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

welcome you to the First Quarter 2016 Webcast for the FPA International 

Value Strategy, which includes the FPA International Value Fund.  My 

name is Mark Hancock and I oversee Client Service and Business 

Development here at FPA.  The audio, transcript, and visual replay of 

today’s webcast will be made available on our website, FPAFunds.com, in 

the days to come.  In just a moment, you will hear from Pierre Py, the 

Portfolio Manager of the Strategy, as well as Jason Dempsey, a Senior 

Vice President and Analyst on the Fund. 

  As most of you know, we will be hosting our third FPA Investor Day 

here in Los Angeles on June the 6
th

.  Information on the event is on the 

front page of our website.  We look forward to seeing those of you who 

are attending and for those who still wish to attend, please register as we 

still have some space left.  For those unable to attend, the presentations 

from the day will be made available on our website in the days preceding 

the event. 

  Now back to today’s call.  As usual, we would like to highlight the 

Key Fund Attributes for those who may be listening in for the first time and 

a reminder for those who have participated before.  I will quickly mention a 

few.  First, the Strategy is run with an absolute value philosophy.  The 

team started with cash and they seek genuine bargains in the equity 
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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.  And finally, the Fund is relatively concentrated as the team 

focuses on high-quality companies that trade at significant discount to the 

team’s estimate of intrinsic value.  For more detailed information regarding 

the Strategy, we encourage you to read the Strategy’s Policy Statement 

available on our website, FPAFunds.com. 

  At this time I would like to now hand over to Pierre Py to conduct 

the bulk of the call.  Pierre? 

Pierre:  (00:01:58) Thank you, Mark, 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 2016, the Fund returned a 

positive 3.91% in U.S. currency compared to a negative 0.38% for the 

MSCI All-Country World Index.  That’s ex-U.S. on a net basis.  The 

positive return for the period was in part driven by some of the heavily-

discounted, often cyclical businesses where we have been able to find 

compelling opportunities in the past 18 to 24 months.  We will talk in 

further details about some of the key holdings on the call, but this included 

companies with underlying exposure to oil and gas and to mining, like 

Fugro and ALS.  It also included businesses with exported or emerging 
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markets, like Aggreko and Prada.  And it included more-recently-added, 

high-quality franchises like Spotless. 

  There was also significant volatility throughout the quarter with 

prices coming down double-digit in the earlier part of the year.  And from 

January 1
st
 to February 11

th
, to be specific, the Index came down 12% 

before bouncing back and initiating a strong rally primarily on the 

announcement of further monetary easing initiatives by the European 

Central Bank, which has continued since.  From February 11
th

 to the end 

of the first quarter, the Index was up 13% percent.  For comparison 

purposes, our Fund was down 10% in the first part of the period and it 

was up 15% in the later part of the quarter. 

  While such periods of volatility can create attractive opportunities 

for investors, in particular with the liquidity to buy swiftly and the flexibility 

to monetize existing positions, they are meaningless as to the value of 

what we own.  (00:04:02) And, as always, we would encourage 

shareholders to ignore market price developments in the short term and to 

look instead at returns over a multiyear period if not through a market 

cycle. 

  And to this point we would note that our Fund has appreciated by 

an annualized rate of 6.39% since inception on December 1
st
, 2011.  This 

is 4.36% for the Index.  Along with these performance numbers, we 
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should point out that our cash has averaged about 20% over the first three 

months of the year and that it was still around that level at the end of the 

quarter.  And this is up slightly from the reported figure at the end of last 

year, although we commented at the time that due to yearend asset flows, 

the appropriate cash levels would have been towards the low 20%. 

  There was some material movement throughout the quarter here 

again in terms of cash exposure as we took advantage of depressed 

valuations in the earlier part of the year to deploy capital and later sold out 

of several positions when the market bounced back.  As a result, our cash 

exposure fell to a mid-teen weekly level in third quarter actually, which 

was one of the lowest levels we had since the inception of the Fund. 

  However, that trend of capital deployment, so to speak, has 

reversed since February as the market seems to have returned to 

valuation levels where we find it more challenging to identify genuine 

value investment opportunities.  For reference, our cash exposure has 

fluctuated from the low teens to more than 40% historically depending on 

the availability of suitable investment opportunities.  And that’s since the 

inception of the Fund on December 1
st
, 2011, and it has averaged close to 

35% in the past four-and-a-half years since inception. 

  (00:05:53) The key takeaways in our view of this quarter’s 

performance report are, first, how short-term volatility is always possible 
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and can be sometimes significant, yet it is not very meaningful from our 

perspective as long-term owners of businesses.  If anything and you 

looked at the market only twice this past three months—once on 

December 31
st
 of last year and once on March 31

st
 of this year—you 

would think nothing had happened in the first quarter of the year 

effectively in capital markets.  Yet, according to Mr. Market, the present 

value of the free cash flow that all the businesses included in the Index 

will generate in perpetuity has varied by almost a quarter in these last 13 

weeks. 

  Second and more meaningfully, is what we make of such volatility.  

In our case, this quarter it meant taking advantage of depressed 

valuations in the earlier part of the period as mentioned earlier.  In 

particular, we started to see prices then at which we would be comfortable 

buying again, some of the more traditional, high-quality companies.  As I 

mentioned in various circumstances in the past few months, this is 

something we had been preparing ourselves for in light of the demanding 

expectations of operating profit growth that the market places on these 

businesses together with the inflated multiple that which they have 

typically traded, which we expected would eventually come down.  In the 

later part of the quarter, we took advantage of the bounce-back to 

monetize some of our existing holdings that had come to be fully valued. 
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  Lastly, I would say that unfortunately we're now, for the most part, 

back to where we were a few months ago valuation-wise; meaning we see 

a continued rise not only of multiples, but also in markets expectations of 

business performance which we often believe are unrealistic and will likely 

be challenged going forward.  So now moving where our Funds stood at 

the end of the quarter, we find that the portfolio metrics at the end of this 

period are generally consistent with what one would expect given our 

investment approach, although there are a few things to highlight here. 

  (00:08:02) First, in terms of valuation and even though we do not 

think that price-to-earnings ratios are very meaningful metrics, we note 

that the portfolio traded at a price-to-earnings ratio of 14.7x at the end of 

March, virtually unchanged relative to the end of last year.  And this is 

pretty much in line with the 14.6x price-to-earnings ratio at which the Index 

traded at the end of the quarter, also effectively unchanged since the end 

of last year.  I would highlight that the price-to-earnings ratio of our 

holdings is based of depressed earnings as many of them are going 

through a meaningful downturn in activity.  Some temporary business 

disruptions are not operating to their full potential. 

  On a more normal, full-cycle basis we would argue that the Fund’s 

price-to-earnings ratio would be significantly lower than presently shown.  

Along with that, we would note that the Index includes businesses that 



Q1 2016 FPA International Value Fund (FPIVX) Webcast 

 

 

 
 

-7- 
 

 

typically trade at lower multiples into which the Fund continues to have 

little exposure such as financials.  So on a more equal footing, we believe 

our companies would trade at a lower weighted average multiple and are 

ultimately materially cheaper than the overall market. 

  To use a metric that we think better reflects and certainly how we 

think about the attractiveness of the portfolio, we estimate that our 

holdings traded at a weighted average discount-to-intrinsic value of more 

than 35%, which is down somewhat from close to 40% at the end of last 

year which was the highest level since the inception of the Fund.  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 overall market.  This is 

reflected in the level of returns that they collectively generate. 

  Our portfolio holdings currently generate a weighted average return 

on equity of more than 17% versus only 14% for the Index.  (00:09:58) 

Furthermore, as I pointed out when talking about price-to-earnings ratios, 

many of these businesses are going through a severe cyclical downturn in 

activity, being temporarily disrupted or undergoing significant business 

changes and improvement.  These are all situations in which earnings are 

temporarily under pressure and it means the return on equity that these 
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businesses generate are currently understated relative to what they can 

deliver under normal operating conditions and throughout the cycle. 

  These strong returns are also a testament to the quality of the 

management teams running these businesses and their continued 

commitment to good financial discipline and sound capital allocation 

decisions.  This is particularly true in our view in light of the challenges 

many of these businesses are currently faced with and the superior 

execution that is required to continue to deliver good operating 

performance in such difficult times. 

  Lastly, our businesses are able to generate these good returns 

without much financial leverage and that’s without taking on the 

associated risk.  This is critical to being able to own these businesses as 

many would not be able to manage for the cycle if it wasn't for their robust 

balance sheet.  In fact, the portfolio’s weighted average debt-to-equity 

ratio was little changed at only 0.4x debt to equity this quarter versus 0.5x 

at the end of last year.  This compares to 0.6x for the Index, which was 

effectively unchanged from the previous quarter. 

  Now, using these numbers, this may not seem like a big gap but 

where our businesses to be as financially levered at the Index, the return-

on-equity would be north of 25% versus, again, 14% for the Index.  So this 

is pretty material.  As I always mention on these calls, we're not exactly 
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strong supporters of the selected portfolio metrics, but they do continue to 

be generally consistent with our approach and with the resulting 

investment and portfolio holdings. 

  I am now moving to the key performing holdings in the quarter and 

our best performing holding this period was Spotless.  (00:12:03) We 

discussed the company last quarter as we bought the stock following the 

sharp correction and the share price experienced towards the end of last 

year.  And Spotless is actually our case study this quarter, so we'll talk 

more about the business later on the call.  But, briefly, Spotless is based 

in Australia.  It is the country’s dominant provider of food catering and 

facility-management services.  And it’s also a leading provider of laundry 

services. 

  Spotless went back to being a listed company in 2014 just after 

less than two years of private equity ownership.  And, during that period, 

management shed noncore businesses and international activities while 

dramatically improving operating efficiency.  The return almost tripled as a 

result.  As free cash flow turned positive, the group returned to its 

historical rollup strategy and completed multiple acquisitions.  The 

business also experienced significant organic growth in the last couple of 

years which altogether helped boost public stock price from 1.6 Australian 
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dollars at the time of its IPO to 2.4 Australian dollars at its most recent 

peak. 

  Now, back in August, the company announced the appointment of 

CEO, Martin Sheppard, formerly a partner with the accounting firm KPMG, 

which formally stepped in to the role in December along with the new 

CFO, Nigel Chadwick.  The same month Spotless went on to write-down, 

another one of charges less-favorable-than-expected market conditions 

and integration challenges following the recent acquisitions.  Management 

also advised greater caution on the business outlook. 

  There is a general history of similar service businesses re-rating 

hard, especially following a change in ownership or management.  And 

recently there have been local instances of floated private-equity-owned 

companies disappointing.  This caused the stock to fall by over 40%, from 

2.2 Australian dollars to 1.3 Australian dollars in just one day.  And it 

subsequently fell below 1 Australian dollar, thus giving us an opportunity 

to make a significant investment in the business. 

  (00:14:04) Fundamentally, we think Spotless is a quality business 

with a credible management team and acceptable financial leverage in 

light of the free cash flow that the business generates.  While we expect 

short-term challenges and further negative normalization in operating 

performance plus that period of private-equity ownership, we believe the 
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acquisitions, while challenging, will eventually prove successful and we 

believe that the overall economics of the business will remain compelling 

long term. 

  Despite the recent increase in the share price during that first 

quarter, we continue to think that the stock is trading at a significant-

discount-to-the intrinsic value of the business, not to mention the weak 

Australian dollar, and we remain interested in being shareholders at 

current valuation. 

  Now another top-five performer was Fugro this quarter, which 

we've talked repeatedly over the past couple of years.  Fugro is based in 

Holland and it is the leading provider of geotechnical and geophysical 

analysis, primarily to the oil and gas industry.  We’ve commented on the 

company on multiple occasions because the business has experienced 

tremendous disruption following the sharp decline in oil prices obviously, 

and the stock price has seen massive dislocation as a result. 

  In the past few months, however, management has continued to 

deliver solid results in the face of market conditions that do remain very 

difficult.  They've taken actions to lower costs, reduce capex, and improve 

working capital.  And thanks to their relentless focus on free cash flow 

generation, together with a huge liability management initiative, they have 
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managed to take net-debt-to-EBITDA to below 1x with EBITDA being 

close to 50% below its historical peak. 

  They’ve also generally improved operations, rolled out better 

incentives for employees—in particular, around cash generation and value 

creation—and look to focus the company’s portfolio further on core 

businesses.  And with that good execution, some positive sentiment has 

returned and that'll boost the company’s stock price.  (00:16:02) More 

fundamentally, we think Fugro has overall become a cleaner portfolio of 

better businesses and a superior company with strong management, well 

aligned with shareholders’ interests, better operations, and a robust 

balance sheet. 

  While this is in line with our original investment thesis, though, the 

dramatic reduction in oil prices has forced us to factor in very modest 

operating performance in the near term, certainly far below what we had 

originally expected.  And as I mentioned in past commentaries, our 

assessment of intrinsic value has come down significantly as a result, to 

the point where we actually believe that this is one investment where we 

have seen a small degree of permanent capital destruction.  Of course 

this could change if we were to see an increase in oil prices, but we have 

no ability to forecast such development, even though we would expect 

business conditions to improve longer term for Fugro as depleting oilfields 
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ultimately need to be replaced to meet rising oil demand.  Despite the 

reduced intrinsic value and the recent rise in share price, we still believe 

that the stock remains attractively priced following the dramatic share 

price correction that Fugro has experienced in the past 20 months or so 

and, thus, we maintain a meaningful investment in the company as a 

result. 

  Our worst-performing disclosed holding this quarter was G4S.  

Based in the U.K., the company is a world-leading provider of security 

services.  While its business is primarily commercial, G4S is also well-

positioned in niches such as managing justice and immigration operations 

on behalf of public authorities, notably the British Government.  The group 

generates a meaningful portion of profits in developing countries where it 

often dominates the market.  While the size of our holding has fluctuated 

over time along with the discount-to-intrinsic value, we have been 

shareholders of G4S for years now.  The stock, first purchased in early 

2012, was one of the Fund’s earlier investments.  (00:18:01) We 

discussed the company in several previous commentaries as G4S shares 

have experienced material price fluctuations over the past few years. 

  The price first came down due to well-publicized news over the 

group’s London Olympics contract, giving us a chance to build a 

meaningful position in the company at the time.  As the price then 
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recovered, along with returning confidence in G4S’ longer-term 

fundamental, we reduced our exposure.  The shares were then hit again 

by a series of negative news stories, including the announcement of 

material cuts in some European-made programs and the prospect of an 

investigation into alleged overpricing in U.K. electronic monitoring 

contracts. 

  We took advantage of the subsequently depressed valuations to 

buy, again, more shares with expectations that a new management would 

address many of the group’s issues and improve performance.  The stock 

price recovered and we reduced our exposure.  By the end of 2015, 

though, the stock had tumbled again and subsequently fell below its 2012 

levels, this time because of weak economic growth in developing markets, 

continued challenges with government contracts, slower-than-expected 

result from management actions which tested investors’ patience, and 

sustained high levels of debt.  We have taken advantage of the depressed 

valuation to start rebuilding a meaningful position in G4S yet again. 

  While we, too, are somewhat frustrated with G4S’ new 

management and their reluctance to communicate more openly with 

shareholders, which is partly a function of the necessary focus on a rather 

management time-intensive business to manage, our patience is less 

easily tested than most investors we think.  We are cognizant of the 
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unique challenges associated with this type of business and we take a 

long-term view of the company’s prospect.  Fundamentally, we believe 

G4S can generate good growth in the long run given its exposure to 

developing markets, the rising concerns about security, and the need for 

governments to cut costs through outsourcing. 

  (00:20:05) We think some of the company’s spending initiatives will 

eventually bear fruit, driving margins to upper-single-digit levels, thus 

allowing both cash flows and the returns to improve.  While the group’s 

balance sheet needs to be improved, as well, we expect G4S to benefit 

from plan disposals and better cash generation, not to mention the 

possibility of reducing dividend payouts.  We believe the current stock 

price is excessively discounted at less than 11x 2017 earnings and a free 

cash flow yield of 7% to 8% in the next couple of years.  With that, we 

think G4S meets our investment criteria and that it deserves to be a larger 

weight in the portfolio. 

  I am now moving to portfolio activity during the quarter.  The big 

market swings during the period led to one of the Fund’s most productive 

three months.  We were active throughout the period, taking advantage of 

lower-priced opportunities early on and later monetizing positions when 

the markets bounced back.  The Fund’s turnover was significant 

throughout the period as a result. 
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  We made five new purchased this quarter including Baidu, Hugo 

Boss, and Morgan Advanced Materials.  Together these investments 

accounted for about 8% of our assets and almost a third of our pro forma 

cash including these same purchases at the end of last year.  We also 

disclosed the recently-built position in Meggitt, which now accounts for 

more than 2% of our assets.  We rebuilt a position in Publicis, which now 

accounts for close to 2% of our assets versus only 30 bps at the end of 

last year.  And we added to several of our holdings, most notably to 

Michael Page. 

  Baidu is our first direct investment in a Chinese company, not only 

by domicile but also by the local nature of its business.  (00:21:56) We 

had conducted some research work on Baidu following the sharp 

correction in the group’s stock price in the later part of 2015 that had 

missed out on an adequate entry point when the shares rallied strongly in 

the earlier part of 2016.  Fortunately, we were offered another opportunity 

to invest later in the quarter.  By then our analysis was complete so we 

took advantage of temporarily-depressed valuations to build full position.  

Based in China, Baidu is the country’s leading internet search engine.  

The group has also pursued an aggressive strategy of expansion and is 

involved in a broad array of other internet-based services. 
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  Based in Germany, Hugo Boss is a world-leading brand in both 

formal and casual clothing, as well as in fashion accessories, primarily for 

men.  And Morgan Advanced Materials, which is based in the U.K., is a 

world-leading advanced materials company.  They manufacture ceramics 

and, to a lesser degree, carbon parts that can withstand high 

temperatures and pressure for a broad variety of industrial applications. 

  Last, Meggitt, which is based in the U.K., is a leading provider of 

parts and systems for the aerospace and defense industry.  And we have 

commented on all of the other aforementioned companies in prior 

commentaries and webcasts, so you can refer to those in terms of 

understanding the type of business model that these companies are. 

  As I mentioned above, we also sold meaningful positions in the 

quarter.  In total we fully exited five positions, including Adidas, Bramble, 

Hypermarcas, and Vesuvius.  Again, these are all companies that we 

commented on in past commentaries and webcasts, so I would refer you 

to those on these companies.  In addition, we reduced the weights of 

several investments based on lower discount-to-intrinsic value, both on an 

absolute basis and relative to our portfolio holdings and, in particular, of 

course some of the names that performed strongly in the first quarter. 

  We continue to view these businesses we sold as well-run, high-

quality businesses and we are interested in becoming shareholders again 
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subject to an appropriate margin of safety.  (00:24:02) We came to the 

decision to sell out of these positions as the share price of these 

companies had converged with our assessments of intrinsic values. 

  However, we would note that Vesuvius had long been a very small 

position for us following share price performance and that we did not add 

to our stake in the company despite a significant subsequent correction.  

The dramatic downturn that Vesuvius is experiencing in its main, 

underlying market—the steel production—has caused us to revise some 

of our near-term assumptions.  Mostly importantly, management has 

changed since our original purchase and is being put to the test by these 

difficult times.  Given the size of the position and the limited discount-to-

intrinsic value, we did not think it made sense to continue allocating 

capital and internal resources to the name at this point for such a small 

exposure. 

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

quarter.  And out of all the transactions I just discussed, our portfolio 

remains relatively concentrated at the end of the first quarter.  We held 30 

disclosed investments.  We remained focused on our best ideas with the 

Fund’s top ten holdings accounting for more than 40% of asset and the 

top holdings accounting for around 25%.  These top holdings included 

Fenner, Prada, and LSL. 
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  Based in the U.K., Fenner is the world’s leading player in the 

highly-concentrated market of conveyer belts.  While structurally strong, 

this business is exposed to mining, obviously, and as such it has suffered 

from dramatic organic decline in the past few years.  In addition to that, 

Fenner is involved in a number of niche businesses which together make 

up the so-called AEP segment of the company and now account for more 

than two-thirds of the group’s profits.  (00:25:59) Almost 25% of that profit 

stems from a high-growth, high-return medical business that would 

command high valuations on a standalone basis.  A third of AEP’s 

revenues, however, are exposed to oil and gas so some of these 

businesses have experienced material headwinds 

   Overall, the group’s profits are now 65% below peak, yet Fenner 

still delivers low- to mid-teen returns along with a cash conversion rate in 

excess of 100% because management has focused on extracting 

efficiencies and because the business requires little incremental capital at 

this stage.  This has also keep net-debt-to-EBITDA below 2x despite the 

sharp fall in EBITDA and negative currency effect.  Management has a 

long personal history with the group and is deeply committed to its long-

term success.  At the end of the quarter, however, Fenner’s stock—which 

is down more than 70% from its 5-year peak in U.S. currency—traded at 

less than 10x very depressed 2017 earnings, below book value, and 
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below the replacement value of the conveyer belt assets alone.  It offered 

a low- to mid-teens cash flow yield and the optionality of a long-term 

market recovery along with portfolio value realization opportunities. 

  Based in Italy, Prada is a world-leading player in the luxury-goods 

market with a very strong presence in the key segment of leather goods.  

As such, it is of course exposed to economic cycles, particularly so in 

developing markets such as China where the group has significant 

exposure.  While Prada remains an iconic global fashion brand and a 

long-term beneficiary of wealth-creation in both inspirational and 

conspicuous consumption, the business has experienced material like-for-

like decline in the past few years.  As management temporarily chose to 

keep investing in the franchise, margin of contracted and profits have 

come down by more than 40%.  (00:28:01) Yet Prada still delivers high-

teen returns with significant room to keep costs down and materially 

improve cash generation.  With management personally tied to the 

business and holding a large stake in the company, they are naturally 

incentivized to drive financial performance while also preserving the long-

term value of the brand.  The company’s balance sheet is net cash 

positive.  At the end of the quarter, however, Prada’s stock—which is 

down close to 65% from its 5-year peak in U.S. currency—traded at mid-
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teen earnings on historical leverage margins and offered a high-single-

digit cash flow yield along with potential for improved topline performance. 

  Last, based in the U.K., LSL is a leading real estate broker and 

provider of surveying services.  The company operates the second-largest 

mortgage network in the county and commands a dominate market share 

in the concentrated surveying market.  Close to one-fifth of the group’s 

income comes from the high-margin, countercyclical home rental 

business.  By nature, LSL’s business depends on U.K. housing 

transactions, which fell 60% after the financial crisis and today are still 

more than 25% below their long-term average.  Yet, the business still 

generates mid-teen margins and virtually infinite returns because it 

requires few tangible assets and is working capital negative.  The group 

had room to further improve profitability through its own actions and has 

high operating leverage exposure to larger transaction volume.  LSL’s 

former CEO is now Chairman of the Board and one of the company’s 

largest shareholders.  Net-debt-to-EBITDA is slightly above 1—which is 

not high to begin with, but despite the very high free cash flow generative 

of the business.  At the end of the quarter, however, LSL’s stock—which 

is down around 40% from its 5-year peak in U.S. currency—traded at 7x 

earnings and offered mid-teen cash flow yields along with the optionality 



Q1 2016 FPA International Value Fund (FPIVX) Webcast 

 

 

 
 

-22- 
 

 

of a more normal market and compelling business development 

opportunities. 

  (00:30:05) We highlight these names not only because they were 

our top holdings—aside from TNT which is being sold to FedEx, there's a 

transaction closing in the upcoming months of June at the end of the 

quarter—but also because they offer a useful insight into a broader 

portfolio and where we see compelling investment opportunities in the 

market.  Fenner’s share is similar underlying and market exposure and 

structural business characteristic with such companies as ALS, Fugro, 

and Shawcor all in the portfolio.  Prada is, in multiple ways, comparable to 

Huge Boss, a new addition to the portfolio, and to a lesser degree, the 

recently-sold Christian Dior.  And LSL competes with Countrywide across 

various businesses. 

  Mostly importantly, all these businesses have similarities as 

investments.  They have some fundamentals that may temporarily muted 

by severe challenges and often room for material operating 

improvements.  Sometimes these companies also have valuable assets 

that are overlooked.  They have experienced significant dislocation in their 

core markets, but they're even capable of generating high free cash flow 

and returns that keep them relevant at businesses.  They have limited 

balance sheet risk allowing them to weather and grow stronger through 
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challenging times.  And they are led by engaged executives whose 

interests are aligned with those of shareholders. 

  What they lack, however, is good momentum and the positive 

market sentiment that often comes with it.  But what they offer conjointly is 

that their stocks are selling at large discount-to-intrinsic value, trading not 

only at low multiples but also on depressed earnings.  Incidentally, these 

stocks are often denominated in currencies that have materially devalued 

relative to the U.S. dollar, thus making them even more attractive 

purchases for us as U.S. investors.  They offer the prospect of material 

business improvements while providing for good payouts and that’s also 

the type of optimistic outcome that we very much favor. 

  (00:32:03) Looking at the portfolio now from a more top-down 

perspective, things remain relatively unchanged at the end of the quarter.  

There is still a reasonable balance in terms of market capitalizations in the 

Fund, even though from a bottom-up standpoint, we continue to find that 

smaller, overlooked companies tend to be the ones offering compelling 

discounts in return market environment.  That said, and while our median 

market cap was still around 4 billion this quarter, a weighted average 

market cap was actually close to 16 billion, which is up from the end of 

last year.  For reference, historically it has fluctuated from as low as 12 

billion to as high as 25 million since the inception of the Fund.  And 



Q1 2016 FPA International Value Fund (FPIVX) Webcast 

 

 

 
 

-24- 
 

 

ultimately we do not consider any of these observations to be very 

meaningful since our approach is agnostic to size as it is to geography 

and sectors.  We see little different between investing in a $100 million 

company and a $100 billion market cap company so long as we are 

buying sustainable, value-creative businesses at cents on the dollar.  

Frankly, we would find little solace in knowing that we own large 

companies if they happen to be overpriced.  We also do not understand 

why any honest investor would choose size as his or her first criteria in 

selecting potential investment opportunities. 

 Lastly, it seems self-defeating for an investor to artificially reduce 

the opportunity set, let alone to the most-visible, most-covered 

companies.  We recognize finding genuine bargains is difficult, which is 

why we typically only invest in 25 to 35 companies.  It is also the reason 

why we take as broad a view of the world as we can and look at anything 

anywhere with a free float north of $100 million which often translates into 

a market cap north of around $300 million.  The range of market capital of 

our investment is typically very broad as a result with our current holdings 

going from currently right around $300 million in market cap to well in 

excess of $100 billion in market cap. 

 (00:33:59) The main geographic characteristics of the portfolio 

were also broadly similar to what they were at the end of the year, with 
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dominant exposure to companies based in Europe and no exposure to 

Japan.  While Europe remains dominant in the Fund, we have found 

multiple opportunities in businesses with exposure to emerging markets.  

And I talked about value earlier.  Brazil, however, which had been of 

interest to us in recent months, has seen the stocks of many attractively-

priced, high-quality businesses rally on hopes of a positive political 

change.  As pointed out earlier, we sold out of our investment in 

Hypermarcas and are now looking towards other parts of the region for 

potential opportunities. 

 We also continue to have meaningful exposure to the Pacific 

Basin, namely Australia, which suffers from a combination of slowdown 

and economic growth in the greater Asia-Pacific Region, mostly driven by 

China and high exposure to commodities, mining in particular, which are 

currently going through a severe, prolonged down cycle.  That said, we 

find that where companies are domiciled is of limited relevance.  Many of 

our holdings are sizable enough to operate globally and often generate a 

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

To this point, we estimate that close to 60% of the portfolios free cash 

flows are generated outside of Europe.  What matters to us in the end is 

where business value is created along with the risk associated with this 

value creation more so than domicile. 
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 From a sector standpoint, the portfolio remained geared towards 

industrials, though mainly is a function of the holdings that I highlighted 

above.  We still have no investment in banks with financial exposure only 

reflecting our positions in LSL and Countrywide.  We continue to hear 

from peers in the many hedge funds that now form the new breed of 

investment banks that banks are still having to hand over their few 

remaining proprietary businesses due to regulatory constraints or getting 

displaced in their core marketing-making activities.  (00:36:05) Meanwhile, 

low to zero interest rates are making it difficult for them to make money in 

more traditional activities with more competitors onto the lending market.  

We feel that these businesses may have been turned into utility 

businesses by the regulators.  With the industry’s returns on equity 

struggling to hit double-digit levels, eight years into an economy recovery 

and despite large financial leverage benefits. 

 We are also stunned, frankly, by the recent news around one of the 

large Swiss-based financial institutions, although we find it typical of the 

audacity of these businesses and the challenges for management to 

oversee them properly.  With that being said, we remind shareholders that 

we’re not philosophically opposed to investing in that sector, or other 

sector for that matter, and that the industry includes a broad variety of 
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business models, some of which we could be interested in on a 

standalone basis. 

 Our exposure to healthcare is misleading since it only reflects our 

investment in Ansell, which is primarily an industrial and consumer-goods-

driven business.  Similarly, our exposure to energy only includes our 

positions in Fugro and Shawcor, with the latter being more a provider of 

industrial solutions than an energy company.  As we've pointed out 

before, however, several of our holdings have exposure to energy and the 

broader commodity market, even though they may not be classified as 

such on the Index. 

 Beyond that, the Fund is still fairly diversified, though it remains 

geared towards businesses that are cash-generative and not very capital-

intensive.  Those primarily include service businesses and consumer-

goods companies.  We also continue to have meaningful investment in 

ERP software providers including Oracle, Taurus, and SAP, which 

account for a sizable exposure to information technology.  Our investment 

in this sector is exclusively predicated on the underlying fundamentals of 

these individual businesses together with the price that we are able to pay 

for such fundamentals rather than any top-down view of the world in that 

sector specifically. 



Q1 2016 FPA International Value Fund (FPIVX) Webcast 

 

 

 
 

-28- 
 

 

 (00:38:05) So in short, some level of diversification despite a 

continued focus on some hard-hit sectors and geographies, but that is 

important to understand that we remain sector-agnostic and geographic-

agnostic and that we will ultimately go where value opportunities are, no 

matter what that means as to the overall profile of the portfolio.  And with 

that, I would like to pass it over to Jason for our quarterly case study 

which, as I mentioned earlier this quarter, is Spotless. 

Jason: Thank you very much, Pierre.  Our case study for the quarter is Spotless, 

which is a company domiciled in Australia.  It’s that country’s leading 

player in catering and outsource facility management services.  It also 

operates the number-one laundry and linen service in Australia.  In the 

fiscal year 2015, it generated 2.9 billion Australian dollars in revenues with 

86% coming from Australia and another 14% from New Zealand.  The 

group operating margin was almost 9% and the return on capital 

employed was 16%.  This is including the goodwill from a long history of 

acquisitions and, excluding these intangible assets, the business 

generated a return well in excess of 30%. 

  Spotless’ businesses are ones that we know well as they are very 

similar to those at Sodexo, the French multinational that the Fund has 

been invested in for several years and could encompass the U.K.-based 

catering business.  These are only two of the most recognizable 
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companies within the many we have come across over the years in the 

outsource services industry. 

  The core service is food catering for corporates and governments.  

As catering companies grow in size in a given market and consolidate 

from other competitors, they are able to build economies of scale in 

procurement and standardization.  (00:40:05) These savings are then 

passed on to customers for whom the option of subsidizing in-house food 

preparation no longer becomes worthwhile.  Over time, this trend in 

outsourcing is affirmed and the leading competitors seek to add on 

auxiliary services like cleaning and light building maintenance given that 

they have already installed their teams at the customer’s location.  

Contracts then become bundled with integrated packages of services and 

churn rates stay low at 10% or less.  Longer-term growth and revenues is 

stimulated by a number of reliable drivers:  higher outsourcing rates, 

share gains by the leading competitors over the smaller ones, pass-

through of inflation in Index contracts, and higher volumes from greater 

customer activity, and expanded services uptake. 

  Thanks to our knowledge of the catering and facilities management 

industry, we were intrigued when we discovered Spotless during a 

research trip to Australia last fall.  Having been founded in 1846, Spotless 

had grown mostly through acquisitions to be the leading player in the 
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Australia and New Zealand markets.  Enjoying such a position, it was 

earning attractive margins and returns thanks to a variety of factors that 

looked to us to be durable.  One factor was the size and complexity of 

many contracts encompassing a wide range of services which smaller 

market participants can't manage.  And a high percentage of these 

contracts are Spotless considers itself with its own employees and assets. 

  Another advantage is the long duration of the average contract 

which enables Spotless to lock in revenue visibility which, in turn, allows it 

to reinvest in building its pipeline of potential new customer wins.  Longer 

contract duration also improves scope for selling more services and 

extracting productivity gains.  (00:42:02) Finally, Spotless enjoys both low 

customer risk with over 200 contracts in its portfolio across a broad range 

of sectors, while its fragmented supplier base allows it to seek buying 

discounts that can be passed on to further improve its competitive 

position. 

  At the time of our visit to the company’s headquarters in October, 

2015, the share price was, in our view, reflecting market confidence and 

the company’s high margins that were achieved after several years of 

private equity ownership.  And that’s likely unsustainable.  However, a 

cautionary statement on near-term trading at the beginning of December, 

which coincided with a change in senior management, led to a dramatic 
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50% decline in the price of the shares.  Despite these personnel changes 

and high- and short-term business uncertainties, our estimation of 

Spotless’ normalized earning power and competitive advantages has not 

changed.  Longer term, we think this business can generate good organic 

growth driven by further outsourcing of the types of services Spotless is 

able to provide, continuing market consolidation and positive pricing 

dynamics. 

  Operating profit margins should sustainably be in the mid- to high-

single digits given the favorable fundamentals we previously highlighted.  

And with no centralized kitchens and therefore limited tangible assets, as 

well as little working capital needs, the business should be able to convert 

its good growth and robust margins into high free cash flow and returns on 

capital employed well north of 20% on an ongoing basis.  With a 

reasonable balance sheet at just around 2x EBITDA, all the more 

reasonable given the high cash generative nature of the business, 

Spotless offered a compelling investment opportunity in spite of short-term 

challenges, including the integration of recently-acquired businesses and 

the prospect of weaker short-term trading. 

  (00:44:00) At the time of purchase, the stock offered attractive 

high-single-digit free cash flow and dividend yields and a multiple of 

normalized EBITDA of around 8x.  At current levels, despite the recent 
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increase in the share price, we think the stock remains attractively priced 

and we remain interested in being long-term shareholders of the 

company.  Pierre, I’ll hand it back to you. 

Pierre: Thank you very much, Jason.  To conclude, as we always do on these 

calls, we'd like to reiterate the key tenets of our investment philosophy 

which is that we are absolute, not relative, long-term value investors with a 

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

quality businesses with stocks we think we can purchase at a significant 

discount to their intrinsic values.  We only invest when presented with 

such opportunities and we will hold cash in the absence of such 

opportunities.  And with that, we have no further prepared remarks and 

we’d like to open it up for questions.   

Mark: Thank you.  We will take a quick moment offline to collect the questions 

we received and be back momentarily.  Thanks.   

[BLANK AUDIO 00:45:08 THROUGH 00:45:32] 

Mark: Thank you.  We've received some questions from people entering today’s 

call and we'll work through those chronologically.  First question:  “What is 

the estimated discount intrinsic value for the Fund for broad market?”  

Pierre: So I think I understand the question, although I’m afraid I’m not able to 

answer it in full.  So with respect to the question on the portfolio, we can 

confidently say, as I did in the prepared remarks, that the weighted 
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average discount to intrinsic value of our holdings is a little above 35% at 

the end of the quarter.  (00:46:06) And just for reference, this is actually a 

pretty compelling level by historical standards in the history of the Fund, 

so since December 1
st
, 2011. 

  Now, unfortunately, we do not maintain an intrinsic value estimate 

for each and every of the 20,000 companies or so with more than $100 

million in free float that pop up on Bloomberg.  So it’s not actually possible 

for us to say with the same, or nearly the same [CHUCKLES], degree of 

confidence what, if any, the current discount to fair value of the broader 

market might be.  Now, that said, I obviously don't mean to be flippant 

about this.  We run screens on a regular basis.  We travel to individual 

markets.  We maintain both a focus list and best-of-breed list of 

companies and we can see if any of the names that we follow or look at 

trade at any kind of discounts and the magnitude of these discounts.  All 

of this ultimately gives us a reasonable sense I think of what the current 

state of the overall opportunity is and our general impression, for what it’s 

worth, which I talked about it in our commentary last quarter, for the fourth 

quarter of 2015. 

  And if you think about it, we're effectively back to that point now in 

the market is that the compelling discount of our holdings is far more 

reflection of the type of asymmetries that can be found in the market 
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rather than the overall attractiveness of the market.  And more 

fundamentally, we can observe is that interest rates have been quite low 

for quite some time now, which typically drives multiple inflation.  And we 

are several years into an economic recovery with the market now placing 

expectations of operating performance on many businesses that are quite 

challenging despite seemingly low growth prospects around the world and 

already high levels of profitability, historically speaking. 

  So typically we would expect all of this, all else being equal, to 

translate into demanding valuation in the market to be expensive overall.  

I think that observation in and by itself, though, is worthless.  (00:48:03) 

And not just because I’m telling you we effectively do not know, but 

because it doesn't help to know.  I think what matters is not whether the 

economy is good or bad, or whether that or this sector is attractive right 

now, or whether the overall  market may be cheaper or more expensive 

than it was six months ago.  It’s whether one is able to find a good asset 

to buy at a cheap price, period.  And I believe that can happen in most 

markets.  One shouldn’t worry whether there are 20 or 200 of those out 

there, but whether 20 can be identified and purchased and be able to be 

content with that.  And if that cannot be done, then I would argue one 

should prefer to hold cash rather than be invested in some speculated 

notion of how cheap or expensive the market might be.   
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Mark: Thank you.  “Please explain why you prefer international versus U.S. 

value securities.” 

Pierre: All right.  So, again, I do not mean to be flippant here, but I cannot explain 

why we prefer international securities because really we don't.  We 

certainly prefer value, as we're using the term “value securities” here.  But 

I don't see why anyone wouldn’t, in particular when it comes to investing.  

We do not prefer international securities.  We are completely agnostic to 

geography.  We're happy to be invested in Japan, even, that says 

something.  So long as we can find the types of businesses and 

management teams and balance sheets and prices that we need to be 

invested. 

  To be fair, we are long-term investors so we also need to be 

comfortable with the sustainability of our claim on the assets.  So that 

makes places like Russia effectively non-investable for us.  It is also all 

the more irrelevant to us that many international securities have their 

underlying businesses in the U.S.  If you think about Brambles owning-

being based in Sydney but owning CHEP in the U.S., or BBA Aviation 

being based in the U.K. but owning Signature in the U.S., or actually do a 

large portion of their business in the U.S., which only makes sense since 

U.S. is the largest market in the world.  So domicile is effectively 

irrelevant, but also geographic exposure to a degree. 
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  (00:50:01) I think what's more intriguing is money is fungible in a 

way, so a 35% discount to—not intriguing, relevant—money is fungible in 

a way so a 35% discount to intrinsic value is the same 35% whether a 

company manufactures tires in Korea or whether they sell homes in 

England, so long as we value each of these businesses based on their 

individual fundamentals.  Now to do this, though, to value individual 

companies based on their own specific merits and not biased to any of 

them, for some intangible reasons, we need to know their underlying 

businesses and we need to know their management teams well.  And I 

cannot say that our expertise has been with U.S.-based companies in that 

regard as much as it has been with international companies. 

  So that is what we have chosen to focus on in order to be able to 

execute on our investment strategy.  And with the flexibility to go as low as 

$100 million in free float, we think we have given ourselves the right 

breadth of opportunity over constrained investors.  In fact, I think it’s far 

more effective to go down in market cap in that regard and add a small 

home rental business to your investment pallet; for example, rather than 

expand the testing and inspection universe to U.S.-based players when 

you already have Atea, Intertek and more outside of the U.S.  That said, I 

would argue all of this is maybe not still a good reason to artificially 
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exclude U.S.-based companies from an unconstrained investment 

strategy. 

  In particular, as we typically find that there are significant synergies 

in doing research on businesses if you think back, for example, to our 

investment in Accenture and its equivalent in the World Fund on the U.S. 

side Congnizant and that’s the reason why we only started the global 

strategy once it became clear that we could work well with Greg Herr and 

somebody who could bring that sort of same level of expertise on the U.S. 

side that we could capture these synergies so that we could continue to 

implement the same investment strategy without any specific bias to a 

market or another.   

Mark: (00:52:08) Thanks, Pierre.  “Could you provide a brief update on the 

search for an additional analyst?” 

Pierre: Oh, there was one other thing I should say with respect to U.S. versus 

international, because I think that’s the nature of the question.  So I do 

need to comment on that.  Since we are getting that perspective from the 

work that we do on the World Fund, it is particularly difficult in my view to 

find outliers, this kind of true value opportunities in the U.S. market at this 

stage and certainly much more so than it is to find them in international 

markets. 



Q1 2016 FPA International Value Fund (FPIVX) Webcast 

 

 

 
 

-38- 
 

 

  So in terms of our search for a new analyst, we initiated a process 

towards the end of last year following our parting ways with Victor.  We 

first reached out to our personal networks for a few weeks, but that didn't 

give us the kind of leads that we wanted and the breadth that we wanted 

candidly in terms of potential opportunity.  So we initiated a more formal 

process at the beginning of this year.  We placed job postings on multiple 

databases, including Bloomberg and SumZero.  We established a couple 

of relationships with headhunters and we reached out to several business 

schools. 

  We have received literally hundreds of résumés and we've selected 

a group thus far of maybe 30 individuals to go through the first step of our 

selection process.  Now, while we've made some adjustments since the 

last time around, the process is very similar to the process we ran two 

years ago. 

  So Step 1 is to have a first conversation over the phone typically 

with the candidate to get a sense of his or her background, overall 

knowledge of business and finance, and to get a feel for how the 

candidate thinks about investing along with the level of passion there. 

  Step 2 is a follow-up conversation where the candidate can pitch a 

stock of his or her own choosing which we expect he or she will therefore 

know well and be able to confidently answer most questions, at least on 
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the business itself.  (00:54:05) At this point we have maybe identified 10 

or 15 candidates for that second step. 

  Step 3 is where we give candidates a research project and that is 

the opportunity for both parties to effectively test-drive our process, if you 

will, and as such it is obviously a critical part of the process.  We've only 

given two such assignments thus far and we expect to have maybe five, 

up to ten people at the very most involved in that round. 

  And then the final step will be for candidates to come over to our 

offices and meet with as broad a group of FPA executives as logistically 

possible.  This is the last step and it will maybe involve two to three 

candidates and, from there, we'll make a final decision and hopefully get 

some new team members. 

  Timing-wise, we have to align ourselves with the business school 

calendar and we do not expect to have made a decision before mid-

summer.  It’s important to keep in mind, though, that we're not trying to fill 

a spot at any cost as I’m laying out this process for you, even though we 

have an immediate need if only from a coverage perspective.  We're also 

and primarily very keen to find the right talent and to find the right fit most 

importantly for the team and not to repeat past missteps and to avoid 

taking on the very high cost of recording mistakes. 
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Mark: Thank you.  The next question, “What are your thoughts about companies 

in Argentina?” 

Pierre: So [CHUCKLES] we have very different thoughts depending on the type 

of companies.  I mean there are all sort of businesses in Argentina and it’s 

not because they're in Argentina.  Again, it goes back to the comments 

that I’ve made that we like them or dislike them.  It’s very much based on 

the fundamentals of each of these individual businesses. 

  Now, as you probably know, we had visited Argentina and met with 

a lot of companies there I want to say two to three years ago and had 

decided at the time that Argentina clearly belonged to the list of non-

investable markets along the Venezuela and Russia of the world.  

(00:56:07) It is clear that there is a massive political change that is 

currently happening in Argentina and that things are starting on the right 

foot.  So what we'll have to do is we'll have to go back and make a more 

sort of inside assessment of how big and how sustainable of a political 

change that really is and potentially put Argentina back on the map from 

an investment perspective. 

  We have a list of companies in Argentina that are on our—none on 

the best-of-breed list but certainly a handful on the focus list, one in 

particular that we genuinely like and think has very few negative 

associated to it.  So it’s going to be a case of assessing whether the 
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market is investable or not, again, as a function of the recent political 

change.  We'll go back to the country, we'll make sure that that’s the case, 

and then we will judge based on the intrinsic qualities of each individual 

business and individual company.  

Mark: Thanks.  “The .4x debt-to-equity value, how does this compare to the 

equity measure of the life of the Fund and what is your upper-limit 

tolerance level for this?” 

Pierre: Yeah.  So I do not have that series of data going back historically, but I’d 

be shocked if it’s ever been meaningfully above 0.5x.  That’s the number 

that we quote on an ongoing basis when we prepare the portfolio profile 

slide.  The reality is, as you’ve heard me quote repeatedly talking about 

companies specifically, when we look at an individual company, the metric 

that we prefer to look at is net-debt-to-EBITDA.  We don't have a hardline 

in terms of where a company should be.  Typically, we do tend to think 

that anything in excess of 2.5x net-debt-to-EBITDA is the type of balance 

sheet that we wouldn’t be comfortable with.  (00:58:07) And we tend to 

use that as a selection criteria when we go on the road and visit 

companies, even. 

  At the same token, we're trying to not be obtuse and dogmatic 

about it because that multiple is meaningless depending on the type of 

business fundamental and free cash flow profile of the business 
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ultimately.  So what we focus on when we look at a company is not just 

that multiple.  We look at how much free cash flow can the business 

generate, how cyclical or volatile that free cash flow generation is, what 

can management do quickly or not so quickly to adjust that free cash flow 

generation, and what management does in managing that free cash flow 

generation along with the balance sheet.  So it’s a broader, more higher-

quality assessment than just plugging in some arbitrary number. 

Mark: Thanks.  “Did you mention that Fugro may have experienced a permanent 

loss of capital for the portfolio?  If so, what is the impact to the 

shareholder and what lessons have been learned from the investment?” 

Pierre: I did and it may refer to the current status of oil prices.  But if oil prices 

were never to change again, there is no “may”. It has experienced a 

permanent loss of capital.  So what do we do with that?  So what's the 

impact to the shareholder?  What it means to the shareholders, me 

included, it means that we are very unlikely to be able to sell that 

business, all else being equal, at more than what we paid for it.  And it’s 

not a very exciting outcome, obviously. 

  What lessons have been learned from the investment?  This one is 

very, very difficult in the sense that the investment thesis was 

[CHUCKLES] here is a company that just sold out of a highly-capital-

intensive line of business that accounted for two-thirds of their activity.  
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They've done it in hindsight at the top of the cycle.  (01:00:05) That’s a 

very smart, strategic move; that’s a very smart capital allocation decision.  

Now, you can always be lucky and, in hindsight, I think they were at that 

point.  And then what you're left with is sort of a configuration of 

businesses that are individually very good.  They're a niche business in 

which the company is very well-positioned with a very few competitors, if 

any.  They have a lot of high-quality not only engineers, but a long history 

of accumulating data. 

  This is a very unique business model.  It can generate very high 

returns, good free cash flow generation.  And it’s just that, it’s just the 

configuration of businesses.  We have new management coming in that 

are actually going to turn this into an actual company.  And what we've 

seen, because the crisis, the down cycle triggered by the low oil prices, 

has been a sense of urgency.  And so the execution has come through.  

This is exactly what happened, as I talked about earlier in the 

presentation. 

  The problem is we are fully aware of the exposure to oil prices, 

obviously, although we did think that our exposure was more volume than 

price-driven and that the company would ultimately continue to benefit as 

we need to replace existing resources with new ones and as you can't 

generate new resources without using one of the growth services at the 
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very least.  And we had priced that into the multiple.  But, clearly, we 

couldn’t have known that oil prices would go from $100 to $20.  So this 

was underwritten.  This was taken into account the multiple, unforeseen, 

and dramatic in nature. 

  What lesson do you draw out of this?  There's effectively only one.  

(01:01:56) You just kind of decide that you can't be invested to 

businesses that may have any kind of exposure to such massive 

dislocation in underlying commodity prices.  I don't think that’s a 

reasonable lesson either.  It’s a very, very challenging question to answer, 

to be honest.  I think it’s fair to say that just pragmatically, because it’s 

been so hurtful to be in that investment, there would be a lot of 

discussions and a lot of tension around investing in a business with similar 

underlying exposure, namely oil prices again.          

Mark: Thanks.  And the last question for today is, “What is your perspective on 

the U.S. dollar and its current weakness?” 

Pierre: I don't know.  Here we go. 

[LAUGHTER]  

Pierre: No, again, don't mean to be flippant at all.  We can't have a reasonable 

view on what the normalized exchange rate should be between 25 

currencies—maybe not 25, but 20 is effectively is underlying exposure 

that we have.  We don't want to be making any bets on what may happen 
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to them and how they could affect negatively or benefit businesses 

because, if we had the ability to predict currencies, we would trade 

currencies.  We wouldn’t take on any underlying business or management 

risk or balance sheet risk to generate money that way, to generate returns 

that way.  And we value businesses in a way that is neutral in currency 

terms so we're not factoring in, again, any evolution and exchange rate, 

although we are very mindful of how they could get hurt from exchange 

rates and what that could mean in terms of how the business would need 

to conform. 

  We are also generally of the view that we value company in 

perpetuity and in perpetuity companies stand to adapt to whatever 

transactional currency exposure that they are taking by the nature of their 

business.  And then we manage the exposure that we have to individual 

currencies in the portfolio, as we've talked about before, the following way:  

(01:04:03) we look at what percentage of the portfolio’s holdings free cash 

flow is denominated in what currency and then any percentage in excess 

of 10%, we edge back back down to 10% based on the cost of that 

exposure.  But other than that, we make no assessment of what the U.S. 

dollar is, or should be for that matter, and we have no view as to whether 

it’s strong or weak. 
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  I mean we know, we can make our own assessment like everybody 

else, I guess, judging by a set of economic data.  But at the end of the 

day, we force ourselves to not let that interfere with the way that we 

invest.  And we're very happy to be using U.S. dollars at a time when the 

U.S. dollars are relatively strong to invest in places like Australia or Brazil.  

But, again, we don't factor that into the investment decision.   

Mark: Thank you.  Well, Pierre and Jason, thanks for the comments today.  To 

you, our listeners, we would like to thank you for your participation in the 

FPA International Value Funds First Quarter 2016 webcast.  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 

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 our tax returns. 

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

your feedback.  We highly encourage you to complete this portion of the 

webcast.  We do appreciate you listening.  Please visit FPAFunds.com in 

the future for webcast information including replays.  We will post the date 

and time of the prospective webcast during the latter part of each quarter 

and expect the calls, as is in the case today, to take place three to four 

weeks following each quarter end.  
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  We hope that our shareholder letters, commentaries, and these 

conference calls will help keep you, our investors, appropriately updated 

about the Funds.  We want to make sure that you understand the views 

expressed on this call are as of today, April 25, 2016, and are subject to 

change based on market and other conditions.  (01:06:01) 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, 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 or should not be 

construed as offer of 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 the recommendations made in the future 

will be profitable or will it give 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, LLC, or from our website, FPAFunds.com.  

Please read this prospectus and the policy statement carefully before 
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investing.  FPA International Value Fund is offered by UMB Distribution 

Services, LLC.  Again, thank you for your participation in today’s webcast.   

[END FILE] 

 


