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(00:00:02) 

Moderator: It is now my pleasure to turn today’s program over to Ryan Leggio. Ryan, 

the floor is yours. 

Ryan: Thanks, Kelly. Good afternoon, everyone, and thank you for joining us 

today. We would like to welcome you to the second quarter 2018 webcast 

for the FPA International Value Strategy including the FPA International 

Value Fund. As Kelly mentioned, my name is Ryan Leggio, and I am head 

of national accounts and a senior product specialist here at FPA. 

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

made available on our website, FPAFunds.com. 

  In just a moment, you will hear from Pierre Py, the portfolio 

manager of the strategy. 

  And before we get into today’s call, I’d like to remind our listeners 

that our Investor Day slides are now on our website and you can find 

those slides on our homepage. 

  I would briefly like to highlight key fund attributes for those of you 

who may be listening in for the first time, and I‘ll mention just a few of 

these attributes. 
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  First, the strategy is run with an absolute value philosophy. The 

team’s starting position is cash, and they seek genuine bargains in the 

equity markets rather than relatively attractive ones. 

  Second, the Fund has a broad, benchmark-agnostic mandate. The 

team can invest in both developed and emerging markets and can own 

stocks across market caps and sectors. 

  Finally, the Fund is relatively concentrated, as the team focuses on 

high-quality companies that trade at a significant discount to the team’s 

estimate of their intrinsic value. 

  For more detailed information regarding the strategy, we highly 

encourage investors to read the strategy’s policy statement available at 

FPAFunds.com. 

  At this time, it is my pleasure to hand the call over to Pierre. 

(00:01:46) 

Pierre: Thank you very much, Ryan, for this introduction and thank you all for 

taking the time to be on the call today. So as always, we will start with the 

Fund’s performance, covering both the first quarter and the last six 

months since the beginning of the year. 
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  So in the first half of the year, the Fund declined 2.9% in US 

currency, outperforming the MSCI All Country World Index ex-US net, 

which declined 3.8% over the same period. 

  If we look at the individual quarters, the Fund returned 0.3% 

compared to a decline of 1.2% for the index in the first quarter of 2018; 

while in the second quarter of the year, the Fund declined 3.1% versus 

2.6% for the index. 

  If we look at a somewhat more meaningful timeframe for 

performance analysis, since inception on December 1, 2011, the Fund 

has returned 8.4% per annum net of fees and expenses, outperforming 

the index, which has returned 6.7% per annum over the same period. 

Again, these returns are net of fees and expenses and for reference, I 

would note that as of the most recent prospectus, the Fund’s expense 

ratio was just under 1.3%. 

  Now when considering the Fund’s performance, one also has to 

keep in mind that our approach is absolute in nature. What it means is 

that we have the flexibility to hold cash in the absence of opportunities 

that meet all of our investment criteria, and we have in fact often held 

cash over the years, sometimes in material amounts depending on the 

availability of suitable investment opportunities. 
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  As a function of this discipline, our cash exposure stood at about 

25% at the end of the second quarter. It also averaged around 25% during 

the second quarter and a little over that in the first quarter, which means 

that since the beginning of the year, our cash exposure has averaged 

about 26%. 

 (00:03:54) 

  Most importantly, again, to consider a more meaningful timeframe, 

since the Fund’s inception, our cash exposure has averaged around 32%, 

fluctuating from less than 12% to more than 40% depending on the 

availability of suitable investment opportunities. 

  Now for some perspective on this performance, given the exposure 

to cash in the Fund, it may not come as a surprise that our fund has 

outperformed the declining index by close to 25% through the first half of 

the year. However, there are a couple of important points to highlight in 

order to better understand the Fund’s performance since the beginning of 

the year. 

  First, as I pointed out in the first quarter commentary, there has 

been negative contributions from some of our relatively recent purchases 

as we have continued our efforts to rotate capital into new investment 

opportunities following the 43% increase in the value of our holdings in 
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2017. As I said in past commentaries, given our long-term, often 

contrarian, approach to investing, it is not uncommon for the value of new 

investments to be slow to materialize, and new investments typically are 

experiencing negative momentum when we are interested in buying them. 

This is stating the obvious, of course, that discounted stocks are more 

typically being sold off than bidded up. And this negative impact carried 

over to some degree in the second quarter as we continued to bring new 

ideas into the portfolio. 

  I would also note on this point that one of the new purchases that 

negatively impacted performance in the first quarter of the year was WPP, 

which was no longer a part of the portfolio at the end of the second 

quarter, and I will explain later on the call, we took advantage of renewed 

strength in the stock in the second half of the quarter to exit the position. 

(00:05:54) 

  The second point that I would like to highlight about performance 

year to date is that the Fund’s performance in the first half was generated 

in a period when our exposure to Latin America has continued to increase 

and has averaged around 15% of the Fund’s assets. Much of that 

exposure reflects investments in Brazilian companies, and Brazilian 

equities have experienced meaningful price dislocation since the 
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beginning of the year. The Ibovespa Brasil—Sao Paulo Stock Exchange 

Index—has declined 19% since the beginning of the year in US currency. 

It was in excess of 20%—26% if I recall correctly—in the second quarter 

alone, and that has been driven by a severe, prolonged economic 

downturn, continued political instability in Brazil, and fears of further 

currency devaluation similar to the sharp declines recently experienced in 

other emerging markets such as Argentina and Turkey. 

  While our Latin American investments performed better than the 

Brazilian index over the period, they had a material negative impact on the 

Fund’s performance. Three out of the five biggest detractors to 

performance in the Fund were indeed Brazilian equities in the second 

quarter as well as since the beginning of the year. Excluding these 

holdings, our equity portfolio returned close to 6% for the second quarter 

and also roughly 6% since the beginning of the year, again outperforming 

the index, which declined in both periods. 

  What this shows is that beyond our recent purchases and the 

negative impact of Latin American holdings, we have continued to build 

wealth with past purchases and to monetize some of the gains in order to 

continue redeploying capital towards new investment ideas. 

(00:07:47) 



FPA International Value Fund (FPIVX) – Second Quarter 2018 Webcast Transcript 

 

 

 

 
 

-7- 
 

 

  While this 6% represents a meaningful upside, there is nothing 

general that we can really point to in order to explain this performance. In 

the past, we have often been able to comment on groups of contributors 

to explain positive performance. We talked about European-based high-

quality large cap companies we were able to buy at heavily discounted 

prices as a result of the euro crisis in the first quarter of 2012. We talked 

about cyclical industrial and consumer discretionary names that we 

bought starting in the later part of 2014 when their share prices were 

under pressure due to the slowing Chinese economy and its impact on 

growth and commodity demand in emerging markets. We talked about 

British-centric holdings we purchased following the Brexit vote and during 

the subsequent correction in the US market in the early part of the third 

quarter of 2016. And in the later part of this market cycle, we had also 

talked about smaller, off-the-beaten-path companies, some with 

meaningful opportunities for further business development such as 

Purplebricks and Keywords. However, the positive performance of our 

non-Latin American holdings this period really stems from a wide range of 

quite diverse businesses. Contributors included things like specialty 

chemical distribution, personal care and domestic appliances, healthcare 

technologies and services and imaging, monitoring and treatment, digital 
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marketplaces for cars and properties, IT services and software solutions. 

And year to date, it also included recruitment services, gas masks and 

other respiratory protection equipment, as well as milk liners, clusters and 

other types of dairy farm equipment. 

  So with that, the performance was, in essence, the result of our 

stock selection and a reflection of our go-anywhere approach whereby we 

look across all sectors, sizes and geographies but only select well-run, 

financially robust, high-quality companies with stocks we can purchase at 

a significant discount to intrinsic value. 

 (00:09:55) 

  I am now moving on to the key performing holdings in the period. 

Before I start commenting on a couple of individual holdings here, I would 

like to point out that this slide only shows current portfolio holdings and 

shows the percentage price changes of these stocks over the indicated 

period rather than the performance of these holdings in the Fund the 

period. However, on this webcast I will provide some additional color and 

talk about largest detractor and top contributor for the period. But also 

note that traditionally, we focus on key performers in the most recent 

quarter for the purpose of this semiannual webcast. 
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  For reference though, our worst-performing disclosed holding in the 

first quarter was G8, and our best-performing holding in the same period 

was Fenner, both of which I commented on in the commentary. 

  For the first half of the year then, our best-performing holding was 

Sumo Group, and our worst-performing holding was Dignity, both of which 

were actually added to the portfolio in the second quarter of the year, 

  So starting now with worst performers for the second quarter, the 

largest detractor to the Fund’s performance in the period with a position 

that we have been in the process of building, and that remains 

undisclosed. 

  The second-largest detractor to performance was Ambev. Ambev 

was also our worst-performing holding in the second quarter with the 

share price down 35.6% in US currency. Ambev is the leading beer 

company as well as Pepsi’s exclusive bottler in Brazil. As such, it is 

exposed to many of the country’s specific issues I briefly mentioned 

earlier, and its stock has suffered accordingly in the past few months. 

 (00:11:46) 

  To add some color to the situation in Brazil, Brazil has been 

struggling to recover for months now from a particularly severe economic 

downturn both in terms of its magnitude and in terms of its duration. While 
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economic growth has technically returned, it remains extremely weak, 

particularly considering that the country went through an unprecedented 

period of three consecutive years of negative GDP growth. Unemployment 

remains at a record high level as a result. Most of Brazil’s political class, 

along with part of its business class, is now mired in corruption scandals 

at a time when the country is preparing to choose its next president. Many 

Brazilian companies are experiencing abnormally weak levels of business 

activity and often short-term disruption as executives sometimes find 

themselves named in one investigation or another. In typical capital 

markets fashion of course, these issues have indiscriminately turned most 

Brazilian stocks, if not all of them, into toxic assets regardless of the 

individual underlying fundamentals, and that has applied to Ambev more 

specifically as well. 

  Now in terms of best performers, in terms of best performers now, 

our best-performing holding in the second quarter was Sumo, a position 

we had recently been building. Its share price was up 76.9% in US 

currency in the second quarter 

  The top contributor to performance in the period, however, was 

IMCD Group. Based in the Netherlands, IMCD is a leading global 

distributor of specialty chemicals and food ingredients that came to the 
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equity markets just over two years ago. There isn’t much specific to point 

to as it relates to IMCD’s performance this quarter, however. Generally 

speaking, the business has continued to be strong, and we would suggest 

that as its fundamentals get stronger over time and the company builds 

value per share at a high rate of growth, investors may be slowly starting 

to recognize the high quality of IMCD’s business model and the high 

quality of its management team. This, in turn, has likely caused the 

group’s market value to play catch-up with its intrinsic value at an 

accelerating pace in recent months. 

(00:14:18) 

  I am now moving on to portfolio activity, starting with newly 

purchased holdings. 

  Now, it all seems well-forgotten now, but equity markets did 

experience very high volatility in the first few months of this year. 

Enthusiasm for stocks led investors in January to pull a record $102 billion 

into mutual funds and ETFs that invest in equities globally, which of 

course helped push prices to record levels. The index jumped 7% through 

most of January only to decline by more than 9% in the next couple of 

weeks, all in US currency. 
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  Overall, this produced little change in the market trend that we have 

observed in recent years. But, as is often the case with certain market 

volatility, some stocks temporarily presented attractive entry points. The 

benefit of our ongoing research is that we can be ready to take advantage 

of these opportunities to add some of our coverage companies to the 

portfolio at compelling prices. Our smaller size and the concentrated 

nature of our approach also typically allows us to move quickly. 

  In addition, some of our recent research trips, in particular to 

several European markets, proved productive in terms of new ideas. With 

that, we have made several new purchases in the first quarter including 

Capgemini, GrandVision, IMCD and Randstad. All four companies are 

based in Europe. Capgemini is a leading global information technology 

consulting company. GrandVision is a global leader in optical retail. IMCD 

is a global distributor of specialty chemicals and food ingredients, and 

Randstad is a leading global employment recruiter for temporary and 

permanent staffing. 

  We also made several new purchases in the second quarter 

including Dignity, Inditex and Sumo. 

(00:16:25) 
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  Based in the UK, Dignity is the country’s second largest provider of 

funeral and cremation services. Based in Spain, Inditex is a leading global 

retailer of fashion apparel, primarily under the Zara brand. Based in the 

UK, Sumo is a global provider of outsourced development services to the 

videogame industry. 

  I will now discuss some of the positions we sold in the past six 

months. 

  We liquidated several positions in the first quarter, including our 

holdings of Ashtead, Skellerup and WorldPay. Ashtead and Skellerup had 

reached our estimates of intrinsic value and no longer offered the margin 

of safety that is required for us to remain invested. We continue to view 

these companies as suitable for the strategy, and high-quality companies 

that we would be happy to own again at the right price. 

  In the case of WorldPay, the company was acquired by US-based 

Vantiv, while the deal gave us the option to hold shares of the combined 

entity, we chose to sell our shares while we assessed the value of the 

merger and whether we can trust Vantiv’s management team as we did 

that of WorldPay as they will now be running the merged entity 

  We also sold out of our position in LSL, which marked the end of a 

long ownership experience with the company, in the first quarter. We have 
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followed LSL for now over a decade, effectively since it became public. 

The stock was part of the Fund’s portfolio at the inception of the strategy 

and at one point accounted for over 10% of our assets. Following Brexit in 

the summer of 2016, and the subsequent correction in the UK market, we 

had materially reupped our investment in the company and added 

exposure to competitor Countrywide as well at the time. 

(00:18:23) 

  Longstanding shareholders will remember that after researching 

the rapid rise of new competition in the UK property market for real estate 

agents, specifically the threat of hybrid online agents, we ended up selling 

our investment in Countrywide in the third quarter of 2016 and purchasing 

digital competitor Purplebricks. At the same time, we also reduced 

significantly our investment in LSL. 

  We explained at the time of the repositioning that while both LSL 

and Countrywide were facing similar challenges, LSL was more geared 

towards property appraisals and its balance sheet was far more robust. 

Furthermore, we expressed our faith in LSL’s chairman, Simon Embley. 

Lastly, we believed the stock was trading at extremely depressed levels 

following a decline of more than 65% from its peak in early 2014 to its 

trough in the summer of 2016. 



FPA International Value Fund (FPIVX) – Second Quarter 2018 Webcast Transcript 

 

 

 

 
 

-15- 
 

 

  While we continue to view LSL as a high-quality company, we now 

see more potential disruptive forces at play in the group’s fast-changing 

market. Our conclusion is that it is nearly impossible at this point to 

assess LSL’s fair value as a result and if we cannot price a stock, we 

cannot tell when to buy or sell the stock, and we cannot decide what its 

relative weight in the portfolio should be, which would also mechanically 

distort the weightings of all the other holdings. Therefore, consistent with 

our discipline, we concluded that we had to divest the position until we are 

able to make a reliable assessment of the future of the business and what 

it means in terms of its valuation. 

(00:20:08) 

  In the second quarter, we also exited several positions. That 

included Amadeus, Essilor, Fenner, Meggitt and both WPP Australia and 

WPP PLC. The share prices of Amadeus and Meggitt had converged 

toward our estimates of intrinsic value and no longer offered the margin of 

safety that is required for the strategy to remain invested. However, we 

still view both of them as high-quality companies that we would be happy 

to own again at the right price. The stocks of both Essilor and Luxottica 

have appreciated in value as the merger of the two companies received 

approval from the various countries where they operate and, most 
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importantly, from the European Commission. We viewed these two 

holdings as part of the same investment. As the discount has unwound, 

we have trimmed the combined position by prioritizing the selling of 

Essilor, which we believe was less attractively priced than Luxottica. 

However, at the end of the period, we remain shareholders of Luxottica. 

  As mentioned in the first quarter commentary, Fenner had been a 

longstanding investment in the Fund. It had been one of our largest 

holdings for a prolonged period of time and the single largest position for 

well over a year, at one point accounting for roughly 8% of our assets. 

The company was one of the few holdings left in the portfolio from all the 

cyclicals that we purchased during the commodity downturn back in 2014. 

Fenner had agreed to be acquired by Michelin earlier this year and the 

deal closed during the second quarter of the year. 

(00:21:56) 

  Lastly, we sold out of our two investments in WPP, one at the 

parent level in the UK and one at the subsidiary level in Australia. Our 

decision to sell both holdings follows the abrupt departure of the architect 

and CEO of the company, Martin Sorrell. There were three main reasons 

behind the sale. One, we believed Mr. Sorrell was an important driving 

force for the group, especially at a critical time for WPP, which faces 
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significant industry changes. Two, the way his departure was handled, 

including succession management, and how it was communicated to the 

market, failed to meet our governance standards. Three, our experience 

with the industry has been reminiscent of our experience with the UK real 

estate agents. As we've continued to monitor and research the advertising 

business, we’ve found that the structural changes impacting it are 

potentially more severe than we initially thought, further highlighting the 

need for very strong leadership. As we explained in past commentaries, 

we think strong leadership with companies facing material change is 

particularly important. Martin Sorrell is a true adman who built WPP from 

the ground up and we think had the required charisma to command the 

many strong personalities involved in this business. We considered him 

uniquely suited to steer the company through hard times. 

  Besides these new purchases and divestitures, we obviously 

continued to add to holdings we believe offer compelling discounts to 

intrinsic value throughout the quarter—throughout the last six months—

and to trim positions that are becoming less attractively priced. We also 

consistently rebalance individual positions based on relative discounts to 

intrinsic value. While this helps ensure that our most compelling 
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investments are always more heavily weighted and can drive 

performance, it can also artificially inflate turnover at times. 

(00:24:01) 

  I will now proceed with the review of the portfolio at the end of the 

quarter So net of the transactions that I previously mentioned, the portfolio 

remained generally focused on our best ideas at the end of the period, as 

we held 30 disclosed positions. The top 10 positions accounted for 30% of 

assets and 40% of the invested portion. The top 5 positions accounted for 

about 16% of assets and roughly 22% of the invested portion. 

  I would note that the portfolio has moved to be less focused and 

less top-heavy in recent months. This is a function of how rare it is to find 

deeply discounted stocks and how rapidly discounts can unwind in the 

current market environment. In that context, there are typically no 

meaningful outliers in the portfolio at this point, so positions are generally 

smaller and the level of concentration at the top is lower. 

  At the end of the second quarter, our selected group of holdings 

represented a weighted average discount to intrinsic value of right around 

28%. This was down somewhat from the previous quarter as a function of 

the positive performance of our non-Latin American holdings which I 

highlighted earlier. 
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  Looking at the portfolio from more of a top-down perspective now, 

the Fund’s median market capitalization size was just over $6 billion at the 

end of the second quarter and the weighted average market capitalization 

size was more than $30 billion. However, it is important to remember that 

we do not consider a company’s size 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 in market cap to well over 

$200 billion in market capitalization. Similarly, we are indifferent regarding 

which sector a company operates in or where it happens to be domiciled. 

(00:26:10) 

  Looking at the Fund’s geographic profile, more than half of the 

assets remain invested in companies domiciled in Europe. Of those, 15% 

were in the UK, and most of the remaining exposure was toward northern 

Europe, primarily France, Holland, Ireland, Germany and Switzerland. 

With increase exposure to Latin America, as I mentioned earlier, 

emerging markets accounted for 16% of assets with another 4% in 

Australia and New Zealand, and we had no exposure to Japan at the end 

of the second quarter. 

  Once again, with all of these comments being made, we find that 

where companies are domiciled is of limited relevance. Many of our 
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holdings are sizeable enough to operate globally and often generate a 

significant portion of their free cash flows outside of their home countries. 

What matters to us is where business value is created, along with the risk 

associated with this value creation, more so than the domicile of a 

company. 

  From a sector standpoint now, the Fund remained geared toward 

industrials, which accounted for just under 25% of assets. As we 

highlighted in the past, we often migrate, as a function of our investment 

philosophy, toward businesses that are cash-generative and not very 

capital-intensive. Those include service-type businesses and consumer 

goods companies, with discretionary and staples together now accounting 

for the Fund’s largest exposure at 27% of assets. 

(00:27:51) 

  Lastly, we continue to have significant investments in enterprise 

resource planning software providers such as Totvs and SAP. They still 

account for a sizeable portion of our exposure to information technology, 

which is effectively a change from the previous period at right around 13% 

of assets. 

  That said, we find that this GICS classification is of limited 

relevance. Page Group, for instance, is a provider of recruitment services 
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yet on the GICS it is classified as an industrial. The point is GICS sector 

definitions are far too broad to give a meaningful picture of our underlying 

holdings. In reality, the Fund has exposure to a broad range of 

businesses. It also currently has little exposure to highly cyclical 

businesses such as car manufacturers, and limited exposure to the credit 

cycle and financially leveraged companies such as banks. As mentioned 

earlier, the Fund is also exposed to a variety of sectors and geographies, 

and in markets that we think have limited correlation. 

  Lastly, we believe many of our holdings have unique secular 

dynamics that makes them more predictable and more likely to 

successfully work through potential short-term economic challenges. 

  While it is impossible to anticipate how individual stocks will 

respond in the next market downturn, we believe the Fund’s exposure to 

varying sectors and geographies along with the quality of its holdings 

positions us well in the event of a market dislocation. To this of course, we 

need to add our cash holding, which offers us the flexibility to buy when 

others are selling and could be a driver of performance through the cycle. 

(00:29:41) 

  To conclude, I would like to reiterate, as we do on each of these 

webcasts, the key tenets of our investment philosophy. We are absolute, 
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not relative, long-term fundamental value investors with a strong bias 

toward quality. We look for well-run, financially strong, high-quality 

businesses with stocks we can purchase at a significant discount to our 

estimates of their intrinsic values, and we only invest when presented with 

such opportunities, and will hold cash in their absence. 

  I would also briefly note that the environment—the market 

environment that is—remains uniquely challenging for long-term 

fundamental value investors. 

  With that, our focus remains on minimizing the risk of terminal 

capital impairment. Of course we also continue to monitor closely the 

companies on our coverage list, to be ready to take advantage of any 

short-term disruption in their share prices. In some cases, we have seen 

some of that starting to happen in the past few weeks. And of course, we 

continue to look in every corner of the market for potentially left-out 

investment ideas. Even at this point in the cycle, we think opportunities 

can still be found where large scale and lack of proprietary knowledge or 

forward understanding of businesses make it difficult for most asset 

management organizations to compete with us. 

  However, despite our natural agility, the past few months have 

been quite frustrating, I must say, for the team, as windows of buying 
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opportunities on new ideas seem to close ever so quickly and as several 

exciting opportunities failed to materialize. While we try to move as 

promptly as we can, we will always remain committed to our discipline. 

  With that, I have no further prepared remarks so I would like to 

thank all of our shareholders again for their trust, and we’ll now open it up 

for questions. 

Ryan: Thanks, Pierre. At this time, we would like to take any questions you might 

have for us. To ask a question via the webcast, please click the Q&A 

button on the lower left-hand corner of your screen, type your question in 

the open area and click the Ask button to submit. As usual, we will pause 

for just a few moments as we compile the live questions. Thank you. 

(00:32:31) 

  Okay, we’ll start with the pre-submitted question and then we have 

received a few live ones as well. So Pierre, the question is what are the 

countries that you would like to continue expanding investments in beyond 

Europe? And I think they're referring to the large geographical weight that 

the Fund has in European-domiciled companies. 

Pierre: Yes, so I think there's also a question of intent in that, and I want to make 

something clear. So again, it’s critical to understand that we do not take a 

top-down view of anything. We are not macro analysts. We are not 
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economists. We are not portfolio strategists. We are truly bottom-up 

investors. So where we invest, where we expand the portfolio, to use the 

same words as in the question—however you want to define that location 

incidentally, whether that’s based on where a company happens to be 

domiciled or where its stocks happen to trade or where it pays taxes—

where we invest is driven exclusively by our view of individual businesses 

and companies. So really, I can’t really tell you where we would like to 

continue to expand or even where we are likely to continue to expand. 

The market will effective decide that for us. 

(00:34:03) 

  Now that said, as a result of our valuation discipline, I think what 

tends to happen is the portfolio often ends up giving you a picture of 

where there might be what other investors would call “pockets of value”, 

quote/unquote. So again, going back to some of the prepared remarks 

that I made, I mentioned Europe in the first quarter of 2012; I mentioned 

the cyclicals, primarily mining-related, in late ’14 and beyond; I mentioned 

the UK in the summer of ’16; and now we are talking about Latin America 

and more specifically Brazil. But this was more of an output of our bottom-

up approach rather than a top-down analysis that led us to take 

advantage of some theme or some market dynamic or some economic 
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development, let alone macro, let alone political development. And I think 

when you step back and you look at what's happening around the world, 

it’s kind of easy to understand why now happens to be the time when 

there is more Brazil, or I should say Latin America, in the portfolio and 

these are very different from emerging markets. One needs to be very 

mindful of emerging markets include reality like Brazil and include reality 

like Malaysia, which are fundamentally different from an economic 

standpoint, from a market standpoint, from a business standpoint, from a 

quality of management standpoint, for where they are in their 

development, and we can keep going on and on and on. 

(00:35:44) 

  But if you go back to Brazil, again I think it’s somewhat easy to 

understand why that exposure has been increasing, because Brazil 

seems very much like an oddity at this point in the capital markets. When 

you look around, in most places, what do we see? We see that business 

is booming and expectations of continued growth in profits are really high. 

But that's not the case at all in Brazil. We see that serious, very serious, 

political challenges all over the world seem to have little impact on 

investors’ confidence around the world. I could be wrong but I think the 

President of the United States said that he’s going to put another $500 
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billion of tariffs on China and it had absolutely zero impact on capital 

markets. But these things do in Brazil; they do matter a lot in Brazil. 

They’ve had a big impact on capital markets there. 

  And in most places, things to be—things used to be terrible, if you 

look back, and now things are good if not very good. In Brazil, it’s the 

other way around. A few years ago, Brazil was kind of an Eldorado for 

most investors. It was one of the preferred so-called BRICS, and now it 

seems like all Brazilians, all Brazilian stocks are toxic regardless of the 

individual underlying fundamentals. And then the currency has gotten 

beaten relative to the dollar. 

  So now, what we have been doing over the years is we've been 

following Brazil and going to that market for many, many years, repeatedly 

ever year, and at a fundamental level, what we think we know is that 

Brazil actually harbors some very well-run, high-quality companies that 

we've always wanted to own but that were too expensive for us to own, 

and we had talked about this years ago at the inception of the strategy 

when the expectation was that we should have a lot of exposure to Brazil, 

and we said that no, Brazil is not going to grow double-digit forever and 

these multiples are insane. But there will be a time, and now is particularly 

an interesting time because especially in the context of emerging markets, 
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Brazil is a reasonably self-centered economy. A lot of these businesses 

are self-centered. They don’t have exposure—or not, there’s no such 

thing—but not a ton of exposure to what's happening to global trade and a 

lot of the dynamics that are taking place in other markets. And now the 

economic and political crisis is Brazil has provided us with an opportunity 

to buy these good companies that we've followed for years at significant 

discounts to intrinsic value, and to do it using US dollars. 

(00:38:38) 

  So I guess this is where the market is taking us. This is where the 

portfolio is migrating now, but it’s really difficult to tell you where we would 

like to continue to expand. It’s going to be predicated on the opportunities 

that the market brings. And these are dynamic. Obviously they change 

tremendously. One of our, surprisingly enough, meaningful investments in 

Brazil is a French-based company and it’s called Edenred, and it’s been a 

very, very successful position for us. It reported today. It’s up another 

11%, something like that. And so evidently the discount to intrinsic value 

is unwinding—as it’s been the case very often in the last few months—

much faster than we would have expected. And so what does that mean? 

Well, that means that we may adjust the position and we could reduce 

that exposure, and so that exposure to Brazil implicitly then declines. So 
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it’s really just not only depending on what opportunities the market brings 

us but also what happens to the companies we already own. So again, it’s 

a bottom-up driven approach and I can’t tell you where we’re going to go. 

  So I don’t think there are—I’m looking at the list of questions. Are 

the Brazilian positions under review for removal, hold or increase into 

weakness? 

(00:40:06) 

  So as I mentioned in the prepared remarks, and I think I was 

highlighting a moment ago, a lot of these positions are a function of the 

significant dislocation we've continued to see in the Brazilian market. So 

they're actually fairly recent. So I would say generally speaking, it’s 

unlikely that they would be up for review because they’ve just been 

reviewed, that’s why we own them, although we've been reviewing them 

for many, many years. But at the same time, again, it’s subject to what 

happens with their stock price, and I used the example of Edenred. It 

depends on what the discount does. It depends how the discount expands 

or contracts or how it looks relative to everything else in the portfolio. The 

fundamentals are what they are. We've followed them for many years. We 

continue to monitor them. I gave two examples of this dynamic positioning 

during, this dynamic research, during the prepared remarks when I was 
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talking about Countrywide and I was talking about WPP, but the 

fundamentals are what they are. We understand them; we've researched 

them in the past. So there is no review to be had, all else being equal, 

there; and then it’s purely predicated on the stock price versus the intrinsic 

value per share. 

  When you said—I’m looking at the second question now—when 

you sell at intrinsic or margin of safety and then still like the company but 

not the price, do you reevaluate the intrinsic value estimate from the 

original buy or does that original buy price become the target for re-buy? 

So that’s actually a very good question. 

(00:41:53) 

  We don’t have targets. What we have is we have an intrinsic value 

for the business, and what that intrinsic value is, it’s the price or the value 

today of the future of all free cash flow that the business will generate 

based on its fundamentals. And so this is a dynamic concept. The intrinsic 

value of a business goes up day after day, if nothing else because of 

passage of time. If you're thinking most of your value is in the perpetuity, 

in the perpetual value or terminal value of the business, think of it is as 

every day I’m getting closer to that kind of thing, so there's passage of 

time. And then the business may compound value faster than we thought, 
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or deliver better results than we thought, or things could improve 

fundamentally for a variety of reasons in the same way that sometimes 

fundamentals deteriorate, going back to some of the examples I 

mentioned on this call. Sometimes they get stronger. 

  So the concept of intrinsic value is a dynamic concept. It’s not a 

fixed target price, and that’s also why typically you will see us own 

companies for a very long period of time, and it’s kind of the ideal scenario 

and that’s what we expect. It’s just the positive volatility in capital markets 

has been so high in the past few months, it’s been hard to see. But 

typically it would take a while for the market cap of a company to converge 

toward its intrinsic value, and then the intrinsic value is dynamic. It’s going 

up. So that creates a prolonged period of time during which there is a still 

a discount, and that translates into a long period of ownership. 

  If we can go back to this slide that we keep using, there's a reason 

why we’re using that slide. It’s not just a picture that we throw in them, the 

last one. So if you look at this chart where we summarize the investment 

philosophy, you will see that the investment candidate, the portfolio 

candidate, is a company that builds value over time. There is continued 

value creation over time. That fixed line is a positive slope. It’s going up. 

And then the market cap starts at a discount and then converges up 
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towards that. So it’s a dynamic concept and it’s something that is very 

important to understand. 

(00:44:20) 

  There can be a situation where we have to reset. There has been a 

situation in the past where we realize something has changed, something 

has changed because the industry has changed. We've given plenty of 

examples of that. Something has changed because the management has 

changed. We've seen experience with that as well. And we have to rethink 

what we thought the market value, the intrinsic value of the business, was 

simply because the free cash flow is not coming through as we expected 

and will not come through as we expect going forward or the other way 

around. But generally speaking, it’s just a function of the business just 

continuing to perform. 

  Next question here is I noticed 21% of the portfolio—yes, that’s just 

under that, just over 20%—is in emerging markets. How can any 

investment in emerging markets be safe, I guess, considering the lack of 

shareholder protection and good governance? 

  So I’m not sure how to approach that question. The first thing that I 

would say is that I absolutely challenge the premise, the statement here 

that there is no shareholder protection or good governance in emerging 
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markets. I don’t see a ton of that in the United States, if I’m being quite 

candid. I think it’s a generalization that is not founded on anything. I think 

that there are situations in all countries where we have an intelligent 

management team that’s proven to run the business well and that’s 

financially disciplined and deploy capital in a value-creative manner that’s 

well-incentivized, aligned with its shareholders, that’s being candid and 

honest in its disclosure. 

(00:46:12) 

  But you know, companies like Theranos, they don’t happen in 

Brazil. That happened in the United States. If you look at the front page of 

the Wall Street Journal today, you can read about a company called 

MiMedx that is a case study for the kind of stuff that I would be shocked to 

see in Malaysia, and it’s happening in the United States. So let’s be 

careful about general blanket statements like this. It comes down to the 

individual, the specifics, and that’s why we’re bottom-up investors 

because one cannot make these kind of generalizations 

  The second thing that I would say is emerging markets, again, 

that’s a huge generalization. South Korea is very different from Brazil. 

Brazil is very different from Russia. Russia is very different from 

Philippines. So different emerging markets have different realities. And it’s 
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true that there are some emerging markets that are really struggling with, 

how shall I put it, generally speaking—we’ll make also a general 

statement here—sort of open and honest disclosure or even appropriate 

disclosure. One of these in particular is China, and yet it is quite a 

significant portion of capital markets now and a significant portion of the 

index, and there are businesses over there that are, frankly, hard to go 

around. 

  In Brazil, there is some degree of that, I would say, to talk 

specifically about Brazil. You’ve got to know these markets. You’ve got to 

know which company is owned by people that you can trust. You’ve got to 

know which company is run by people who tell you the way it is and don’t 

make up stuff. You’ve got to know if the numbers that you see are really 

the numbers that business produced. You’ve got to know if the business is 

real. And, well, I guess that’s why shareholders in the Fund pay us, 

otherwise what's the point? 

(00:48:15) 

  And that’s why we spend a tremendous amount of time on the road 

meeting with companies, not just meeting or talking to the company that 

we’re interested in but meeting with the company that competes with 

them, the company that supplies that company, the company that’s a 
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customer of that company. We talk to people who used to work at the 

company. We talk to people that are related to the management team. 

And yes, it is particularly relevant in emerging markets. You don’t want to 

invest in China on paper. I think we talked in the past about some specific 

examples of this. I think one of them was Prince Frog, on which we had 

done quite a bit of research. 

  But it goes down to actually literally going in front of a factory and 

counting the number of trucks that come out to make sure that the 

numbers are remotely real. That's the kind of work that one has to do to 

be able to invest there, and that’s the kind of work that we do. And if you 

do that, you are able to identify these companies that even though they 

happen to be based in some emerging markets, they absolutely meet the 

kind of criteria that we've laid out for investment strategy. 

  Next question here is what have the fund flows been over the past 

12 months? What is the smallest market cap company you will consider in 

the portfolio? So I will answer the market cap company question in a 

minute but I’ll let Ryan answer on fund flows over the past 12 months or 

so. 

(00:49:43) 
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Ryan: So fund flows into the International Value Fund have been slightly 

negative over the past 12 months but Pierre, correct me if I’m wrong, no 

big disruptive days or weeks in terms of chunky flows in or out. 

Pierre: No, no, not that I’ve seen. 

  So with respect to the smallest market cap company that we’ll 

consider in the portfolio, so in FPIVX, in FPA International Value Fund, we 

look at anything in excess of $100 million in free float. So to put some sort 

of more tangible numbers on this, in terms of what that means, in terms of 

market capitalization size, I would typically be say around $300 million in 

market cap and above. 

  So I guess we are willing to and we have the flexibility, and we think 

it’s critical, to go down in terms of market size, market capitalization size, 

so that we can ultimately deliver the kind of performance that we seek to 

achieve, because it’s no secret that size has become a challenge for a lot 

of investors out there, and the size of companies, larger companies, has 

made them a natural target for more passive or quantitative strategies 

which tend to inflate their share prices as a result. So very important for us 

to retain the flexibility. 

  The other thing that I would say is the reason why we’re keen to 

look at companies even when they're small is because we want to follow a 
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company for a long time. We want to see it evolve and deliver and we 

want to see how management runs the business and how they deploy 

capital. And the last thing that we want is to discover a company, at the 

very least a business model, just a few weeks or a few months before we 

invest in it. And the best way to do this is to start early. And usually, these 

are generalizations, but usually speaking, if the company is capable of 

going from, I don’t know, $200 million market cap to a $5 billion market 

cap over a five- to ten-year period, it’s probably because management is 

doing something right and/or because the business is the kind of high-

quality business that we’re going to be interested in. So we start them 

early, so to speak. We start looking at—we want to be there before other 

people start thinking about that business or start thinking about that 

company so that we are ready to take action in due course. 

(00:52:37) 

Ryan: Thanks, Pierre. Those were all the questions that we received and we’re 

getting close to the top of the hour. If we missed your question for some 

reason or if you have additional questions, feel free to email us at 

crm@fpafunds.com. 
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  At this time, we would like to thank you for participating in today’s 

FPA International Value Second Quarter 2018 Webcast. I will now turn it 

back to Kelly for closing comments and disclosures. Thank you, everyone. 

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

your colleagues and shareholders to listen to the playback of this 

recording and view the presentation slides that will be available on our 

website within a few days at FPA.com. We urge you to visit the website 

for additional information on the Fund such as complete portfolio holdings, 

historical returns, and after-tax returns. 

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

your feedback and submit any comments or suggestions. We encourage 

you to complete this portion of the webcast. We know your time is 

valuable, and we do appreciate and review all of your comments. 

(00:53:50) 

  Please visit FPA.com for future webcast information, including 

replays. We will post the date and time of the prospective calls towards 

the end of each quarter and expect the calls to be held three to four 

weeks following each quarter end. 

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

would like to receive them, please email us at crm@fpa.com. 
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  We hope that our quarterly commentaries, webcasts and special 

commentaries will continue to keep you appropriately informed on the 

strategy. 

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

on this call are as of today’s date and are subject to change based on 

market and other conditions. These views may differ from other portfolio 

managers and analysts of the firm as a whole and are not intended to be 

a forecast of future events, a guarantee of future results, or investment 

advice. 

  Any mention of individual securities or sectors should not be 

construed as a recommendation to purchase or sell such securities. Past 

performance is not a guarantee of future results.  

  Any statistics have been obtained from sources believed to be 

reliable but the accuracy and completeness cannot be guaranteed. 

  You may request a prospectus directly from the Fund’s distributor, 

UMB Distribution Services, LLC, or from our website, FPA.com. Please 

read the prospectus carefully before investing. FPA funds are offered by 

UMB Distribution Services, LLC. 

  This concludes today’s call. Thank you and I hope you enjoy the 

rest of your day. 
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(00:55:16) 

[END FILE] 
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