” that could lead to significant monetary 
destruction. The seemingly prevailing belief at the moment that we can keep rolling out triple digit billion 
dollar stimulus every other week simply defies gravity.16 

A key variable driving price fluctuations evidently has been (and will be) the cost of equity. The early market 
reaction to the Covid-19 pandemic was likely an across-the-board re-basing of the cost of equity, as the 
sudden unexpected disruption reminded investors that black swans can happen and that every investment, 
especially owning a business, carries an element of risk. Further price decreases might have followed once 
the deterioration in company earnings hit the market. But what governments did with these massive 
injections of capital was position themselves as the guarantors to all, thus reducing the cost of equity to 
effectively zero by eliminating risk, and pushing multiples to such high levels as to offset any subsequent 
deterioration in profits. In effect, they pumped up valuations ahead of a material downturn in fundamentals. 
The paradox is that even putting aside what might happen to earnings, the Covid-19 situation makes it 
uniquely challenging to accurately assess the intrinsic value of a business. Risk in this situation appears 
more akin to sheer uncertainty than quantifiable exposure. Such uncertainty would theoretically command 
an increase in the discount rate rather than the sharp compression forcefully driven by government policies.  

Another important factor is inflation, as such a low cost of equity would infer there will be not be any inflation 
(and even perhaps deflation instead). An inherent tension exists between on the one hand, economic-based 
inflation (the possible gap between demand growth and the ability of supply to keep up), and on the other, 
monetary-driven inflation (diluting the purchasing power of dollars in circulation by printing money). This 
tension is what makes any definitive assertion of outcome difficult. In theory, an economic crisis, particularly 
one as serious as this one, should translate into excess supply against declining demand, thus deflation. 
However, trillions of dollars of newly printed money (both directly and indirectly through zero interest rates 
and other initiatives to facilitate lending) massively dilutes the value of money, which should drive inflation. 
Our belief is that relevant inflation (i.e., rampant inflation) is typically a monetary phenomenon. It seems 
unlikely that the vast amounts of debt that have been accumulated through the baby-boom entitlements, 
the 2008 financial crisis, years of ultra-low interest rates, and now the Covid-19 crisis (notwithstanding a 
few wars and some mind-bending pharaonic projects) can be repaid, other than through money 

15 Source: FRED (Federal Reserve Economic Data); Securities Industry and Financial Markets Association. As of Dec. 31, 2019.  
16 Before the Covid-19 crisis, people receiving unemployment benefits in most states got, on average, less than half their weekly 
salaries. Thanks to the additional $600 a week set aside in the CARES act, many are poised to receive more money that they would 
have earned in their jobs. Assuming that unemployment rises to 25 to 30 million, this would cost future American tax payers close to 
$80 billion a month.  
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devaluation.17 Furthermore, it is possible that a large portion of supply could sit idle in this crisis (oil fields, 
planes, or… WeWork office space, for example). Productivity could be sustainably reduced while 
companies work out a manageable path back to full utilization. The impact of Covid-19 could also 
undermine Chinese supply and require the re-creation of redundant capabilities (through relocating and on-
shoring), which would limit the mitigating effects of contracting demand on inflation. Similarly, the implicit 
guarantee of governments could also incite businesses to delay necessary price adjustments well into the 
crisis. Arguably, inflation could already be here and traditional statistical tools may be failing to capture it. 
Maybe inflation should no longer be measured based on the price fluctuations of a pound of flour. As wealth 
accrues over time, excess capital gets dynamically allocated higher up in the pyramid of needs and toward 
items whose supply is more intrinsically limited, such as vintage cars and watches, artwork, healthcare, 
education, real estate and… financial assets. Without calling it either way, we think it would be hazardous 
for investors to factor zero inflation into their cost of equity assumptions. Our focus is on buying businesses 
whose fundamentals give them pricing power that protects them in any scenario, yet our implicitly assumed 
cost of equity will continue to reflect a healthy level of inflation as well as the inherent risk of investing in a 
business (regardless of governments’ actions). 

In any case, it is possible that capital markets could eventually respond negatively to the unfolding recession 
and associated earning contractions (not to mention potential rampant inflation further down the road). For 
now, they seem fueled by infinite government money. It might be difficult to sustain that momentum. Mid-
term, markets could also respond favorably to the possible jump-start impact of the end of confinement 
measures and a return to a more “normal” environment (assuming no second wave of contamination). 
Longer term, however, they will have to face the reality and the severity of this economic downturn, and 
beyond, the damaging impact of some of governments’ responses to the crisis. We have no idea what will 
happen to share prices going forward, of course, and it would be foolish to make any predictions in a world 
where so little seems to make sense anymore (notwithstanding the experience of the past few years), but 
we cannot rule out a scenario where stocks decline further from their March lows as a result. 

The increase of market inefficiencies and the need for “intelligent investors” 

As we stand, markets appear to be ignoring earnings contraction risks (short-term and more durable) and 
longer-term and structural changes of businesses fundamentals, and to be pricing in zero risk and no 
inflation when assessing the value of equity securities, even as one of the world’s most severe economic 
crises continues to unfold. At the same time, it appears that the investment management industry has for 
years allowed its fundamental research capabilities to shrink as assets shifted more and more toward 
quantitative, index or sector-driven, and passive strategies, and as investment firms re-directed their focus 
toward compliance and marketing. What we think this likely creates is a market with no direction, driven by 
little more than speculation and the madness of crowds. Buy and sell decisions seem to be made mostly 
based on some momentum noise or the actions of governments and central banks. A small, low-quality 
Germany-based manufacturer makes ventilators needed to help treat Covid-19, so buy. A failed French 
airline receives billions in bail-out money, so buy. The U.S. Treasury will buy stocks, so buy everything.  

In our view, this makes for highly inefficient markets where “intelligent investors” can actually thrive.18 We 
believe an effective way to invest in this environment remains our bottom-up, long-term fundamental value 
approach (as we believe it has been historically). In practice, this involves taking the time to understand the 
fundamentals of a business, and how its management will run it and deploy capital. It also requires looking 

17 We note that the size of the Federal Reserve’s new operations in March was stunning in that regard. The most recent Fed statement 
noted that the monetary base was $3.9 trillion, up $700 billion from the recent 2019 low. The recent increase was the largest in history, 
and even larger increases can be expected in the coming months. By the end of next month, the monetary base could exceed $5 
trillion (and much more). It is difficult to see how such a large and sudden increase wouldn’t ultimately lead to rampant inflation. 
18 We note that Benjamin Graham's The Intelligent Investor was first published in 1949. Since then, it has sold millions of copies and 
been praised by investor Warren Buffet as "the best book on investing ever written." He further commented: "Benjamin Graham was 
a seminal figure on Wall Street and is widely acknowledged to be the father of modern security analysis. Security Analysis and The 
Intelligent Investor are still considered the ‘bibles’ for both individual investors and Wall Street professionals." While their proposed 
approach to investing has been challenged in recent years by the distortive actions of governments, we argue it will likely prove 
imminently relevant once again, as capital markets revert back to their incoherent ways of the early 19th century (assuming they were 
ever coherent). 
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at how the business has performed historically, understanding why it has been able to perform this way and 
whether or not it is sustainable, and ultimately assessing its long-term normalized economics. Based on 
this, we can estimate what the business is worth, which then allows us to determine, in the confusion of 
volatile markets, at what point to buy (because we think the margin of safety is attractive) and at what point 
to sell (because the share price has converged toward our estimate of intrinsic value per share). 

The challenges of this approach are two-fold. First, it is likely that our investment approach will translate 
into short-term relative under-performance. Many stocks could be the targets of sustained, indiscriminate 
buying by government-backed investors (directly or indirectly), either because there appears to be a general 
consensus that the underlying business offers “quality,” or because the companies are large and their equity 
liquid, which could drive up their prices. To the extent that we do not find those securities to be attractively 
priced, we are likely to miss out on the paper returns they could generate in the short run. This also makes 
our job more difficult because true value opportunities could be difficult to find in such markets, not just 
among high-quality companies, but even among good-enough businesses. As we have said in the past, 
this can force us into particularly resource- and time-intensive research to identify these companies that will 
likely be considered high-quality several years from now, but aren’t yet regarded as such. Second, we could 
see a negative impact on portfolio turnover. As prices fluctuate widely, well beyond any possible fluctuations 
of intrinsic values, equities can quickly come in and out of our buy range. Maintaining the appropriate 
portfolio weight of individual holdings based relative discount to fair value also becomes more challenging. 
Similarly, cash exposure could vary significantly. Lastly, greater volatility could translate into a more 
fragmented portfolio, with smaller positions in companies whose stocks proved attractively priced for too 
short a period of time to build a sizeable position (as we typically seek to do).  

However, none of this will deter us from sticking to our investment discipline. We designed the FPA 
International Value Fund’s mandate to give ourselves the sort of flexibility needed to remain true to our 
philosophy and process at all times and in all market conditions. We believe this is putting us in a unique 
position to build wealth for shareholders. To be clear, we won’t evaluate our performance based on whether 
or not we can beat an arbitrarily set benchmark in a given quarter or year. Rather, we will measure success 
based on whether or not we are accruing capital over multi-year periods through the buying and selling of 
businesses in the equity markets. As you know, most of my own investable wealth is in the Fund. Our 
approach is what allowed me personally to build any wealth for my family, and this is how I intend to continue 
accruing capital going forward. 

More macro risks   

As many readers already know, we are bottom-up investors, so we worry about the broader macro-
economic and political picture only in terms of how it can impact whether or not a given geography is 
investable, or how it could impact the fundamentals of businesses. However, we think the Covid-19 crisis 
could bring additional risks at a higher level. While those are not ones we can factor into our process, they 
are the sort of risks that are nonetheless present in our minds, if only to make sure we do not fail to see 
possible upcoming changes that could impact businesses. 

In many ways, it is understandable that the events of the past four weeks would worry and upset many, and 
one could be forgiven for calling March 2020 a month “that will live in infamy” given the possible fallout of 
what transpired. Internationally, China could start to fall from the strong economic position it has built over 
the past decade, and it could be tempted to shift its focus toward more political and hegemonic goals. It is 
a significant military power run by an ideological and totalitarian regime, and it should not be taken lightly. 
The possible temptation of the West to make “war reparation” demands to China for the Covid-19 outbreak 
could exacerbate tensions (not to mention potentially incriminating information on the source of the virus, 
or how the country responded in the early stages of the pandemic). In addition, with China not permitting 
layoffs or wage reductions, and Europe being notoriously challenging on that front, Americans could feel 
they are shouldering the brunt of the economic impact and resent being forced into that position. In the 
west, Europe looks unsustainable longer-term because of the one-two punch of Brexit and Covid-19 (and 
the Eurozone even more so). Seemingly every principle of European law (from free circulation to fiscal 
discipline) has been violated in recent weeks. Nationalism seems to have been further exacerbated by the 
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crisis. Individual European countries rushed to inject billions of euros into their economies without 
consultation, while expecting the European Union to share the costs down the road. But Germany, the only 
state potentially in a position to pay, seems unlikely to comply easily. More generally, transnational 
organizations without a clear mandate or lacking in legitimacy (including the European Central Bank) could 
face significant push-backs. In many emerging markets, large amounts of debt denominated in dollars could 
suffer the double-whammy impact of a downturn and a devaluation of domestic currencies, potentially 
triggering dangerous capital flight. Lastly, of course, highly unstable oil markets tend to bring geo-political 
and capital markets disruptions. 

In the United States, the crossing of long-established institutional boundaries could have negative 
consequences. In effect, the government took advantage of the crisis to massively extend itself outside of 
its normal budgeting process. The stimulus has indeed been described as the largest step toward a centrally 
planned economy that America has ever taken. It is likely that this will ultimately be resented by a 
meaningful portion of the population. It’s worrisome to think of the long-term impact of the idea that we can 
collectively create as much money as we wish rather than having to work for it. Like the National Industrial 
Recovery act in its time, the CARES act could be legally challenged and declared unconstitutional. The 
political response to the virus threat hit the weakest individuals and businesses the hardest, with potentially 
dramatic social consequences. The rescue initiatives also likely missed the mark in terms of fairness, which 
could have an impact on the nation’s collective psyche if not the country’s social contract. The bail-out of 
the banks in the 2008 financial crisis was perceived poorly, and the roll-out of managed capitalism in the 
years that followed has created large wealth inequalities and exacerbated social tensions. This next 
massive relief initiative could be viewed as yet another bail-out of the same hedge fund managers (who 
moved off balance sheets after 2008), Leveraged Buy Out shops (which don’t pay much taxes), and the 
“billionaire CEOs” of many of the same large poorly-managed corporations (such as banks and airlines).19 
This bail-out will also ultimately require one of the largest transfers of wealth in history through increased 
taxation (likely primarily of families, but also eventually of companies), and that will likely pit various interests 
against one another and create national divisions. Far-reaching government intervention in both the 
economy and capital markets is likely to further entrench a class of asset owners who prosper because of 
political access and the financial protection of the state even as they hijack commonwealth resources and 
behave as poor stewards of capital. This has the potential to feed further into the populist dialectic of a 
“rigged system,” and ironically, the idea that “capitalism is broken” (even though the new directed economy, 
rather than free market, is the cause of these problems). All of this is poison, and it carries the risk of 
significant political and social dislocations going forward. 

Coming from a family that has lived (and died) through two world wars (including in the resistance) and the 
experience of the concentration camps, and from my own experience of the far more benign forced 
immigration from a failed socialist experience, and ultimately as an equity investor, I have to believe we will 
eventually pull through all this. However, while hoping for the best, we will continue to think of and prepare 
for the worst to better protect wealth for the shareholders of the Fund. In the end, we firmly believe our 
philosophy and our process (as laid out in our commentaries and our policy statement) will allow us to do 
that, while also continuing to generate positive long-term returns.   

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 
March 31, 2020 

19 Goldman Sachs became one of the first beneficiaries of the U.S. government’s largess when it borrowed $1 billion from the Federal 
Reserve on March 17, 2020. Coming out of financial distress in 2008, the six U.S. airlines as a group spent 96% of their free cash 
flows on stock buybacks over the past 10 years through 2019, yet they will receive tens of billions of dollars of bail-out money as part 
of the CARES Act. 
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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 and are subject to change. 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. 
 

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.  
 

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. 
 
In making any investment decision, you must rely on your own examination of the Fund, including the risks involved in 
an investment. Investments mentioned herein may not be suitable for all recipients and in each case, potential investors 
are advised not to make any investment decision unless they have taken independent advice from an appropriately 
authorized advisor. An investment in any security mentioned herein does not guarantee a positive return as securities 
are subject to market risks, including the potential loss of principal. You should not construe the contents of this 
document as legal, tax, investment or other advice or recommendations. 
 
The FPA Funds are distributed by UMB Distribution Services LLC, 235 W Galena Street, Milwaukee, WI 53212 
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