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Note: Items in brackets [ ] are meant to be clarifying statements but are not part of the 

actual audio recording of the webcast. Please also see Important Disclosures at the 

end of this transcript and throughout and at the end of the webcast presentation. 

You should consider the FPA International Value Fund's investment objectives, 

risks, and charges and expenses carefully before you invest. The Prospectus 

details the Fund's objective and policies and other matters of interest to the 

prospective investor. Please read this Prospectus carefully before investing. The 

Prospectus may be obtained by visiting the website at www.fpa.com, by calling 

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

 

(00:00:00) 

Moderator: Hello and welcome to today’s webcast. My name is Mike and I will be your 

event specialist today. All lines have been placed on mute to prevent any 

background noise. Please note that today’s webcast is being recorded. 

  During the presentation, we will have a question and answer 

session. You can ask text questions at any time, click the green Q&A icon 

on the lower left-hand corner of your screen. Type your question in the 

open area, and click Ask to submit. 

  If you would like to view the presentation in a full-screen view, click 

the Full Screen button in the lower right-hand corner of your screen. Press 
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the Escape key on your keyboard to return to your original view. For 

optimal viewing and participation, please disable your popup blockers. 

  And finally, should you need technical assistance, as a best 

practice, we suggest you first refresh your browser. If that does not 

resolve the issue, please click on the Support option in the upper right-

hand corner of your screen for online troubleshooting. 

It is now my pleasure to turn today’s program over to Jonathan 

Rahbar. Jonathan, the floor is yours. 

Jonathan: Great, thank you, Mike. Good afternoon and thank you for joining us 

today. We would like to welcome you to the First Half 2019 Webcast for 

the FPA International Value Strategy including the FPA International 

Value Fund. My name is Jonathan Rahbar and I am a product specialist 

here at FPA. 

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

made available on our website, FPA.com. 

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

manager of the strategy. 
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  [Please reference slide 2] I would briefly like to highlight key fund 

attributes for those who may be listening in for the first time. 

  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 securities. 

  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 

only high-quality companies that trade at a significant discount to the 

team’s estimate of intrinsic value. 

  For more detailed information regarding the strategy, we encourage 

you to read the strategy investment policy statement available at 

FPA.com. The slides of our webcast are also available on our website. 

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

(00:02:09) 

Pierre: Thank you, Jonathan, for this introduction and thank you all for taking the 

time to be on the call today. 
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  [Please reference slides 3-4] As always, we will start with 

performance. Since the beginning of the year, the FPA International Value 

Fund has returned 12.92%, that’s in US dollars, and I will be quoting all 

returns during this webcast in US dollar terms. This return is also net of 

fees and expenses, and for reference, the Fund’s net total expense ratio 

was just under 1.3% per the most recent prospectus. This return was 

slightly short of the MSCI All Country World Index that has returned 13.6% 

over the same period. 

  If we look at each individual quarter, in the first quarter of 2019, the 

Fund returned 8.49% net of fees and expenses. This compared to 10.31% 

for the index in the same period. And in the second quarter of 2019, the 

Fund returned 4.08% net of fees and expenses, which compared to 

2.98% for the index over the same period. 

  If we now look at a somewhat more meaningful timeframe for 

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

2011, it has returned an average 7.7%. Again this is net of fees and 

expenses, with the Fund’s total expense ratio having averaged just under 

1.3% as well over the period. And that return compares to an annual 
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return of 6% for the index, implying an outperformance of 28% with about 

170 bps of annualized alpha since inception of the Fund. 

(00:03:50) 

  We are generally encouraged by the Fund’s returns and the return 

of our underlying equity holdings, both on an absolute and on a relative 

basis whether to the index or to industry peers. However, we would like to 

remind our readers, as we often have done in the past during both 

positive and negative periods, that our focus is on the long term and that 

we may at times experience short-term performance. And because of this, 

we encourage shareholders to evaluate the Fund’s returns over long 

periods of time, including the full market cycle. 

  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. 

(00:04:50) 
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  As a function of this discipline, our cash and cash equivalent 

holdings on average accounted for 25% of the Fund’s total net assets in 

the first half of 2019. In the first quarter of the year it accounted for 23% of 

assets and 27% in the second quarter. Most importantly, again, to 

consider a more meaningful timeframe, since the Fund’s inception, cash 

exposure has averaged 31% while fluctuating from less than 12% to more 

than 40% depending on the availability of suitable investment 

opportunities. 

  Given the Fund’s continued solid performance in the face of rising 

cash exposure, our underlying equity holdings have outperformed the 

index over the period. 

  In the first half of the year they returned about 18% with more than 

11% in the first quarter, and an additional more than 6% in the second 

quarter of the year. And again, most importantly given our long-term 

focus, the annualized return on our equity investments since the inception 

of the Fund remains around 13% compared, then, to 6% for the index. 

  The Fund generally benefited from strong performance across the 

board in the first six months of the year. In the quarter only six of the 
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Fund’s disclosed holdings experienced some level of negative return and 

in the second quarter only seven of the disclosed holdings made a 

negative contribution and three of them very low negative contributions. 

(00:06:26) 

  One of these holdings was also Melrose. Melrose was added to the 

portfolio in the first quarter and, for reference, it is based in the UK and it 

is, in effect, a publicly-traded private equity firm with a highly concentrated 

buy-in in pool strategy. It’s most recent investment was the acquisition in 

early ’18 of GKN, a publicly listed industry conglomerate also based in the 

UK. In recent months we have continued to build the position as the stock 

has experienced sustained and favorable sentiment likely as a function of 

its exposure to the cyclical automotive and aerospace markets. 

  In the first quarter of the year, the Fund’s performance experienced 

notable negative pressure in the last few days of the period because of its 

Brazilian exposure. Up until March 18 [of 2019] the Fund had returned 

11% year-to-date which was effectively in line with the index. 

Subsequently, though, the IBOVESPA, which is the Brazilian index, 



FPA International Value Fund (FPIVX) Webcast – 2Q 2019 

 

 

 

 
 

-8- 
 

 

declined by more than 7% which led to the Fund’s net underperformance 

for the whole first quarter. 

 

   The Fund’s exposure to the region had come down in the previous 

month as we monetized the gain from several of the stocks that we 

purchased in 2017 in Brazil. However, it remained overweight the region 

and was negatively impacted as a result. The decline in the IBOVESPA in 

the first quarter was presumably driven by heightened fears that the 

newly-elected government may not be able to pass political reforms and, 

in particular, a much-needed pension reform. 

(00:08:05) 

  In our first quarter letter we had commented that governments 

around the world have had difficulty dealing with under-funded pension 

liabilities and the inevitable worsening of budget deficits as the promised 

payments come due. We wrote that we wouldn’t expect the passing of 

such reform to be a smooth process anywhere in the world, let alone in a 

country as politically complex as Brazil. And we also commented that if 

markets were going to determine these values based on the daily flow of 
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such political news, Brazilian equities would likely experience short-term 

volatility which is what transpired. 

  We highlighted that to be very much in contrast with our approach 

to company evaluations, though. We think enterprise value equates, 

ultimately, to the sum of all the future cash flows that a company can 

generate, discounted back to present time and, as such, our focus is on 

the underlying fundamentals and long-term prospects of individual 

businesses, rather than macro-economic or political developments or 

short-term news flow. 

  Unsurprisingly maybe, in the second quarter, then, we saw a 

reversal of the first quarter trend in the Brazilian equity markets as the 

government actually made significant progress toward the passing of a 

pension reform and, in addition to that, laid out more plans for new 

initiatives that will ultimately support business activity in the country going 

forward. 

  As investors seemingly regained confidence in the recently-elected 

government, then, and its ability to pass reforms, the IBOVESPA 

recovered. Our holdings benefited disproportionately from the increase 
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and then positively impacted the Fund’s performance in the second 

quarter of this year. Brazilian holdings accounted for four of our top ten 

performing names in the period, five when including healthcare service 

provider, Notre Dame Intermedica, which we sold in the period. Together, 

they also accounted for close to 30% of the total positive contribution to 

the Fund in the second quarter.1 

  Looking, now, beyond just at the Brazilian exposure topic for the 

purpose of performance analysis, as is often the case, a material portion 

of total negative contribution was related to companies we recently added 

to the portfolio and whose stocks continue to experience negative 

sentiment in the period. 

(00:10:20) 

  Other notable detractors, and contributors for that matter, were 

more idiosyncratic in nature. In way of examples, UK-based Dignity 

                                                 
1 Detractors and contributors noted throughout the webcast 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. 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. 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 not 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. Portfolio composition will change due to ongoing management of the Fund. 
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continued to suffer from the uncertainty associated with the pending 

investigation of the industry by the competition and market authority. 

Dignity is a leading provider of both funeral and cremation services in the 

UK.  

  [Please reference slide 5] Essilor Luxottica which was the worst 

contributor in the first quarter recovered in the second quarter along with 

reduced noise over the post-deal leadership tensions.  As a reminder, 

Essilor Luxottica was formed by the merger of France-based Essilor, the 

world’s leading manufacturer of ophthalmic lenses and Italy-based 

Luxottica, the world’s leading manufacturer and distributor of eyeglass 

frames. Following the merger, tensions emerge around which side is and 

will be steering the ship going forward. 

  Sulzer has benefited from further evidence of the strong cyclical 

recovery in its core market, and the first six months of the year has been 

confirmed. As a reminder, Sulzer is based in Switzerland and it is a 

provider of pump equipment with significant exposure therefore to the oil 

and gas industry. 

(00:11:37) 
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  Most importantly, from our perspective as long-term value 

investors, all of these short-term price developments, while may be helpful 

in terms of analyzing short-term performance, say little about the 

underlying fundamentals and intrinsic values of our individual holdings. So 

once again, it’s got to be a reminder that we focus on the long-term 

business prospects of these businesses rather than any macro-economic 

fluctuations, political news flows or headliners’ noise. As always, we 

encourage shareholders to re-evaluate the stock performance of our 

investment over long periods of time. 

  Now moving to the key performers in the period, starting with the 

first quarter, and I will start with the worst performer there. 

  As mentioned earlier, the largest detractor to performance in the 

first quarter was Essilor Luxottica with a contribution to the Fund return of 

negative 0.36%. It was also our second-worst performing holding in the 

period with a share price that fell 13.4%. Essilor Luxottica, as mentioned 

earlier, was formed as a result of the merger of Essilor and Luxottica. 

While Essilor is the world’s leading manufacturer of ophthalmic lenses, 

Luxottica is the world’s leading manufacturer and distributor of eyeglass 
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frames so putting the two firms together opens up opportunities to extract 

significant synergies on both the cost and the revenue side. 

(00:13:01) 

  But it also pits against one another two different ownership 

structures, two different leadership styles and two different corporate 

cultures. 

  We had the opportunity to build meaningful exposure to the two 

companies when their share prices fell amid fears that the European 

Commission would not approve the merger. While the transaction is now 

closed and those fears have been effectively negated, questions remain 

as to how the integration will play out and how internal tensions will be 

addressed. This, inevitably, produces short-term noise but has little 

bearing on the final outcome of the deal but can cause short-term volatility 

in the share price. 

  Because we believe the long-term prospect of the merged entities 

are compelling, we expect to take advantage of any temporary stock 

weakness to increase our ownership of the company. 



FPA International Value Fund (FPIVX) Webcast – 2Q 2019 

 

 

 

 
 

-14- 
 

 

  On the best contribution side or best contributor to performance in 

the first quarter of 2019 was TOTVS, with a contribution to the Fund return 

of 1.02%. It was also our best performing holding in the period with a 

share price that rose 44.9%. 

(00:14:16) 

  We’ve commented on the company many times over the years. 

Based in Brazil, TOTVS is the country’s leading provider of enterprise 

software solutions. It typically targets small and medium-sized enterprises. 

We started investing in the company at a uniquely difficult time for 

TOTVS. Given its domestic focus, large exposure to small and medium-

sized clients and natural correlation with employment, the business had 

been hit by the country’s multi-year economic downturn that started in 

barely 2015. During this period, TOTVS had also gone through the 

integration of a sizeable acquisition along with the broader reorganization 

of its operations and management. 

  Lastly, like most providers of software solutions, the Group initiated 

a shift from swelling up front licenses to offering subscriptions. While the 

long-term effect of this migration is an increase in the present value of the 
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firm’s customer relationships, the short-term impact is a decline in 

profitability. Even under normal economic conditions, such a transition can 

span and depress profits over multiple years. The confluence of so many 

challenges put significant downward pressure on the Group’s results 

which, in turn, negatively impacted TOTVS’s share price because of the 

market’s short-term focus, thus creating an opportunity for us to invest 

and build the position over time. In typical fashion, our investment was 

predicated on the combination of short-term headwinds for the stock, 

price and compelling long-term prospects for the business. 

(00:15:51) 

  I stated at the time of the investment, we recognized condition 

could remain challenging for a few years as we estimated that the 

company was only halfway, if that, through a four-year business transition 

that started in 2015. However, we believed the new subscription model 

would enhance the company’s value and that the macro environment 

would improve eventually. We also expected the Group’s reorganization 

along with the hiring of new talents to be favorable to the Group. 
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  More fundamentally, we viewed TOTVS as a high-quality business 

with a dominant position in a market that is both difficult to penetrate and 

constantly changing. Its solutions are high value-added and are a must-

have for users commanding renewal rates in excess of 90%. Before the 

transition that started in 2015, the Group had consistently generated 

double-digit annual sales growth and margins above 20%. Despite the 

economic slowdown in Brazil, the business still generated positive return 

and form-free cash flows. The balance sheet was robust with net debt well 

below one times EBITDA. 

(00:17:01) 

  Lastly, the Group’s founder has an exceptional track record in the 

industry, and we believe the ability to attract top industry talents. He 

remains a large shareholder in the Group. 

  Now that several of these expectations have, in fact, become more 

immediate prospects, TOTVS’s share price has improved significantly in 

recent months. Nevertheless, given our view of the business’s strong 

underlying fundamentals, we remain interested in being shareholders of 
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the company provided that we can continue to hold the stock with a high 

margin of safety. 

   [Please reference slide 6] Turning now to the second 

quarter of the year, and again starting with the worst performer for that 

period, the largest detractor to performance in the second quarter was 

Ryanair with a contribution to return of -0.5%. It was also a worse-

performing holding in the period with a share price that fell 12.06%. Based 

in Ireland, Ryanair is one of Europe’s leading passenger airlines. We have 

commented several times on this name in the past as the company has 

experienced many difficulties in recent months that have weighed 

negatively on its operating results and share price. Challenges have 

ranged from pilot roster-related flight cancellations and strike-ridden labor 

negotiations to exogenous air traffic control issues and increased fuel 

prices. 

  To these, one may actually want to add the uncertainties 

associated with a hard Brexit scenario which could complicate airlines’ 

ability to fly between the UK and other European countries and certainly 

required a lot of preparation work on the part of the airlines. 
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  We didn’t see any of these problems though as investors, 

company-specific or structural in nature. Therefore we didn’t view them as 

a threat to Ryanair’s long-term dominance in its market or its free cash 

flow growth aspirations. We also expected its proven management team 

to be able to steer the company through these challenging times. 

  Given all that, we are happy to take advantage of any associated 

short-term weakness in the share price to build our ownership of the 

stock. However, in more material risk to Ryanair’s business model, which 

is also one of its strengths as laid out in our original investment thesis, is 

the company’s reliance on one particular aircraft, the Boeing 737 and its 

successor the Max. Unfortunately, the Max appeared to be at fault in two 

recent deadly crashes. And following these dramatic accidents, the 

aircraft came under intense scrutiny over several design flaws, primarily 

that of a stabilization software system and was grounded by authorities 

effectively until further notice. 

(00:20:00) 
  The Max is crucial to many. It is crucial to Boeing’s very existence 

and therefore to many businesses across its supply chain, many 
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employees and pensioners and, along with them, many communities. It is, 

therefore, difficult to imagine a scenario where Boeing would be allowed 

to fail as a business, effectively ending passenger aircraft manufacturing 

in the United States. Therefore we expect a solution to be found to put the 

Max back in the air. And we expect this would likely be a combination of 

technical fixes, rebranding and retraining of pilots. In the meantime, 

however, it is hard to see how an airline managed to a roughly 95% load 

factor can deliver much passenger growth along with the expected 

efficiency gains without an operable Max. The Max is a more fuel-efficient 

aircraft. It’s a more silent aircraft and it’s an aircraft that carries additional 

seats and therefore additional capacity. So it is essential to any airline’s 

growth plan and to generating efficiency along with the execution of this 

growth plan. And given the complexity of the situation, and it’s virtually 

impossible to determine how long this will last or what the implication will 

be for a company like Ryanair. 

  In the end, no business is immune from risk. Over the years we’ve 

seen these things happen to the best of companies. Every time we are 

reminded of the importance of the other tenets besides business quality of 
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our investment selection discipline. One is management capability, 

another is a strong balance sheet and, the last, is valuation. 

  Ryanair is, as we mentioned, very, very well run. It is, effectively, 

debt free with net debt to EBITDA of 0.2 times as at the end of the last 

fiscal year. Yet at the end of the second quarter, to the point about the 

importance of valuation, Ryanair’s total enterprise value was less than 

€12 billion. That contrast with the book value of its planes alone, all of 

which it owns at the end of last year which was € 9 billion and a negative 

working capital well in excess of € 3 billion. 

(00:22:30) 
  Meanwhile, with its existing asset base, yields at a 10-year low, and 

it would be more if we exclude the financial crisis, and fuel costs notably 

above their 10-year average, Ryanair is still able to generate an EBITDA 

of close to €2 billion. 

  We think this represents a unique value proposition all the more 

attractive in the current environment but most importantly for us on an 

absolute basis, and that’s even if we put aside the many qualitative 

appeals of this business and a likely resolution to the current crisis, 
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therefore we are keen buyers of Ryanair stock at current market prices 

and have continued to add to our position. 

(00:23:12) 

  Our biggest contributor to performance now in the second quarter 

was Ströer with a contribution to return of 0.77%. It was also our best 

performing holding in the quarter with a share price that rose 28.33%. 

Based in Germany, Ströer is a leading provider of out-of-home advertising 

solutions with around 300,000 sites across the country. The group also 

operates a large portfolio of German-language websites and through 

several acquisitions is a provider of direct marketing services. We 

purchased the stock in the fourth quarter of last year. In the preceding 

months Ströer’s share price had experienced significant negative 

pressure. It fell close to 35% in US dollars in 2017 and ’18. We believe 

that this was a function of questionable recent acquisitions, a lack of 

strategy focus, exposure to some difficult international markets, like 

Turkey, along with rising fears that Google might consider entering the 

market. 



FPA International Value Fund (FPIVX) Webcast – 2Q 2019 

 

 

 

 
 

-22- 
 

 

  Our research, however, which included conversations with all 

market participants, led us to believe that the potential threat from Google 

and other similar companies was in fact limited and that industry 

consolidation, if anything, was the more plausible scenario. Management 

had also drawn appropriate conclusions from past investment, some of 

which, to be fair, proved quite successful and refocused its strategy on the 

German out-of-home advertising market which Ströer dominates. 

(00:24:48) 

  We also expected excess free cash flows and the proceeds from 

disposals of non-core assets, some of which we estimated to be highly 

valuable, to be returned to shareholders in the most value-creative 

manner. 

  Lastly, we believe the Group was well-positioned to take advantage 

of compelling business opportunities but particularly through the continued 

rollout of digital and video advertising screens. The company’s share price 

recovered and reached new highs with the market’s realization that Ströer 

had been put on a more effective course to realize value. Further, our 

understanding of the effectiveness of out-of-home as an advertising 



FPA International Value Fund (FPIVX) Webcast – 2Q 2019 

 

 

 

 
 

-23- 
 

 

medium, and even maybe more so in the digital age, and recognition that 

the Group has unique assets in a compelling market. 

  Given our view of the business and our assessment of its intrinsic 

value, we remain interested in being shareholders of Ströer so long, of 

course, as we can continue to hold the stock within an appropriate margin 

of safety. 

(00:25:51) 

  [Please reference slide 7] Now moving on to portfolio activity, as 

always through the entire period, we continue to add to holdings we 

believe offer compelling discounts to intrinsic value and to trim positions 

that are becoming less attractively yield—priced, sorry. 

  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 and [we believe] can 

drive performance, it is important to realize that it can also inflate portfolio 

turnover at times, particularly if short-term volatility increases. 

  So specifically in the first quarter, we increased the Fund’s 

ownership of some portfolio companies with stocks experienced material 
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weakness either towards the end of 2018, as in the cases of Dignity, Page 

[Group], which for reference is a provider of both temporary staff and 

permanent placement services based in the UK, and Sumo, which for 

reference, is a provider of development services to the video games 

industry based in the UK or during the period, as in the case of Essilor 

Luxottica and Hypera and, for reference, Hypera is a leading Brazilian 

manufacturer of pharmaceutical products. 

(00:27:06) 

  On the flipside, as a result of broad-based strong performance in 

the period, we also trimmed many of the portfolio holdings. In particular, 

as I mentioned above, we reduced the Fund exposure to Brazilian and 

other Latin-American companies, but mostly Brazilian. 

  In the second quarter, we increased the Fund’s ownership of some 

portfolio companies whose stocks experienced material weakness, 

including AIB, one of Ireland’s leading financial institutions, Dignity again, 

and Ryanair.  As mentioned earlier, we also continue to build position in 

Melrose. 
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  Again, as a result of the positive performance in the period, we also 

trimmed several of our portfolio holdings. In particular, we sold a 

significant portion of our investment in SAP. For reference, SAP is a 

world-leading provider of enterprise software solutions based in Germany 

and a longstanding holding of the fund. And we reduced the Fund 

exposure to Brazilian companies further including Magazine Luiza. For 

reference, Magazine Luiza is a well-established retailer with a leading 

online platform as well as TOTVS, which we talked about earlier. 

  That’s on the rebalancing side. In terms of purchases in the first 

quarter, we initiated several new positions that included Melrose, but we 

had no new purchases in the second quarter. 

  So with that, moving to the sell side to discuss some of the 

positions we sold in the past six months. 

  In the first quarter we exited the Fund’s position in BK Brazil. Bk 

Brazil is the master franchisee of Burger King Corporation in Brazil. We 

had purchased the stock only a few months ago, when we took advantage 

of the combination of a material decline in the Brazilian equity market and 

a severely depressed currency, to invest a large portion of the Fund—
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that’s at about 20% as a matter of fact—in a handful of high quality 

companies in the region. And that happened in 2018, primarily through the 

course of the first half, for reference. 

  And we note that this type of validated turnover is very much 

reminiscent of what the Fund experienced as a function of particularly 

strong performance back in 2017 already. And it may be surprising at first 

glance given our long-term focus. However, it is dictated by our discipline 

of selling when the price of a stock converges with its estimated intrinsic 

value. Because we do not have a mandate to be fully invested, we are 

free to realize capital gains without having to balance the decision to sell 

against an institutional imperative of finding a replacement for the 

positions that we’re selling. 

(00:29:53) 

  And just to put things in perspective, BK Brazil was the Fund’s 

best-performing holding in the fourth quarter of ’18 and from September 

30, 2018 to its peak on March 11, 2019, BK Brazil’s share price increased 
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86%—that’s in US dollars.2 As a result, the stock traded in excess of its 

estimated fair value which then led to our decision to exit the position. 

  We continue to view BK Brazil as a well-run, high-quality, 

financially-strong company and we would be interested in becoming 

shareholders again but if we can buy the stock at a significant discount to 

the intrinsic value of the business. 

  Similarly, in the second quarter, we sold the Fund’s position in 

Notre Dame Intermedica. Our Intermedica investment unfolded very much 

like BK Brazil. We purchased the stock only a few months ago when we 

took advantage of the combination of a material decline in the Brazilian 

equity market and a severely depressed currency to invest in this handful 

of high-quality companies in the region, as I mentioned earlier. And even 

though it was no longer in the portfolio as of June 30, Intermedica was our 

second best-performing holding in the second quarter of 2019 with a 

share price that rose 28% in that quarter alone but from September 30, 

2018, to its peak on June 30 to June 13, 2019, the company’s share price 

                                                 
2 Throughout this webcast, mentions of issuer performance represents the percentage change in the issuer's share price during the 
periods noted. The percentage change in share price does not equate with the contribution to performance of the holding in 
theFund’s portfolio. Please refer to the webcast presentation for more information. 
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increased 69%—that’s in US dollars also—and as a result, the stock 

traded in excess of its estimated fair value which, again, led to our 

decision to exit the position exactly like with BK Brazil. 

  Now during the period, we also sold out of a few other investments 

that included Britvic. And, for reference, Britvic is Pepsi’s exclusive bottler 

and distributor. It included Edenred. Edenred is based in France and it’s a 

leading prepaid corporate vouchers company. And it included IMCD, and 

IMCD is a global distributor of specialty chemicals and food ingredients 

which is based in the Netherlands. And in all these cases, these company 

stock prices had reached their estimated intrinsic values which was the 

reason for exiting the positions. 

  While we are no longer invested in any of these companies, similar 

to BK Brazil or Intermedica, we continue to view those as well-run, high-

quality and financially strong enterprises and we would be interested in 

becoming shareholders again if we could buy their stock at a significant 

discount to their estimated intrinsic value which is very typical of what we 

do as investors and, in fact, the significant engine behind alpha generation 

over the years. And I would point out that we’ve done that several times 
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with Britvic in the past and in the past 20 years have had the pleasure of 

being invested four times in that stock every time with similar success as 

the company has continued to build enterprise value over time. 

(00:32:50) 

  [Please reference slide 8] With that I will now proceed to the 

review of the portfolio at the end of the quarter. 

  So net of the aforementioned transactions, the Fund remained 

focus on our best ideas, as it always is, with 28 disclosed positions at the 

end of the period. The top 10 positions accounted for 31% of the Fund’s 

total assets and 44% of the invested portion and the top five accounted 

for more than 17% of assets and 24% of the invested portion. At the end 

of the period that selected group of holdings presented a weighted 

average discount to intrinsic value of about 27%. 

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

the Fund’s median market capitalization was in excess of $10 billion. The 

weighted average market capitalization was $45 billion at the end of the 

second quarter, and close to 60% of the Fund’s invested assets were in 

companies with the market capitalization of more than $10 billion. 
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  However, we do not consider a company’s market capitalization to 

be a relevant criterion from an investment perspective. And we are 

invested across a wide range of market capitalization sides from about 

$125 million to more than $400 billion in market capitalization. 

  [Please reference slide 8 and 11] Similarly we are indifferent 

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

dummy-filed. In particular, we find that where companies are domiciled is 

of limited relevance. Many of our holdings are sizeable enough to operate 

globally and therefore 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 risks associated with this value 

creation more so than domicile. 

  Nonetheless, looking at the Fund’s geographic profile at the end of 

the second quarter of this year, just under 40% of total assets were 

invested in companies domiciled in Europe. That’s excluding the UK but I 

think that’s fair expectation at this stage, to be looking at the world that 

way. For the most part, this exposure to Europe was geared toward 

Northern European markets, so places like France, Ireland, Switzerland, 
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Holland and Germany. The Fund’s exposure to the UK now was 

effectively unchanged at 16% of total assets. We continue to see 

compelling opportunities in the UK, presumably as a function of the 

uncertainty surrounding Brexit, notwithstanding the weakness in the 

currency so that largely explains why we’re still having significant 

exposure to that market. 

(00:35:36) 

  Now with the further reduction of our investment in Brazilian 

companies, emerging market exposure has come down. It’s come down 

to 17% now of total assets. Brazil accounted for about 9% and Australia 

still accounted for only 1% of total assets. We still had no exposure to 

Japan at the end of the second quarter but other than that, nothing else to 

highlight on the geographic side. 

  [Please reference slide 8 and 11] 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 and at the end of the quarter, discretionary and staples 

together were the Fund’s largest exposure with about 24% of total assets. 
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The Fund still had notable exposure to industrials, which accounted for 

21% of total assets, and to technology and communications, which 

accounted for 19% of total assets. 

  Healthcare accounted for [about] 3% of the Fund’s [total] assets. 

We had less than 3% of [total] assets invested in financials and this 

reflects our investment in AID. Outside of this one holding we have had no 

exposure to banks since the Fund’s inception. We note that in our 

previous commentaries the challenge is often associated with these 

investments, which typically are a poor fit for our philosophy and process. 

(00:36:57) 

  Overall, the Fund had limited exposure to the credit cycle and 

financially levered companies. 

  While we try to provide some perspectives on the Fund’s sector 

profile in these commentaries, we would highlight that the portfolio is 

simply the residual of our bottom-up approach. And we also find that the 

global industry classification standards are actually of limited relevance. If 

you take Page, for instance, it is a provider of recruitment services, as I 

mentioned earlier, yet it is classified as an industrial so in our view sector 
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definitions just are too broad to give a meaningful picture of our actual 

underlying exposure. 

  More fundamentally, we believe the Fund remains exposed to a 

fairly diverse group of sectors as well as geographies and is exposed to 

markets that we think have limited correlation. We also believe that many 

of the Fund’s holdings have unique secure dynamics that make them 

more predictable and better suited to work through potential short-term 

economic challenges. While it is impossible to anticipate, of course, 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, position the Fund well to withstand any potential market 

dislocation. And to this, of course, we would need to add the cash holding 

which offers us the flexibility to buy when others are selling. And it could 

also be a driver of performance through the downturn. 

(00:38:26) 

  [Please reference slide 9] Now before we conclude with the 

traditional reminder of our investment philosophy, it is worth maybe just 

making some comments. I’m sure there may be questions about this in 
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the Q&A session, but some brief comments with regard to investment 

prospects. 

  We had laid out in our 2018 year end commentary the significant 

geopolitical, macroeconomic and market-specific challenges that we see 

in the current environment, so I would refer you to that. But we also 

reiterated many of these concerns in the first quarter, and we put special 

emphasis on Chinese risks and signs of weakness in business activity 

around the world. 

  In recent months, what we've continued to observe is, we’ve 

continued to observe mounting problems in China, along with evidence 

that segments of the world economy seem to be experiencing some pull-

back. 

  Now as I mentioned in the commentaries, these comments are 

based on our bottom-up research, which includes conversations with 

management teams across many geographies and industries, rather than 

from any kind of macroeconomic perspective. However, from a top-down 

perspective, I think it’s fair to say that the geopolitical environment 
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remains generally challenging both at home, in the United States I guess, 

and internationally. 

(00:39:54) 

  In contrast, we noted that international equity markets measured 

using the index have recovered from last year’s correction, which we 

considered relatively modest in the first place, and have now pushed back 

to the peak levels of late ‘17/early ’19. That’s excluding that one month’s 

blip rally in February. And we talked about our assessment of the market 

environment in our fourth quarter ’17 commentary, which we titled “Total 

Exuberance”. So arguably, the situation is the same today and valuations 

overall are even more unattractive now than they were then. 

  What is even more concerning in the recent rally appears to be—is 

that it appears to be a reaction to central banks sharply reversing 

direction. While the Federal Reserve moved away from tightening after 

merely a few months of contemplating the idea, the ECB has elected to 

continue with its existing policies of quantitative easing. So more than a 

decade into the recovery there are renewed talks of expanding the use of 

negative rates and even direct government buying of equities to support 
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the market. We think these policies are insane. We think that they are 

disturbing symptoms of the dysfunctional markets we are currently facing, 

not to mention both socially and politically irresponsible. 

  As we continue to test the assumptions baked into the intrinsic 

value assessment of all the companies that meet our qualitative criteria, 

we find more and more evidence that prices have in fact grown 

disconnected from fundamentals. Valuations are quite unreasonably high, 

in our view, at this stage and any investment needs to be carefully 

considered as it will likely carry a significant risk of permanent capital 

destruction. 

  More than ever, I think this is the time to remain disciplined in 

executing our framework in order to avoid actual losses. 

  So to conclude, I would reiterate one more time, as I do each 

quarter, the key tenets of our investment philosophy. 

(00:42:00) 

 We are absolute, not relative, long-term fundamental value investors with 

a bias toward quality. And what that means is we look for well-run, 

financially strong, high-quality businesses which stock we can then 
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purchase at a significant discount to our estimates of their intrinsic values. 

And we only put capital at risk if and when presented with such 

opportunities. If we are not presented with such opportunities then we will 

hold cash in their absence. 

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

thank, again, all of our fellow shareholders for their trust and I will open it 

up for questions. 

Jonathan: Great, thank you, Pierre. We will pause for just a moment to poll for 

questions. 

  Okay, the first question that’s come in is around our outlook for the 

dollar, so Pierre, any thoughts on recent dollar strength and what that 

ultimately might mean for companies? 

Pierre: Yes, so as you know, we are fundamental investors so we make decisions 

based on the underlying fundamentals of individual businesses. While 

we’re mindful in our forecasts to how the macroeconomic environment, 

and indeed currency, might impact a business in the short term and, most 

importantly, of how management will react to these exogenous factors, in 

the end what matters the most is what kind of economics this business 
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can generate through the cycle and under sustainable operating 

conditions. And the vast majority, I would say typically north of 80%, of a 

company’s enterprise value is in its terminal value. 

(00:44:11) 

  Our process is also very bottom-up, so when we consider a certain 

industry or a given business within that industry and where it sits on its 

value chain, and effectively the process of that business making money, 

we’re very much focused on the fundamentals of the business. Once 

again, we’re not really contemplating how the macro environment could 

impact or changes—short-term changes in the macroeconomic 

environment could impact that longer term, other than limiting our 

investments to countries that have a rule of law and a fair and transparent 

system to enforce that rule of law, if there is such a thing. But we do not 

overlay any top-down approach to that kind of analysis. We’re not 

economists. We’re not macro analysts. We’re not asset strategists. 

  And we measure upside in local currency, so while of course we 

like buying Brazilian stock, when the Brazilian real is depreciated, we don’t 

expect to generate returns from an increase in its value. We’ll take it, but 
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that’s not an expectation. And I guess on the flipside, as an international 

strategy, we are willing to take the currency risk that comes with these 

investments, although we do have a hedging strategy to limit our portfolio 

exposure ultimately. 

  But typically, you also don’t see us make investments predicated 

on a change in exchange rate between two currencies, and any potential 

associated transactional benefits, meaning you wouldn’t see us buy 

Japanese car manufacturers, for instance, hoping for the yen, the 

Japanese yen, to depreciate versus the dollar. If we had a view that that is 

going to happen then we wouldn’t take this risk to realize that upside. We 

would just trade the currency. 

(00:46:09) 

  But when it comes to currency, I guess we simply recognize that we 

don’t know. So to answer your question, I’m afraid we don’t have an 

outlook on whether the strength in the dollar is sustainable or not. Of 

course we’re not oblivious to the issue. We think—and by the way, we 

think about both sides of your statement, meaning the strengths of the 

dollar relative to other currencies but also the strength of the dollar relative 
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to the cost of goods. And we’re not oblivious to the issue, we look at 

purchasing parities, we see that the dollar has been strong, we 

understand geopolitical, economical and monetary factors of course. We 

see the strengths in the US economy, and its military power for that 

matter. We see the trade dynamics. We see the Central Bank’s 

manipulations. We also see where that puts us, puts the US relative to 

other currencies. But in the end, we are humble enough, I guess, to 

recognize that we just don’t know. We’ve got plenty of self-confidence 

already when it comes to businesses so it seems wise to stop at that. So 

that’s enough cardinal sin for one team I think. So that’s just our way of 

thinking I guess, so probably not very helpful for you but that’s just how we 

do invest. 

Jonathan: Okay, and our next question is a bit more high-level before we turn it back 

to companies and sectors. What are some of the risks you see in the 

market? What keeps you up at night? 

Pierre: What keeps us up at night? I think the team we have here is a team that’s 

very passionate about what they do. It’s a team that wants to win, that 

wants to build something, and that’s what keeps us up. So the sleep that 
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we get as a team, we try not to waste it. So I would say nothing keeps us 

up at night. 

(00:47:53) 

  During the day though, we worry a lot about everything, all the time. 

I guess one side of investing is coming up with ideas, and the other side 

of it is destroying it through the contemplation of risk. So you can take 

your pick I guess. 

  If I start with maybe the macro side, again, being fundamental 

investors, but not being oblivious to exogenous factors, and in fact having 

to think through these risks when valuing companies, in particular at this 

stage in the cycle, I can give you a few thoughts, and some of them I 

highlighted earlier. 

  But we worry about political risk. I think we are increasingly seeing 

the consequences of the financial crisis and the impact of years of 

financial repression through low rates. This is a time when nations can 

split between autocratic solutions and socialist madness, and it rarely 

ends well. 
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  In addition to that, I think we are facing some serious demographic 

challenges ahead of us. That’s true of the US but feel free to pick your 

country. Look at what's happening in the UK politically with Brexit, in 

China with its totalitarian regime, what's happening in Italy with Five Star 

and the League ruling, or further out in places like the Philippines. So 

political risk is there in every country. 

  There’s also pressure internationally, as I’m sure you are well 

aware of, with the spreading of trading tensions. 

  And then monetary policies of course are a serious concern. The 

world is high on free capital and it keeps getting worse, even with the 

economy at a high point in the cycle and record employment. And as I 

pointed earlier, that is a very destructive system, very dangerous 

financially but also socially and politically. There are many signs out there 

that there is excessive use of financial leverage throughout the system. 

For private equity deals, I hear -that the 7-8 times net debt to EBITDA is 

now the new 5-6 times, and that is often on aggressive use of pro forma 

figures. 
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  There's been plenty written about low rates, but we also highlighted 

the disappearance of covenants in past commentaries, and that’s on the 

corporate side but real estate is just as bad. You are now seeing a strong 

return to things like interest-only deal. I think they accounted for almost 

80% of new mortgages in the first quarter. So all that debt is certainly 

distorting the economy, of course, and is distorting the equity markets. 

You have zombie companies that are now pretty sizeable—it’s not just 

unknown SMEs, it’s companies that are top of the league tables. 

(00:50:36) 

  If you take something like a WeWork, for instance, which is soon to 

come to market with valuation that people say will be $45-$50 billion, 

that’s $2 billion in sales. But it’s $2 billion in losses and $2.5 billion in 

investing activities. So that’s almost $3 billion of loss a year. And that is 

dependent on all of the other zombie companies to continue to exist and 

rents its office space, and that’s a company that employs 10,000 people. 

  You can take Netflix. We don’t cover that as a business but that 

one’s not bad either. It’s worth $140 billion or so. So it’s no longer a spring 

chicken. It generates more than $15 billion in sales. It’s got free cash flow 
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negative of $2 billion though, and it has net debt of north of $5 billion, 

closing on 10. It’s got $20 billion or so, almost $20 billion of balance sheet 

liability, and it’s about to lose a good chunk of its content that will need to 

be replaced, and it employs 8,000 people directly and more than 

thousands, thousands if you take into account all of the professionals that 

work through it (inaudible @ 00:51:46) on a daily basis to pitch them some 

content. 

  And I’m picking on these two but you can do this with Uber, you 

can do this with Lyft, you can do this with Tesla, and these are big, big 

companies. And we’re seeing more coming into the market with mind-

boggling valuations. 

(00:52:01) 

  If you take the one that gets the trophy for this quarter, I guess 

BeOnMarket, that’s a company that makes $60 million in revenue, 

something like this, and then everything else is negative—profitability, free 

cash flow generation, everything. Now if you assume that that goes—I 

don’t know—goes up 15 times in three years and it’s going to be $900 

million in revenue, and you say that somehow they're going to make 
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Nestle-like margin of 15%, even though there’s nothing like that in food 

processing, then the stock is still trading at more than 30 times three 

years out profit, and I can’t immediately see—immediately I would add—

any barriers to entry to this business, so any competitive advantage there. 

It’s been described as just insane. I think it’s an accurate description, but 

it’s not an exception. I think Zoom is worse than that. I think it’s trading at 

70 times profit. And there are many, many other businesses like that, and 

sadly, I have no idea how long they can possibly last for, if it’s ever going 

to end and how. 

  If you look at what's going on, according to Grant’s you had, what, 

$13 trillion of debt in the world that’s now yielding nothing. I think 40% of 

the global investment grade market if you take out the US is at negative 

yield at the moment. And just to put things in perspective, that’s up from 

maybe 20% last year. And yet you've got governments out there that 

seem to be very keen on just continuing to cut, and you've got people out 

there advocating now for these same governments to buy equities, which 

is crazy. But it’s not even such an avant garde idea. If you look at what the 

Japanese Central Bank is doing, they own 80%, almost 80% of the 
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Japan’s ETF market. They have bought almost 15 trillion yen of that 

product in the past five or six years. That’s just insane. 

(00:53:51) 

  And it’s not just that, I think there are some serious structural 

threats in capital markets at the moment. We talked about the potential 

issues with passive and quantitative strategies with some of our 

commentaries, we talk about the threat of takeunder from private equity 

which is now sitting on $2 trillion of undeployed cash. But I would also 

point out, I had the chance of reading on vacation through the June ’19 

report of the Advisory Scientific Committee to the European Commission 

on ETFs and how these products could contribute to systemic risk in the 

market and, at the very least, shall we say, surprised at how casual the 

industry seems to be with these structures given the conflicts of interest 

that are inherent to them, the liquidity issues that come with them, and the 

counterparty risk. 

  And that’s all—don’t complain because you got me started—this is 

all just macro stuff. We are also faced with very serious challenges at 

business level and so as a bottom-up investor, I want to insist on that. 
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Businesses are fundamentally changing across the board, whether 

because of new technologies or because of shifts in customer 

preferences or geopolitical dynamics. 

  Look at what's happening to the car industry, not just in terms of 

cyclicality, which is becoming a concern, but also in terms of the 

fundamentals. I think if you look at BMW, it has 15-16 different engines, 

hundreds of variants to that, and they are planning on halving the number 

of powertrain options in the next decades. Well, that means they're going 

to fire 75,000 people out of the 200,000 people or so that they have in the 

engine and transmission workers. That’s just upstream. 

  Then think about what that does to the value chain. The metal 

content of an electric vehicle is significantly less than that of a combustible 

engine; I think it’s a third. So think through what that means for a lot of 

these companies structurally. 

  Look at what's happening to consumer goods companies. They 

have completely outpriced themselves. I think 90% of the growth in their 

market now comes from micro brands that come with discounted price 

and cofactor. 
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(00:56:00) 

  Look at what's happening to China. The country is hard-set on 

repeating the model of the USSR of the Eighties. It’s a totalitarian regime. 

It’s also the factory of the world though, so that leaves you with a ton of 

uncertainty because you have business over there that operates on 

monthly shipments obligations regardless of any kind of business logic, 

that face intense competition and they make razor-thin margin, and you've 

got someone in the United States that decided that we’re going to cut 

prices for them by 25% and the global supply chain is being permanently 

transformed. These are very, very significant changes that can carry 

significant risk for businesses. 

  And so we have to manage all of this, and we have to do it while 

trying to live up to our investment framework and generate returns. I would 

say that there's never been any shortage of risk in capital markets, and we 

just have to manage this, and we think we can. 

  The way we do this, I think, is we simply stay the course. We focus 

on fundamental research, which focuses on understanding how 

businesses work, analyzing their fundamentals. We focus on pricing that 
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and making sure that we invest in these companies when they don’t carry 

balance sheet risk and they are well-run, and when we can buy them at a 

discount to intrinsic value. And if we can do this consistently, I think we’ll 

continue to be successful. I think it’s a discipline that works. 

  If you look at the 1-year, the 3-year or the 5-year or the since 

inception performance [Please reference slide 3] relative to the market, 

relative to the value peers that goes without saying. Even with 130 bps in 

expense ratio and 30% cash exposure, we’re still overperforming. So I 

think it works and we just need to continue to execute on the same 

strategy consistently despite all these risks. 

Jonathan: Okay. Our next question that’s come in is on our purchase of Tencent. So 

would you mind giving us a little bit of color in terms of how you got 

comfortable with that business to add it to this portfolio, Pierre? 

(00:57:59) 

Pierre: Yes, so just being mindful of the time here, but in two words, Tencent is—

obviously it’s based in China—it is two things. It is a dominant player in 

the Chinese markets, in the Chinese videogame markets, and then it’s a 
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large portfolio of significant stake in very, very valuable businesses all 

over the world, with significant exposure to the videogame industry. 

  So I’m not going to go into the details of Tencent specifically but 

suffice to say this is sort of a continuation of the interest that we've taken 

for what's happening in the videogame industry, and we saw that the 

stock, more specifically Tencent for a variety of reasons—not to go into it 

but the videogames are subject to approval in China. The organizations 

that used to run these approvals were separated. They were combined in 

March of last year, which put everything on freeze, and the stock of these 

companies but more specifically Tencent, as a result, experienced quite 

dramatic short-term pressure and gave us a unique opportunity to invest. 

  But more generally speaking, from a fundamental perspective, I 

would say that we have found several intriguing opportunities over the 

course of last year in the videogame industry. 

Jonathan: Okay. Our next question: it seems like manufacturing has been struggling 

overseas but services are still strong. Do you hold a lot of industrials and 

construction? 
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  As Pierre noted earlier on in the call, industrials stand at about 21% 

of the portfolio but as he also noted, some of the companies that are 

grouped into that do not necessarily make intuitive sense. Pierre, what are 

your other thoughts in terms of construction or materials? 

Pierre: Yes, the simplicity of what we do is we don’t have that many holdings. You 

can easily sort of identify where the exposure is. Volution clearly has 

exposure to the construction market, that’s in the UK both on the private 

side and on the public side. However, they do have significant exposure to 

the refurbishing market rather than new construction market. A lot of what 

they do is aeration system, ventilation system and that typically fall into 

renovation projects. 

(01:00:16) 

  If you were thinking about industrial exposure, evidently there is a 

direct evident exposure to cyclical markets that I highlighted earlier in the 

presentation: the automotive one and the aerospace one, and that’s 

Melrose because they are very active in these two sectors, and it is an 

industrial company as I mentioned. 



FPA International Value Fund (FPIVX) Webcast – 2Q 2019 

 

 

 

 
 

-52- 
 

 

  And then on the construction side, you also have Saint Gobain, 

which has exposure to the construction markets, not just residential but 

also infrastructure, in France, in the Scandinavian markets, and has some 

material exposure to the US construction markets as well. 

  Other than that, you’ve got some industrial exposure obviously, like 

companies like Page Group and Randstad. Randstad in particular, not so 

much Page Group but Randstad in particular, do recruitment services, 

permanent and temporary staffing for industrial industries, and Randstad 

has some exposure to the automotive industry in that respect. 

  Sulzer, as I mentioned, has industrial exposure primarily related to 

oil and gas but nonetheless. And then the rest is, it’s fairly unrelated to 

either of these two exposures. 

Jonathan: Okay, and our final question as we come over on the hour, the role of 

metals as an alternative diversifier, what are your thoughts? 

Pierre: I have none. 

Jonathan: Okay. 

Pierre: We invest in businesses, you know, I would sort of reiterate the comment 

that I made earlier about currency. We look at individual businesses. We 
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don’t really care what the underlying product or what the underlying 

geographic exposure or what the underlying end markets are. We would 

look equally at a bank or a tire manufacturer or a free-to-air broadcaster or 

a fast-moving consumer goods company. 

(01:02:19) 

  At the end of the day, what we are rolling out is an analytical 

framework where we are looking for simple things. Do you have a product 

that works? Do you have a product that’s in demand? Do you have a 

product that the customers are valuing, for which they are willing to pay, 

that is creating more value than it costs for them to access that product? 

Is that product competing with other products? Is there a differentiating 

advantage to it? Is that differentiated advantage sustainable? Are you 

operating in an industry without barriers to entry, there's going to be new 

guys coming in, new products coming in disrupting your position? What's 

the competitive landscape like? Are there other players out there who 

could come up with a product to compete against yours? Where are you 

sitting in the value chain? Does your position give you leverage over your 

customers so that you have pricing power? Does your position give you 
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leverage over your suppliers so that ultimately you have margins? And it 

doesn’t have to be high margins. It depends on the capital intensity of the 

business, but at least some level of profitability and typically, given the 

fundamentals, an industry-leading margin. And then are you able to 

generate that profit off an asset base that is relatively modest and not 

expanding as you grow your profit base so that you are effectively 

generating a lot of free cash but also that you are generating high returns 

on invested capital, or at least returns on invested capital that are in 

excess of your weighted average cost of capital, and are you able to grow 

this? 

  So beyond this, we really don’t try and plug into what we do 

anything about sort of the top-down view of the world or any sort of asset 

strategy and whether we should be thinking about what's happening to 

gold or what's happening to XYZ currency or what's happening to 

underlying commodities or what's happening to metals specifically in this 

case. 

(01:04:08) 
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  So I guess it comes into play only so long as it’s relevant for us to 

understand how that can impact the economics of a business but, like I 

said earlier, we’re very much interested given where the enterprise value 

comes from and what it means long term, what it means for the 

normalized economics of the business, not for what it means short term. 

Jonathan:  Great, thank you, Pierre, and thank you all for today’s participation 

in the FPA International Value First Half 2019 Webcast. I’ll now turn it 

over to the system moderator for closing comments and disclosures. 

Moderator:  [Please reference slides 12-13] 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. 
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  Please visit FPA.com for future webcast information, including 

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

at/towards/to the end of each current 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. 

  We hope that our quarterly commentaries, webcasts and special 

commentaries will continue to keep you appropriately informed on the 

strategy. 

(01:06:00) 

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

on this call are as of today 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. 



FPA International Value Fund (FPIVX) Webcast – 2Q 2019 

 

 

 

 
 

-57- 
 

 

  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 should consider the Fund’s investment objectives, risks 

and charges and expenses carefully before you invest. The 

prospectus details the Fund’s objectives and policies, 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. 

  FPA funds are offered by UMB Distribution Services, LLC. 

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

day. 

(01:07:19) [END FILE] 


