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Brande: Good afternoon and thank you for joining us today. We would like to 

welcome you to the first quarter 2015 webcast for the FPA International 

Value strategy including the FPA International Value Fund. My name is 

Brande Winget, and I am a Senior Vice President 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, as well as Jason Dempsey and Victor Liu, both 

Senior Vice Presidents and analysts on the strategy.  

  Initially, we would like highlight the key Fund attributes for those 

who may be listening in for the first time. I will quickly mention a few of 

these attributes. 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 only high-quality companies that 

trade at significant discount to the team’s estimate of intrinsic value. 

  For more detailed information regarding the Strategy, we 
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encourage you to read the Strategy’s policy statement available at 

fpafunds.com. 

  At this time, it is my pleasure to introduce Pierre Py. Over to you 

Pierre. 

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

time to be on the call today.  As always, we will start with performance. 

During the first quarter of 2015, the Fund returned a positive 3.7% 

(in US currency), compared to 3.5% for the MSCI All Country World Index 

(that’s ex-US and on a net basis). Most importantly, since inception on 

December 1st, 2011, the Fund has appreciated by an annualized 10.5% 

vs. 8.5% for the Index.  

As many of you know, we employ an absolute strategy whereby we 

have flexibility to hold cash if we cannot find opportunities that meet all of 

both our qualitative and our quantitative criteria. Because of this, we think 

it is important to put whatever returns the Fund may generate in the 

context of our cash holding as well. 

As some of you may remember, our cash had reached an historical 

peak towards the end of the second quarter of 2014. In the following 

months, we took advantage of a general pull back in global equities, with 

some isolated severe price dislocation events, and a broad aversion in the 
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market for European-based companies, in order to redeploy some of that 

cash. With that, our cash exposure had come down from over 40% 

towards the end of the second quarter of 2014 to around 26% at the end 

of 2014. As share prices ran up again, in particular in Europe, we’ve 

started to see cash rise, and ended the quarter with a little over 30% in 

cash. 

Most importantly, and while cash has fluctuated along with the 

opportunity set from the low teens in the first quarter of 2012, to in excess 

of 40% towards the end of the second quarter of 2014, it has averaged in 

excess of 35% since the inception of the Strategy.  

Lastly, we should point out that currency has continued to be a 

significant performance headwind this quarter for the Fund, as the Euro 

was down another 11% against the US Dollar in the period. 

These are some of the performance highlights for the quarter. 

Before we move on to provide some key takeaways and perspectives on 

what transpired in the market since the beginning of the year, we want to 

remind shareholders that we do not consider a three month period as 

particularly relevant, and encourage investors to look at the Fund’s returns 

over a multi-year period, and preferably over a cycle. We also point out 

that one needs to contrast the absolute performance generated, rather 
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than relative, with the amount of risk that was taken to achieve that 

performance.   

[BEGIN KEYSTROKES TRANSCRIPTION] 

  By notion of risk, we do not mean volatility, but rather risk of 

permanent capital destruction. This is in Nassim Taleb’s terms the 

alternative history of returns, meaning what could have been the outcome 

of the investment had things turned out differently. Lastly we would 

suggest thinking about whether returns either correspond to true value 

creation or can at least be monetized. From our standpoint there is 

something a little schizophrenic about judging performance, let alone a 

short-term basis, on prices that we think can be so disconnected from the 

actual values of the underlying businesses that we seek to build our entire 

personal wealth by taking advantage of these disconnects. 

  In terms of takeaways from this first quarter, we would simply 

highlight a couple of things. The first is that, despite continued high 

exposure to cash, the Fund to date has actually performed slightly ahead 

of the Index, which highlights the importance of the reinvestment 

opportunity that we took advantage of later last year, as I mentioned 

earlier. Specifically half of the Fund’s top ten biggest return contributors in 

the quarter were positioned built during this last reinvestment opportunity, 



Q1 2015 FPA International Value Fund Conference Call 

 

 

 

 
 

-5- 
 

 

and together these holdings accounted for over 60% of the total equity 

holding contribution to the Fund’s return in the last three months. With that 

being said, several of our more recent new investments, I should say, 

such as ALS, Fenner, KSB, or TNT had yet to play out as of the end of 

the quarter on March 31st. Although I should point out that FedEx recently 

announced the acquisition of TNT, which effectively caused the share 

price to surge. 

  It is also worth noting that the best portfolio performer this 

quarter—and we will comment further on that later on the call—was 

Fugro. (2:00) It seems the company is on a positive trajectory, with 

management having made significant improvement both on the 

operational side and on the financial front. It also has an anchor 

shareholder now with both Boskalis and still a strong base of fundamental 

value investors that are shareholders of the company. We think that Fugro 

may have finally turned the corner at this point even though its underlying 

markets, which are oil prices driven, continue to be challenging. 

  Now for some market perspective, I would start by pointing out that, 

while positive, the returns mentioned earlier do not provide a full picture of 

what we experienced in the markets in the first quarter and what we have 

continued to see since the end of the period. In fact, when measured in 
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euro terms, the Index returned a positive 17% in the first three months of 

the year alone while European currencies, and in particular the euro, 

depreciated significantly against the dollar, as I mentioned earlier. 

  The situation in Europe now is in sharp contrast with the 

environment that we had only nine months ago when concerns over a 

potential exit of Greece from the Euro Zone and the geopolitical crisis in 

Eastern Europe kept investors out of the region. The cause for the 

dramatic change in direction of course is the decision by the European 

Central Bank to mimic their American and Japanese colleagues and 

proceed with their own large quantitative easing program. The initiative of 

course has driven yields to unprecedented levels in Europe, forcing many 

investors into riskier assets. The bond purchases are also driving the euro 

lower, creating buy-in opportunities for overseas investors. The weakening 

of the euro should in the meantime bring some benefits, (4:04) both 

translational and transactional, to many European companies, in particular 

large exporters to dollar-based markets, which as a result are becoming 

more attractive to investors. 

  And lastly and possibly at least in part due to some of the above, 

the European economy seems to be showing some signs of life a this 

point, although that remains a somewhat relative concept. With that, we 
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have seen a strong rally in Europe in stocks, which combines the hope of 

renewed growth and corporate profits, with significant multiple expansion 

driven by lower interest rates. 

  Beyond Europe, there are other international geographies, and in 

particular China, that have experienced a significant increase in equity 

prices. As with every new round of quantitative easing, irrespective of 

where it originates, ripple effects can be seen globally. In China 

specifically, the market has performed strongly on the back of 

expectations that the government will take measures to bolster economic 

growth. Rates are coming down, and debt levels continue to increase, 

most notably with local governments. The market has also benefited from 

changes in regulations in China that are very favorable to individual 

trading. And as we speak, the broad-based rally continue with the Index 

up another almost 7% that again is for the MSCI All Country World Ex 

U.S. and in U.S. currency as of yesterday’s close since the end of the first 

quarter—quite a phenomenal run. 

  Now frankly this is not a positive outcome for the Fund for multiple 

reasons. First, while some of our holdings have performed well, they are 

now trading at less attractive multiples, as we’ll discuss when we review 

the portfolio metrics. Yet part of the increase in price has been offset by 
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the weakening of the currencies against the U.S. dollars. (6:02) That 

means even with the hedges we don’t get as much as we would like to 

from our past investments, and we continue to need to find replacements 

for existing holdings, with genuine bargains becoming more and more 

elusive. 

  Secondly and to these points, and candidly most importantly, 

valuations in our view appear increasingly stretched. Looking at Europe 

for instance, Stoxx Europe 600 surpassed the previous peak it reached at 

the top of the dot-com boom in March 2000, and it’s up close to 20% year-

to-date. And that increase has come mostly through multiple expansion 

driven by lower yields with the Index now trading at over 19 time last 12-

month earnings, up from only 14 time just one year ago. In addition, 

expectations of positive earning progression come in large part from 

currency, which again makes these valuations look increasingly fragile. 

   We’re finding it quite difficult at this stage to unearth new 

opportunities that would pass our requirement of a discount to intrinsic 

value in excess of 30%. In this market, along with many insiders such as 

private equity firms for that matter, we would rather be sellers than buyers 

of stocks. And thanks to our flexible mandate, we actually have the luxury 

to do that. As a result, we think it is possible that we could experience 
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another period where portfolio concentration increases while the amount 

of cash rises further. That in turn could cause the Fund to underperform 

relative to the Index. 

  With this being said, we’re also somewhat encouraged by some of 

the excesses that we are now seeing in the market, as we believe a 

correction may be overdue at this point. The ultra low-rate environment 

together with new regulations and requirements ironically inherited from 

the financial crisis we think are creating a unique explosive combination 

which could ultimately present us with very compelling opportunities from 

an investment standpoint. (8:00) We think we may now have entered a 

phase of widespread speculation led by multiple government initiatives to 

inject vast amounts of liquidity into the system. 

  In the light of this, we felt it could be helpful at this point to put out a 

special commentary which we’ll publish along with our traditional quarterly 

letter very soon. From an investment philosophy perspective, we believe 

there are some lessons to be drawn from the equity market developments 

over the past nine months. Along with that, we think it is important to 

reiterate some of our thoughts on investing at this point in the cycle and 

what we believe to be some of the key tenets of long-term investment 

success. Lastly we feel we may have reached a point now where we need 
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to step back and reflect on the current financial market situation and what 

it could mean for the Strategy going forward, and these are the topics that 

we addressed in this special commentary. 

  In that context, looking at where the Strategy stands today now, we 

find the portfolio metrics at the end of the quarter to be generally positive, 

although we do not consider them to be the most effective way to look at 

the Fund. First, in terms of valuation, and even though we do not think 

that price-to-earning ratios are very meaningful metrics, we note that the 

portfolio traded at a price-to-earning ratio of 15 time at the end of the 

period, which compared to 15.7 time for the Index. This is up significantly 

from the end of 2014, which reinforces the point made earlier about 

increasing prices and multiple expansion in the market. While we are 

somewhat frustrated with this multiple as value investors, we note, as we 

did in the past, that the Index includes businesses that typically trade at 

lower multiples and to which we continue to have low exposure such as 

financials. So on an equal footing, we find some sort of encouragement in 

the fact that our companies are effectively materially cheaper than the 

market and that our current portfolio of holdings is still attractively valued. 

  (10:03) Specifically, and to use a metric that to us better reflects 

how we think, I should say, about the portfolio, we estimate that our 
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holdings trade at a weighted average discount to intrinsic value of close to 

30%. This is down though from the 35% that we reported at the end of 

last year. And once again that’s a function of what’s been happening in 

the market, in particular in Europe where we’ve been heavily invested 

historically with a continued run-up in prices. 

  Most importantly we think our businesses generally have greater 

staying power, stronger earning generation power per dollar invested, and 

superior management teams relative to the market. In fact, our portfolio 

holdings generated a weighted average return on equity in excess of 17% 

which compared to about 15% for the Index. In addition our businesses 

our able to generate these returns without much financial leverage and 

therefore without taking on the associated risks. The portfolio’s weight 

average debt-to-equity ratio is still unchanged this quarter at 0.4 time 

versus 0.6 time for the Index. 

  As I mentioned, we’re not very strong supporters of these selected 

portfolio metrics, but they doe continue nonetheless to show our focus on 

high-quality, well run, financially robust companies that we buy and own 

with a high margin of safety. 

  Moving on to key performers, our worst performing holding this 

quarter was ALS, which was down 13.8% in U.S. currency during the 
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period. The position was added to the portfolio towards the end of the 

fourth quarter 2014, so it’s a fairly recent addition to the portfolio. Based in 

Australia, ALS is a leading provider of geochemistry services, 

environmental analysis, and a growing participant in a number of other 

testing, inspection, and certification, (12:06) otherwise called TIC, 

markets. It is particularly dominant in minerals testing, which has 

experienced a sharp fall in volumes due to reductions in spending by 

mining companies. ALS also has exposure to oil and gas following its 

acquisition of a company called Reservoir in late 2013. As a result of all 

that, the stock is now down close to 70%—seven, zero—in U.S. currency 

from its peak in 2012, yet the company has invested over $600 million 

Australian, which is about today 30% of its market cap, in acquisitions 

since then as part of its long-term strategy to become a more global multi-

discipline TIC player. 

  Mineral testing is a key driver to large investment decisions, and we 

believe ALS is a standout, hard-to-replicate asset mostly due to its global 

hub-and-spoke network and proprietary information management system. 

Management is deeply rooted with the business and has delivered 

superior execution through cycles, with minerals generating operation 

profit margin in excess of 20% despite an organic decline in volume of 
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35% in 2014. They’ve also generally deployed capital in a value-accretive 

fashion, having purchased but also integrated more than 40 companies in 

the past ten years. Net debt to EBITDA is a little higher than our typical 

portfolio candidates and part of the reflection of the cycle they’re going 

through, but the ratio is manageable given long maturities and ALS’s 

strong free cash flow generation. 

  While the business is cyclical and current conditions depressed, 

the TIC industry, including minerals, has good long-term growth 

prospects. (14:04) ALS fundamentals remain strong, as the group still 

generates returns on operating capital even at this point in the cycle, 

albeit across all businesses, north of 20%. We think a more normal full 

cycle level of return for the business is materially higher than that and 

certainly not reflected in the current share price. As minerals improve, 

diversification further progresses, and the long-term benefits of the 

Reservoir deal start to show, we believe that could change. And as a 

result, we’ve become a large shareholder in the company. 

  As I mentioned earlier, our best performing reported holding now in 

the quarter was Fugro, which returned 28.3% in U.S. currency. We 

commented on the company in both of the two last quarters, as the stock 

was a meaningful negative contributor to the Fund’s return in the second 
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part of 2014. Based in Holland, Fugro is a leading provider of geotechnical 

and geophysical analysis primarily for oil and gas projects. As such, the 

group has experienced significant disruptions caused by the sharp decline 

in oil prices. In the past few months, however, management has stepped 

up to this market challenge. They’ve taken actions to lower costs, reduce 

CapEx, and strengthen the balance sheet. They’ve also generally 

improved operations, aligned incentives better with cash generation and 

value creation, and looked to focus Fugro’s portfolio further on core 

businesses. Longer term we expect business conditions to improve, as 

depleting oil fields will ultimately need to be replaced, and we think Fugro 

has some fundamentally solid businesses in that market. 

  In addition, Dutch peer Boskalis has now built a stake in the 

company of about 25%. (16:04) They have done over the past few 

months. Boskalis is a leading global provider of dredging services, which 

is more than 30% owned by local investment trust H-A-L, or HAL. HAL is 

controlled by the Van der Vorn family, one of the richest in Holland with 

the reputation of being very astute long-term investors. This is in addition 

to the small group of long-term value investors on the registry, who 

together account for now about 15% of the company. 
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  Lastly other transactions in the sector including one that involved 

one of Fugro’s closest peers at a very compelling multiple have also 

helped with the market’s understanding of the company’s value, and we 

think that will continue to be the case going forward. So overall we think 

Fugro is on track to becoming a clean portfolio of higher quality 

businesses run by a strong management team that’s adequately aligned 

with shareholders’ interests, with a robust balance sheet. And with that, 

we believe the stock remains attractively priced at current levels and given 

the cyclical weakness in the group’s core markets. So we maintain a large 

investment in the company as a result of that. 

  Once again this quarter we did not have so much to report in terms 

of portfolio activity, so we did without the usual corresponding slide. But I’ll 

say a few things about portfolio activity during the quarter nonetheless. 

Following the last quarterly report, we disclosed the recent addition of 

Sulzer to the portfolio. And for reference, Sulzer is based in Switzerland, 

and it is one of the world’s leading pump manufacturers. 

  During the period we also added a couple of new positions, which 

including Countrywide. Based in the U.K., Countrywide is the country’s 

leading residential real estate brokerage network. (18:00) The group has 

also been aggressively growing its lettings business in the past few years 
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both organically and through acquisitions. And we think lettings are an 

intriguing niche with compelling business characteristics, countercyclical, 

recurring, cash flow generative, high return, and with significant 

opportunities for continued value creation. 

  We also continued to build on some of our existing positions as 

prices came down and to reallocation assets away from positions with 

lesser upside towards positions offering the greater discount to intrinsic 

value. 

   However we have only sold out of one position, which is Senior. 

And for reference again, Senior is based in the U.K. It is a leading 

manufacturer of components for gas turbine engines, aircraft structures, 

and fluid conveyance systems. It had been a Fund’s holding since the 

third quarter of 2012. And while the position had long been adjusted to 

reflect the unwinding of the discount and therefore the far lower margins 

of safety, it finally reached our estimate of intrinsic value, which caused us 

to sell out of our remaining investment. That being said, Senior remains a 

well run, financially strong, high-quality company that we would be happy 

to own again if we can invest in it with a high margin of safety. 

  With that, the overall portfolio profile remained largely unchanged 

from last quarter. Consistent with our investment philosophy, cash has 
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started to increase, as I mentioned earlier, through the quarter, as prices 

have run up. And I mentioned earlier again the Fund was a little less than 

70% invested as of the end of the quarter. 

  The Fund also remained relatively concentrated with less than 30 

holdings, and the top ten holding accounting for more than 40% of the 

Fund. While the weighted average market cap is around 15 billion, (20:02) 

the median is only around 5 billion, and more than 40% of the assets on 

our invested in companies with market caps of less than 3 billion. This is 

only a reflection of where we find compelling opportunities since our 

approach is agnostic to size as it is to geography. We look at anything 

with a free float north of 100 million and typically north of $300 million in 

market cap. Current holdings range from 400 million in market 

capitalization to well in excess of 100 billion. 

  The main geographic features of the portfolio are also broadly 

similar to what they were as of December 31st. While we technically do 

have investments in companies which are based in emerging markets, 

specifically in Asia and in Latin America, our holdings are primarily 

European. With the current rally in Chinese equities and potential ripple 

effect throughout other Southeast Asian developing markets, we think it 

will remain difficult for us to find value opportunities in that region. 
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Nonetheless consistent with our methodology and our approach, we 

continue to monitor these markets ahead of future potential price 

dislocation. We also previously mentioned some of our continued efforts 

to identify suitable portfolio candidates in Brazil, which remain one of the 

few attractively priced market in the world and with a currency that has 

depreciated significantly against the U.S. dollar—more than any other 

currencies in the world. 

  Beyond that, we still have no exposure to companies based in 

Japan where we find that management teams typically lack the financial 

discipline that we look for and where we think valuations remain also 

generally unattractive. As we pointed out in previous quarter, we don’t 

think Abenomics are likely to bring much economic benefits. Two years 

into country’s monetary easing program, (22:00) these policies have done 

more so far to boost asset prices than for the real economy. Equities have 

more than doubled since November 2012, while the yen has weakened by 

about 50%. The GDP has barely budged, and structural reforms have 

remained elusive. Most of the rise in corporate earnings has come from 

translation and sometimes transaction effects from a weaker yen, and 

macroeconomic reports continue to be negative. We suspect the pending 

ECB program may produce similar outcomes. In fact, what we’re seeing in 
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the European market now resembles what we saw in Japan, and we’re 

growing equally frustrated with it. 

  Lastly we do have some exposure outside of Europe and emerging 

markets with over 11% of the portfolio invested in companies located in 

the Pacific Basin. With that said, we find that where companies are 

domiciled is of limited relevance frankly. Many of our holdings are sizeable 

enough to operated globally, which means they often generate a 

significant portion of their free cash flows outside their home country. And 

in fact close to 60% of the portfolio free cash flows are still generated 

outside of Europe. What matters to us is really where business value is 

created along with the risk associated with this value creation more so 

than domicile. 

  From a sector standpoint now, we still have no exposure to banks. 

We find that these businesses often don’t lend themselves well to 

research and appraisal, and tend to generate low returns despite high 

levels of financial leverage. Furthermore we’ve argue in the past that their 

business model may be structurally impaired by increased regulatory 

pressure. We would add that banks now find themselves having to issue 

deposits and being forced into holding onto loss-making government 

bonds due to the new liquidity requirements. Similarly we think that the 
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negative rate environment threatens the business model of insurance 

companies (24:02) as they struggle to invest in a way that match both 

their regulatory and their financial obligations. 

  Exposure to industrial remains meaningful due to our investment in 

sectors like mining, and oil and gas to a lesser degree. Beyond that, the 

Fund is still relatively diversified while geared toward businesses that are 

case generative and not very capital-hungry. These include service-type 

businesses, robust industrial, and consumer good companies. Our 

exposure to technology is broadly unchanged and simply reflects the 

strong fundamentals of the underlying businesses rather than any calls on 

technological developments or market cycles. In general we find that 

these technology-driven companies are difficult to value, and we struggle 

to assess the long-term sustainability of their business models. 

  With that, I will pass it over to Jason for our quarterly case study, 

which this quarter is Danone. Jason? 

Jason: Thank you, Pierre. Our case study for the quarter is Danone. Domiciled in 

France, Danone is a global leader in branded consumer foods and 

beverages. It has a notably large presence in emerging countries at over 

50% of the group total. Its core market however is in the Euro Zone where 

it is the leading player in yogurt. The group operates a diversified portfolio 
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of branded health-oriented products. Over a third of the group’s profits 

come from its dairy division, with baby nutrition or baby formula making up 

roughly 30%, branded water adding 20%, and the medical nutrition 

business which is aimed at hospitals contributing another 10%. 

  Danone’s main business is its branded yogurt franchise. It was 

grown at a rate of on average 6.6% on a like-for-like basis since 2000 and 

on a reported basis at approximately 8% per year since 1982. (26:06) 

These impressive numbers can be contributed to a variety of factors 

including population and economic growth in both emerging and 

developed markets, entry into new regions, rising per-capita consumption 

of yogurt, and the pass-through of inflation in dairy prices. This last factor 

in turn is the result of a rather favorable competitive environment where 

Danone is generally the dominant player in its markets with the yogurt 

category competing instead mostly against substitute foods and in some 

cases private label offerings. 

  In recent years, sluggish European demand has created 

challenges for Danone’s dairy business, causing profitability to drop below 

historical levels. The large devaluation in the Russian ruble has also 

impacted the business. However the company is undergoing a 
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restructuring program in Europe with the aim of bringing margins back to 

historical levels. 

  In addition to the dairy business, Danone’s portfolio contains three 

other attractive assets that have been growing profitably at good rates. 

Danone owns a branded water franchise with names such as Evian and 

Volvec that not only do well in developed markets like Europe but are also 

in high demand in emerging countries where clean drinking water is not 

always available. Furthermore Danone’s portfolio possesses one of the 

world’s leading baby nutrition businesses. This relatively concentrated 

market provides for excellent economics for the few players as unit 

demand increases with demographics and rising penetration and as brand 

value ensures that real pricing increases are generally accepted by 

consumers. Finally the company runs a medical nutrition business which 

is targeted to hospital and healthcare markets and has been doing well 

with the growth of aging populations in developed markets. 

  Long-term growth prospects are positive across Danone’s portfolio 

businesses. (28:03) And while room exists to adjust cost across the 

organization, margins are robust across the board, with the group 

operation margins in the mid-teens and baby nutrition and medical 

nutrition businesses towards 20%. One of the notable aspects of 
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Danone’s financial profile is its wide range of re-investment opportunities 

given its broad portfolio and geographic footprint. In general the 

company’s businesses all earn attractive returns on invested capital. And 

highly cash generative operations in more mature markets can provide 

surpluses for investments for future growth in markets and regions that 

have yet to reach maturity. 

  Lastly we believe that the group’s management has delivered 

steady and assured performance over time while a new team of next-

generation managers have now taken over and are focusing both on 

organic growth and cost discipline. They are not looking to materially 

change the balance sheet structure of the company however, which has 

generally been conservative in recent years. 

  At the time of purchase, we invested in Danone at a high single-

digit free cash flow yield and a multiple of forward normalized EBITA of 

less than 11 times, which we considered to be quite attractive considering 

the high-quality nature of the business. At current prices, we believe the 

stock continues to offer an appropriate margin, so we retain a sizable 

investment in the company. 

  Pierre? 
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Pierre: Thank you very much, Jason. And with that, to conclude, I would like 

reiterate, as we do each quarter, the key tenets of our investment 

philosophy. We’re absolute, not relative, long-term value investors with a 

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

quality businesses with stock we can purchase at a significant discount to 

our estimate of their intrinsic value. We only invest when presented with 

such opportunities, (30:01) and we will hold cash in their absence. 

  With that, we have no further prepared remarks, and we’d like to 

open it up for questions. Brande? 

Brande: Sure. Thanks, Pierre. So we have a few questions that have come in if the 

Fund would consider owning larger companies’ overall valuations 

overseas at this time. 

Pierre: Thank you, Brande. So, yes, we would consider owning larger companies, 

and in fact we do and we have, including some very large companies, 

likes of TSMC, SAP, Daimler, Diageo, Accenture, Danone, Christian Dior, 

Philips. There are plenty of example of larger-cap companies that we’ve 

invested in historically and that are in the portfolio today. In fact historically 

the portfolio has actually been primarily geared towards larger-cap 

companies even though more recently we found better value opportunities 

in smaller-cap names. And that’s one of the key points that I would make 
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here, which is that we are agnostic to market cap or size, the same way 

we are to sector or geography, although obviously we wouldn’t price a 

$200-billion global juggernaut the same way that we would a small $200-

million Australian business for instance. But ultimately we’ll go where we 

think the value is. 

  And the second point here is that we do not think it is true that one 

cannot find value opportunities in larger-cap names, (32:02) which is often 

something that we hear, at least as a question being posed to us in client 

meetings. Over time what we’ve consistently seen is that larger-cap 

companies can be misunderstood and can be temporarily hurt because of 

some company-specific event or because of the cycle and fall out of favor 

as a result. In fact interesting enough, we find that with too much 

information and too many people buzzing around these large-cap, larger 

market cap companies, they are frequently misunderstood and 

temporarily mispriced. And we’re happy to take advantage of that basically 

irrespective of the size. Candidly it’s also easier for us to do this, as a lot 

of the information is readily available, unlike in some smaller-cap 

companies. 

  Now with respect to the sub-question, so to speak, here about 

valuation, we did comment in our prepared remarks on where we think 
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valuations are and have been heading, and we would recommend 

strongly taking a look at the special commentary that we’re putting out on 

that topic and how we’re thinking now in the face of these valuations. 

Brande: Thanks, Pierre. And so our second question: do the fundamental support 

valuations in the portfolio—the U.S. and the E.U.—seem ahead of their 

skis pricewise? 

Pierre: Thank you, Brande. The fundamentals support valuations in the portfolio 

simply because we as absolute investors can and do support value 

exclusively based on fundamentals, and if the value wasn’t there we’d 

have the opportunity to hold cash instead of being invested. (34:00) That 

being said, there are companies in the portfolio that typically are more 

recent additions which offer a much greater margin of safety than others. 

And you can see that by looking at the various weightings since the 

relative weights of our holdings are based on relative discount to intrinsic 

value, and you can also see that in a rather striking fashion just looking at 

the level of concentration in the portfolio that I commented on earlier in 

the prepared remarks. 

  Now with respect to the follow-up comment that valuations in the 

U.S. and in Europe—and at this point I’d like to also throw in China and 

arguably Japan, which has already gone as a market through its own 
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quantitative easing program and the consequences of that—as I said 

earlier, this is something we talked about in our prepared remarks, in the 

quarterly commentary, and the reason why we wanted to put out a special 

commentary at this point. 

  So we would agree that valuations, I’d say, across the board seem 

to be generally getting ahead of their skis, driven by currency and low 

yields. There’s just too much capital floating around and available for free 

now. Most reasonable parties don’t even know what to do with it. If you 

look at the record amounts of buybacks that we’re seeing in the U.S. 

market for instance, more likely than not what will happen is that the 

capital will end up in the wrong places and in the wrong hands. And the 

people who don’t look to invest  the free cash. That in turn seems like a 

pretty good recipe for large value destruction. 

  Now more philosophically speaking, the current yield environment 

simply defies the underlying principle and viability of the financial system 

at this stage if you think about it. And the fact that it’s becoming a very 

practical topic for many financials and for some specific marketplaces. I 

don’t think it’s unimaginable that this anomaly will correct sooner rather 

than later, (36:02) and I think it’s possible that we may be presented with 
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yet another lifetime-like opportunity—kind of what we saw in 2008. But we 

can only hope at this stage. 

Brande: Okay, thank you. Couple more questions—one about the current work 

environment here at FPA. You work alongside other FPA mutual fund 

managers. Do you share research analysts? And are we all located at the 

same location as other FPA managers? 

Pierre: All right. So, yeah, and there’s a question about what the work space is 

like, and the work space is pretty cool. We moved into a new building, and 

we’ve got a new space on two floors with kind of teams spread out on 

both. That being said, as you can imagine, this is a relatively small 

organization with a small group of investment professionals. So we tend to 

kind of run into each other on a regular basis and grab coffee and do 

things like that. 

  But that being said, the way it works is each Strategy at the firm is 

managed completely independently. So we do not share research 

analysts. We do not share our research. We don’t get any leverage out of 

other people meetings or calls. Every Strategy really does its own 

research. And, yes, we are in the same location as everybody else at 

FPA. 
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Brande: Okay. And also one question on our hedging of currency risk. Does the 

Fund prefer to purchase shares in the local market, and what is your 

policy about hedging the currency risk? 

Pierre: Yeah, we do tend to purchase, so long as we technically can, shares in 

the local exchange. And I would address the hedging question kind of 

separately from that. So the Fund’s policy in terms of hedging is… (38:03) 

what we do is we look at currencies, and we’re dealing with dozens of 

currencies. And we use the premise that we have no ability to determine 

what the long-term normalized exchange rate across all of these 

currencies should be. So as a result of that, we don’t factor any 

expectations of currency movements when we assess the intrinsic value 

of a given company. 

  So specifically if you’re looking at a big German exporter to the 

U.S. market with euro-denominated cost, a year ago we wouldn’t have 

made the assumption that the exchange rate is going to go to parity and 

that there’s going to be a huge transactional benefit and that, based on 

the current multiple, the value should be 20% higher and make an 

investment on that basis. If we had the ability to forecast exchange rate, 

then if we had that level of sophistication and intelligence, we wouldn’t 

bother with all the research and taking on the underlying business risk. 
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We would just trade currency and make money that way. So the 

underlying assessment of intrinsic value is done independently of 

exchange rates. That’s the first thing. 

  The second thing, to the point that I made earlier in the prepared 

remarks, is we measure upside in local currency. There is no distortion 

there in that respect. 

  And then the last point is we do look at the portfolio as well, and we 

say, well, you didn’t want to make any explicit or implicit call on currency, 

but the reality is, because you’ve got x% of your portfolio generating free 

cash flow in euro, you’re effectively long the euro. And to a degree, given 

that the portfolio is heavily geared towards European companies, it’s 

actually true of the portfolio today. If you look at the aggregated free cash 

flow that the portfolio holdings generate, 25% of that is denominated in 

euros. (40:04) So whether I like it or not, I’ve taken a position—an implicit 

position—on the euro. And we’re not comfortable putting any capital at 

risk. We’re okay losing the outside to currency, but we’re not okay losing 

capital to currency. So that 25% exposure we want to reduce down to 

10% by hedging, and this is what we do. 

  There are two currencies that we have as sort of a hedging topic on 

that idea. One is the euro, as I mentioned, and about 50% of that 
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exposure is hedged. And the other one is the British pound, and about 

20% of that exposure is hedged. So this is a little unique, but this is how 

we think about it. 

Brande: Okay. And at this time there are no further questions. So we thank you to 

our team. And to our listeners, we’d like to thank you for your participation 

in FPA International Value’s first quarter 2015 webcast. We invite you, 

your colleagues, and clients to listen to the playback and view the slides 

from today’s webcast, which will be available on our website at 

www.fpafunds.com over the next week. 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’ll have the opportunity to provide 

your feedback, and we highly encourage you to complete this portion of 

the webcast. We do appreciate and review all of your comments. 

  Please visit our website in the future for webcast information, 

including replays. We’ll post the date and time of the prospective 

webcasts during the latter part of each quarter, and expect the calls will 

generally be held three to four weeks following each quarter end. We 

hope that our shareholder letters, commentaries, and these conference 
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calls will help to keep you, our investors, keep appropriately updated on 

the Fund. 

  (42:00) We do want to make sure that you understand that the 

views expressed on this call are as of today, April 28th, 2015, 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, and any information provided is not a sufficient basis 

upon which to make an investment decision. The information provided 

does not constitute and should not be construed as an offer or solicitation 

with respect to any securities, products, or services discussed. 

  Past performance is not a guarantee of future results. It should not 

be assumed that recommendations made in the future will be profitable or 

will equal the performance of the security examples discussed. 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, or from our website, fpafunds.com. Please 
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read the prospectus and the policy statement carefully before investing. 

FPA International Value Fund is offered by UMB Distribution Services 

  Thank you again for your participation. This concludes today’s 

webcast. 

[END FILE] 


