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(00:04:55) 

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

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

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

  During the presentation, we will have a question and answer 

session. You can ask text questions at any time by clicking the green Q&A 

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

the open area and click Submit. 

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

the Fullscreen button in the lower right-hand corner of your screen. Press 

the Escape key on your keyboard to return to your original view. For 

optimal viewing and participation, please disable your popup blockers. 

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

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

the issue, click on the Support option in the upper right-hand corner of 

your screen for online troubleshooting. 

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

Rahbar, Vice President Product Specialist. The floor is yours. 

Jonathan: Thanks, Kelly. Good afternoon and thank you for joining us today. We’d 

like to welcome you to the fourth quarter 2017 webcast for the FPA 
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International Value Strategy including the FPA International Value Fund. 

My name is Jonathan Rahbar and I am the product specialist here at FPA. 

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

made available on our website, FPAFunds.com. 

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

manager of the strategy. 

  Prior to today’s call, I wanted to remind our listeners that we will be 

hosting our Investor Day here in Los Angeles on May 3. For those who 

may not have seen the invitation, registration is open and can be found on 

the landing page of our website www.FPAFunds.com. We hope to 

conduct an informative and enjoyable event and look forward to seeing 

those who are able to make it. 

  I would briefly like to highlight key fund attributes for those who may 

be listening in for the first time. 

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

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

equity markets rather than relatively attractive ones. 

(00:06:58) 

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

team can invest in both developed and emerging markets, and can own 
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stocks across market caps and sectors. Finally, the Fund is relatively 

concentrated, as the team focuses on high-quality companies that trade at 

a significant discount to the team’s estimate of 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, it’s my pleasure to hand the call over to Pierre Py. 

Pierre. 

Pierre: Thank you, Jonathan, for the introduction and the quick review of the main 

fund highlights, and thank you all for being on the call today. So as 

always, we will start this webcast with a performance review. 

  In the second half of the year, the Fund returned 9.15% in US 

currency versus 11.48% for the MSCI All Country World Index ex-US net. 

  Looking at the individual quarters during that period, in the third 

quarter of 2017, the Fund returned 6.39% versus 6.16% for the index. In 

the fourth quarter, it was up 2.59% versus 5% for the index. 

  In fact, the underperformance for the period came not only in that 

fourth quarter but more specifically in the last couple of weeks of the year. 

The last trading days of the year, notwithstanding the following few weeks 
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into the New Year in 2018, proved an incredible time for the Fund, similar 

to what we experienced back in 2015. 

(00:08:57) 

  After leading the index by a sizeable margin for most of the year in 

2017, the Fund simply couldn’t keep up with the strong market rally that 

developed as the US adopted the new tax reform. 

  To put things in perspective, the Fund was still more than 340 basis 

points ahead of the index by December 6. From there, it proceeded to 

generate only slightly positive performance while the index ran up 3.6% in 

the last 16 trading days of the year alone. This corresponds to an 

annualized return of roughly 75% for the index in that short period of time. 

And for reference, based on how stock prices have performed since the 

beginning of the year in 2018, the index is now generating an annualized 

return of 144% for that short period since the beginning of the year 2018, 

and that's on the back of an annual return of almost 13% since the index 

hit its trough back in March 2009. I think it’s fair to say that what we are 

experiencing today in the market are truly exceptional times. 

  Now these market developments in the last couple of weeks of the 

year also happened to correspond with a period of what I would call asset 

rotation for the Fund, which contributed to the relatively neutral 
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performance in that short period of time. In previous quarters, we had 

sold—and have continued to sell through the reporting period—several of 

the names that had contributed to this year’s positive absolute 

performance. At the same time, we identified several new investment 

opportunities and made additions to the portfolio, which have generally yet 

to make any meaningful contribution to the Fund’s returns by the end of 

the year. 

(00:11:05) 

  If we now look at a somewhat more meaningful timeframe for 

performance analysis, the Fund returned 27.12% in 2017 compared to 

27.19% for the index. More importantly, since inception on December 1, 

2011, the Fund has appreciated by an annualized rate of 9.58% net of 

fees and expenses versus 8% for the index. Again, these returns are net 

of fees and expenses, and for reference, I would note that as of the most 

recent prospectus, the Fund’s expense ratio was 1.28%, and it’s actually 

been higher at times since the inception of the Fund. 

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

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

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

that meet all of our investment criteria. 
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  As a function of that discipline, our cash exposure stood at more 

than 28% at the end of the year. It averaged more than 32% in the second 

half of the year. The cash level was somewhat lower during the fourth 

quarter, in part as a function of the asset rotation that I mentioned earlier. 

  In particular, we made several new purchases coming back from 

our most recent research trip to Latin America. These purchases more 

than offset the impact of the continued selling out of several holdings 

whose stocks have reached our assessment of intrinsic value. 

(00:13:01) 

  Lastly, since the inception of the Fund on December 1, 2011, its 

cash exposure has averaged just under 33%, having fluctuated from less 

than 10% to more than 40% depending on the availability of suitable 

investment opportunities. For the full 12 months of 2017, the Fund’s cash 

exposure averaged just under 35%. Again, that's relative to the 

performance for the year, with a return of 27% in 2017. 

  Now what that means is our stock holdings returned more than 

43% this year, which is particularly strong relative to historical 

performance. For reference, our equity investments have returned an 

annualized 16% since the inception of the Fund, which again compares to 

just under 8% for the index over that period. 
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  The positive results for 2017 can be explained by a combination of 

factors that helped drive performance throughout the year, which we also 

highlighted back in our first half webcast. First, the Fund has continued to 

benefit this year from a recovery in cyclical names, including companies 

with exposure to commodities, companies located in geographies where 

commodities have a material impact on economic activity, and luxury 

goods franchises. 

  We purchased many of these holdings starting in the latter part of 

2014, at a time when their share prices were under pressure due to the 

slowing Chinese economy and its impact on emerging market growth and 

commodity demand. The recovery of these stocks contributed strongly to 

performance last year, and that continued to be the case in 2017. 

(00:15:08) 

  The second factor behind the positive performance was our British 

holdings, often smaller-cap companies, many of which we purchased 

following the Brexit vote and into the subsequent correction in the UK 

market, which occurred in the latter part of the third quarter of 2016. 

  That leads us to the third factor, which has been some particularly 

successful individual investments such as Keywords. These investments 

are examples of opportunities that we would call transformative in nature. 
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They are overlooked companies, often as a function of their sizes, that 

present highly attractive, long-term opportunities for significant 

transformation in the scope and nature of their businesses, both 

organically and through acquisitions, over a multiyear period well beyond 

the market’s typical outlook of 18-24 months if that. 

  Our experience has been that understanding these businesses 

requires extensive proprietary research and the ability to anticipate 

meaningful changes in their underlying fundamentals in the long run. 

Because of this, we think their quality can be underappreciated by less 

research-focused and more short term-oriented market participants. 

  The last factor that we would note is the positive performance of 

some of our [information] technology holdings, or classified as such 

according to GICS. 

  I am now moving on to the key performing holdings in the most 

recent period, starting with the worst-performing holding. 

(00:17:59) 

  Now before I start commenting on a couple of individual holdings 

here, I would like to point out that this slide only shows current portfolio 

holdings and shows the percentage price changes of these stocks over 
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the indicated period rather than the performance of these holdings in the 

Fund for that same period. 

  Also, I would note that traditionally we focus on key performers in 

the most recent quarter for the purpose of this semiannual webcast. For 

reference though, the worst-performing holding in the first half of 2017 

was LSL and the best was Keywords, both of which we have talked about 

in the past. And in the second half of the year, the worst performer was 

WPP Australia New Zealand, which was the object of a case study in our 

first half webcast, and the best performer was Fenner, which we 

highlighted as one of the holdings of interest in that same webcast and 

that we've commented on several times in past reporting cycles. 

  In the fourth quarter then, our worst-performing holding was 

actually a position that we have been in the process of building in the past 

few weeks and that remains undisclosed as a result. 

  The worst-performing disclosed holding was G8 Education. G8 

Education is also one of the new positions in the Fund, which we built 

towards the latter part of the year. In the fourth quarter, however, G8’s 

stock price was down 17.02% in US currency. Based in Australia, G8 

Education is one of the country’s largest operators of childcare centers. 

(00:18:57) 
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  We came across G8 Education for the first time on our most recent 

research trip to Australia, and specifically to the far east part of the 

country called the Gold Coast, well north of Sydney. As opportunities have 

become more difficult to come by in recent months, we try to travel more 

to less central destinations and to visit off-the-beaten-path companies, 

which we may have overlooked in the past in part because of their more 

remote locations. Childcare is also a generally new industry for us, and 

one that is somewhat unique to the Australian market, and one that has 

experienced dramatic changes in the past ten years over in Australia. 

  In fact, G8 Education itself recently went through a complete 

overhaul of its management team, not only of the C-suite level executives 

but also at the next layer of operational management. 

  The company, which had historically been built through acquisitions 

by an ambitious entrepreneur, has been undergoing significant 

transformation across the board as a result of this management change. 

The company has also had to adapt to upcoming modifications to the 

country’s system of government subsidies for full-day childcare. While we 

expect that these changes will be positive for the business in the long 

term, they have contributed to negatively impact the group’s performance 

in the short term. 
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  Furthermore, with significant capital having chased high-yielding 

real estate assets like childcare centers in Australia in recent years, the 

market is now experiencing an excess supply of these centers, in 

particular in some regions that are key to G8 Education’s business. The 

group’s occupancy levels have been negatively impacted as a result. 

(00:21:00) 

  Because of these issues, G8 Education’s operating performance is 

likely to continue to suffer in the short to medium term, which in turn is 

putting negative pressure on the company’s stock price. 

  Long term, however, we think the underlying fundamentals of G8 

Education’s business are strong. New management comes with a solid 

pedigree of superior execution, experience of turnaround situations, and a 

track record of success, including in a more challenged brick-and-mortar 

retail situation. Select members of the team also come from some of our, 

quote/unquote, “best-of-breed” companies and have received positive 

reviews from their former employers. Given its history, the business offers 

considerable opportunities for improvements, which should help offset 

some of the short-term headwinds. 

  As a first order of business, the strength of the group’s balance 

sheet was restored by the new management team, which provides some 
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protection in the face of these short-term challenges. It also positions the 

group to take advantage of consolidation opportunities, both organic and 

through acquisition, in the longer term. Lastly, in an environment where 

valuations have run away from any sort of financial rationale, G8 

Education’s stock currently trades at a single-digit multiple of forward 

operating profits, and high single-digit both free cash flow and dividend 

yields. 

  In the fourth quarter, our best-performing holding now was Avon 

Rubber. In the last three months of 2017, Avon Rubber’s stock was up 

31.28% in US currency. We had first purchased the stock at the time of 

the Brexit vote, and had disclosed it as a holding in the third quarter of 

2016. At the time of purchase, Avon Rubber’s stock was also under 

pressure, due in part to investors’ concerns over the transition of a large 

contract with the US Department of Defense from procurement to 

sustainment status, and the sharp decline in milk prices. 

(00:23:27) 

  Based in the UK, Avon Rubber operates two very distinct 

businesses, which both come from the group’s history of producing 

rubber-based products, primarily for the auto industry. 
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  On the one hand, Avon Rubber operates a protection and defense 

business. The origin of that business is a ten-year-old contract with the 

US Department of Defense to provide the military with the new generation 

of gas masks with dramatically enhanced capabilities. While this contract 

is now transitioning from procurement to sustainment status, it still 

accounts for a meaningful portion of the segment’s revenues and 

operating profit. 

  From there though, the group has expanded into other types of 

masks and the associated spare parts, as well as other related pieces of 

equipment. It has also expanded into new end markets including law 

enforcement, first response and fire departments. 

  Lastly, Avon Rubber is now going after new geographic markets 

where it is able to sell its range of products for much higher prices with no 

incremental development costs. 

  On the other hand, Avon Rubber operates a dairy business. Here, 

they are a leading player in the manufacturing and distribution of dairy 

liners. Similar to what they’ve done in protection and defense, the group 

has expanded into new geographies in dairy and rolled out new offerings 

of products and services related to the liners. In particular, they have built 

a very successful Cluster Exchange business. 
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(00:25:17) 

  Thanks to these new initiatives, as well as some underlying market 

improvements, Avon Rubber has recently reported positive operating 

performance in both the protection and defense and the dairy business, 

which in turn has contributed to an increase in the company’s stock price. 

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

purchases. We made several new purchases in the last six months of 

2017. In the third quarter specifically, that included G8 Education, which I 

just talked about, and Scout24. 

  Like I said, I talked about G8 Education earlier—it was the worst-

performing disclosed holding in the fourth quarter of 2017—but just a brief 

reminder. It is based in Australia, and it is one of the largest operators of 

childcare centers in the country. 

  As to Scout24, the company is based in Germany. It operates the 

[country]’s leading digital real estate marketplace, and it also operates one 

of the leading German digital automated marketplaces, and it has a strong 

presence in several other European markets as well. 

  In the fourth quarter, new purchases included Ambev, Edenred, 

Fomento Economico Mexicano and Frutarom. 
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  Based in Brazil, Ambev is the country’s leading beer company, and 

it is also Pepsi’s exclusive bottler in that market. 

(00:27:05) 

  Based in France, Edenred is the world’s leading prepaid corporate 

vouchers company. Typically, these vouchers are used by corporations’ 

employees for restaurant meals, and benefit from a favorable tax 

treatment. The group has also recently diversified its activities by 

expanding in adjacent businesses, including expense management 

services. 

  Based in Mexico, Fomento Economico Mexicano operates the 

country’s leading chain of convenience stores. A couple of years ago, the 

group added to its portfolio pharmacies; and more recently, following 

deregulation of the market, it has added gas stations. Furthermore, 

Fomento Economico Mexicano is the majority owner of publicly listed 

Coca-Cola Femsa, which is the world’s largest franchise bottler of Coca-

Cola’s trademarks beverages. 

 Last, Frutarom, which is based in Israel, is one of the world’s leading 

companies flavor and fine ingredients companies. 

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

months. 
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  In the third quarter, we sold our holdings of Keyence and 

Keywords. In the fourth quarter, we also liquidated several positions 

including ALS, Baidu, Koh Young Technology and Publicis Group. 

Generally speaking, these were stock that had reached their estimated 

intrinsic values and thus no longer offered the margin of safety that is 

required for us to remain invested. We continue to view these holdings as 

suitable for the strategy, and in many cases, as very high-quality 

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

(00:29:28) 

  Several of these stocks had been long-time holdings of the Fund, 

but several were more recent additions to the portfolio. The unusual 

holding periods in these cases are pure reflections of how much the share 

prices of these companies have increased in the past few months. For 

instance, Keyence was up roughly 55% in US currency in the first nine 

months of the year 2017. Keywords was up almost 190% in that same 

period of time, and Koh Young Technology was up almost 60%, again in 

the first nine months of the year 2017. 

  Now because of the unusually short nature of these holding periods 

for these specific companies, we want to take the opportunity of this 

webcast to remind investors that we are long-term investors. We are not 
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stock jockeys. We’re not trying to take advantage of a quick bump, of 

some momentum in a given stock. When we invest, we invest as owners 

of businesses and our ideal ownership period is perpetuity. In truth, we 

would simply not invest if we didn’t feel comfortable that we can own 

businesses forever, meaning that we believe that they can last that long. 

(00:31:04) 

  We find that long ownership periods are very effective. They 

reduce transaction costs, they help minimize taxes and frankly, they put 

less pressure on the team to find new ideas. However, what ultimately 

dictates the holding period of an individual investment is how much time it 

takes for the discount to intrinsic value to unwind. And because we do not 

have a mandate to be fully invested, we cannot use this imperative to 

continue to hold a fully valued, let alone overvalued, security. By 

requesting 50% upside to purchase a new security, we expect that it will 

take a long time for its value to be realized and thus that it will contribute 

to long-term ownership. 

  We also expect that our businesses will continue to create value, 

sometimes ahead of share price increases, which typically should further 

lengthen the ownership periods. What we've seen historically is that it 

should take on average three to five years for the capital markets to 
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realize the value of our holdings and their stock prices to finally converge 

with our estimates of intrinsic value. 

  What we've seen more recently, however, is stock prices running 

up at unprecedented rates, thus forcing us to sell much sooner than what 

we would have expected going in. 

  I would also note that in the case of Publicis Group, our decision to 

sell out of the stock also reflected some of the work that we have 

continued to do on the headwinds that the business is facing, some of 

which we have recognized as structural in nature, and how that impacts 

business fundamentals, which in turn lead us to adjust the multiples we 

put on advertising businesses. 

(00:33:05) 

  In addition, we had to take into consideration the new management 

in place at Publicis Group, and some of the less positive feedback that we 

have received from third-party research on this new management, 

notwithstanding the disappointing results of some of the acquisitions more 

recently completed by the current governance of the company. 

  Lastly, we had to take into account our more recent investments 

into WPP and WPP Australia and New Zealand, which we recognize 
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share commonalities with Publicis Group and thus should be considered 

as a cluster as well as individual positions in the Fund. 

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

year. So net of these previously mentioned transactions, the portfolio 

remained relatively concentrated at the end of the year. We held 33 

disclosed investments at yearend. We remained generally focused on our 

best ideas, with the Fund’s top ten holdings accounting for roughly 30% of 

total assets and more than 40% of the invested portion. The top five 

holdings accounted for roughly 15% of total assets and more than 20% of 

the Fund’s invested portion. 

  However, we recognize that the level of portfolio concentration has 

come down in the recent months. In fact, we have argued that the 

portfolio is now more diversified than it has ever been since the inception 

of the Fund. Once again, this is purely a reflection of the broad-based 

market rally which affects companies of almost all sizes, in almost every 

sector and every geography. 

(00:35:08) 

  As we noted earlier, windows of opportunities also often close quite 

rapidly in this type of market environment so that the original upside ends 

up not translating into oversized positions at close of the next reporting 
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cycle. In this context, we find that there are typically no outliers in the 

portfolio so that positions are generally smaller and the level of 

concentration at the top in the Fund is lower. 

  While the market rally continues, we are relentlessly trying to find 

opportunities that can help maintain the overall attractiveness of our 

portfolio of holdings. We believe that we have been relatively effective at 

doing this in the last nine months or so, with the weighted average 

discount to intrinsic value of our holdings actually having stayed roughly 

unchanged throughout the year in the face of a pretty significant 

continued increase in return and performance. 

  For reference, at December 31, 2017, that weighted average 

discount to intrinsic value stood at 26%, which is marginally down from the 

end of the first quarter but up slightly from 25% at both the end of the 

second quarter and the end of the third quarter. Again, this is in the 

context of our holdings being up 43% in 2017. 

  Now looking at the portfolio from more of a top-down perspective, 

the Fund’s median capitalization size was higher, at $7 billion, as was its 

weighted average, again, which was about $28 billion. However, we do 

not consider a company’s size to be a relevant criterion from an 

investment perspective. We are invested across the market cap spectrum, 
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with a range as small as just under $300 million and as high as well over 

$100 billion. 

(00:37:16) 

  Similarly, we are indifferent regarding which sector a company 

operates in or where it happens to be domiciled. 

  With that said, looking at the Fund’s geographic profile, roughly half 

of the assets remain invested in companies domiciled in Europe, with over 

20% in the UK specifically. Most of the remaining exposure is toward 

Northern Europe, primarily France, Germany, Ireland and Switzerland—

most the remaining exposure within Europe, that is. 

  We also continue to have meaningful investments in the Pacific 

Basin, which for the most part reflects our exposure to Australia. So we 

have just under 13% of the Fund’s assets that were invested in emerging 

markets at the end of the year 2017, with another 7% in Australia and 

New Zealand. 

  Once again, with all that being said, we find that where companies 

are domiciled is of very limited relevance. Many of our holdings are 

sizeable enough to operate globally and often generate a significant 

portion of their free cash flows outside of their home countries. In fact, we 

estimate that approximately 60% of the portfolio’s free cash flows are 
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generated outside of Europe. What matters to us is where business value 

is created along with the risks associated with this value creation, more so 

than domicile. 

(00:38:58) 

  From a sector standpoint now, the portfolio remains geared 

towards industrials, which accounted for just over 27% of assets. 

However, we find that this GICS sector classification is of limited 

relevance. Page Group, for instance, which is classified as industrials on 

the GICS, is in fact a provider of recruitment services. Ryanair, also 

classified as industrials, is an airline; and Philips, also classified as 

industrials, is mostly healthcare-related. 

  Beyond that, as we have consistently highlighted in past 

commentaries, the Fund is often geared toward businesses that are 

generating a significant amount of free cash flow and not very capital-

intensive. Those primarily include service-type businesses and consumer 

goods companies, with discretionary and staples together having 

increased in the past few months to now account for the portfolio’s second 

largest exposure at roughly 20% of assets at the end of the year 2017. 

  We also continue to have significant investment in enterprise 

resource planning software providers, including TOTVS and SAP. These 
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still account for a meaningful portion of our sizeable exposure to 

information technology. The total contribution from information 

technology, however, has come down in the past few months, given the 

strong performance—as mentioned earlier—of several of these 

technology holdings. 

  Total technology exposure stood at just under 14% at the end of 

the year. Again, we find that the GICS classification tells us little about 

what we own here. The sector definitions are simply far too broad to give 

a meaningful apercu of the underlying holdings. WorldPay, which is 

classified as technology under GICS, is a payment processing company; 

and Amadeus, also classified as technology, is an air travel services 

company. 

(00:41:19) 

  In reality, one taking the time to look at the individual companies in 

the portfolio rather than view them as asset classes would see that the 

Fund is invested across a diverse range of businesses. In fact, as I 

mentioned earlier, we find that we quite possibly have now the most 

eclectic portfolio we've owned since the inception of the Fund back in 

2011. 
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  As we said in our last webcast, we think that the current profile of 

the portfolio is a reflection of where we are in the cycle. Remaining 

opportunities have typically been more unique, poorly covered and 

underappreciated businesses with great long-term prospects. We also 

note that many of our new holdings are relatively less levered to short-

term momentum, more likely to behave in a predictable fashion in a 

downturn, and/or with exposure to different segments or geographies that 

often have their own differentiating cycles, as well as its business’s 

differentiating secular dynamics. 

  By contrast, in the past, as we highlighted in our four-year review, 

we had many European blue chips during the Eurozone crisis in 2012. We 

owned cyclical, emerging market and/or commodity-related businesses 

when the supercycle turned in late 2014, and we bought many UK small- 

and mid-caps after the Brexit vote in late 2016. 

  While it is impossible for us to predict how individual stocks would 

respond to the next market downturn, we do believe that together with our 

cash exposure, this diversity, along with the specific characteristics of our 

individual holdings, will help position the Fund well ahead of a potential 

market dislocation. 

(00:43:17) 
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  Now to conclude, I would like to reiterate, as we do every quarter, 

or in the case of this webcast, every six months, the key tenets of our 

investment philosophy. 

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

investors with a bias towards quality. What that means is we look for well-

run, financially strong, high-quality businesses whose stocks we can 

purchase at a significant discount to our estimates of their intrinsic values. 

We only invest when presented with such opportunities, and we will hold 

cash in their absence. 

  With that, I would also note that the environment has only gotten 

exponentially worse since our first half report. So I can only reiterate and 

emphasize some of the things that I highlighted at the time, but I would 

also direct you to the fourth quarter commentary, which is soon to be 

published, where I expanded on some of the dynamics that we believe are 

happening both at a macro level, more from a bottom-up perspective, 

from a political perspective, and in terms of valuations. 

  So for bottom-up investors like ourselves, who spend a 

considerable amount of time talking to people on the ground, traveling, we 

have done so at many different points in the cycle over the years, it should 
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be abundantly clear at this stage that the markets are in a phase of total 

exuberance. 

(00:45:10) 

  In this environment, we are finding it extremely difficult to keep up 

with equity markets while remaining true to our investment discipline. We 

are likely to keep monetizing positions as they reach our estimates of 

intrinsic value, while struggling to find compelling opportunities to redeploy 

capital. In the long term, we believe this will help position us better to 

weather a possible market correction and to take advantage of the 

bargains that it might bring. 

  However, in the short term, it could translate into relative 

underperformance in a prolonged market rally. Whatever returns we are 

able to generate though, we will be doing it with far less exposure and 

toward more resilient businesses, which means less fundamental risk 

overall. 

  At this stage, continuing to warn against market excesses is like 

preaching to the choirs. The situation is clear and the outcome predictable 

in our view. Therefore, our focus must be more than ever on protecting 

capital rather than to try and produce some short-term returns relative to 

an arbitrarily chosen index by embracing the positive momentum of one 
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stock or another. In short, we are bracing ourselves for the next natural 

step in the cycle at this stage. 

  Before I end these prepared remarks, I would also add that we are 

very pleased to have welcomed a new team member at the end of the 

year, John Harris. John was previously a research analyst at Brandes 

Investment Partners for nearly six years. He is a CFA charter holder and 

earned a bachelor’s degree in business economics at the University of 

California Santa Barbara. 

(00:47:04) 

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

thank all of our fellow shareholders again for their trust, and we are happy 

to open it up for questions at this stage. 

Jonathan: Perfect, thank you, Pierre. We’re going to go ahead and pause and poll 

for questions at this time. 

  Thank you to those of you who pre-submitted questions. The first 

question we got is what is the discount to intrinsic value of the 

International Value Fund? 

Pierre: So as of the end of 2017, the weighted average discount of our portfolio 

holdings was 26%, like I mentioned in the remarks. It’s remained relatively 

flat in the last nine months. In the quarter before, we had ended at 25%. 
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In the quarter before, we had ended at 25%. The quarter before that, the 

first quarter of 2017, we were at 27%. So we've done, I would say we've 

been very effective at replacing some of the names that have helped drive 

performance, because maintaining that weighted average discount to 

intrinsic value in the context of a book being up 43% is, in this current 

market environment, is from my perspective as team leader quite an 

accomplishment. And evidently, that explains a lot of the higher rotation 

that you’ve seen in terms of number of names, not only in the last quarter 

but also throughout the course of the year. 

Jonathan: Okay, perfect. The next question that's come in is what are the countries 

that you would like to continue expanding investments to beyond Europe? 

(00:49:03) 

Pierre: So I think it’s important to keep in mind that we are indifferent to where 

opportunities might be. So we’re not specifically targeting our efforts 

towards a given market. We are comfortably traveling on a regular basis 

to the same geographies that we are considering to be investable, and 

turning every stone and re-turning every stone that we can find in these 

markets. Whether we end up having opportunities in China or in Belgium 

or in Mexico is kind of irrelevant to us, not to mention the fact that a lot of 

these companies, even though they might be based in a specific market, 
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actually have operations all over the world, or at least across multiple 

individual countries, so that their domicile is not super relevant. 

  With that being said, if you kind of take a step back, you can see 

that the market rally has been particularly strong in the US, in the past few 

months, it’s been incredible in most parts of Asia and emerging markets. 

I’ll put a caveat to that in a minute. Europe is very, very strong. The UK is 

under pressure because of the uncertainty around Brexit, and so you can 

see that even though a lot of the names bought back at the time of the 

Brexit vote have done well and have been monetized, this is still a 

significant exposure for us. 

  And then what we find is that there are still places amongst 

emerging markets, specifically Latin America, where there are 

uncertainties. 

  Brazil is still going through an incredibly painful economic 

downturn. It’s unprecedented, as a matter of fact. Unemployment is at a 

historical high. The political landscape is a mess. This is a year of election 

that could have significant implications for the country. This is also a year 

of significant pension reform that has significant implications for the 

country. So there is a fair amount of reluctance on the part of a lot of 

industry participants to invest in Brazil. And the currency is also very 
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deflated, which provides for additional buffer as we invest, and this is 

particularly relevant in the case of Brazil, because Brazil is a very 

introverted market. So a lot of the businesses that we invest in over there 

are actually generating most of their free cash flow in Brazilian reais. 

(00:51:26) 

  Another place like this is Mexico. Mexico is also going through an 

election year. Similar to Brazil, there are some, shall we say, colorful 

individuals that are considered to be in a leading position in the polls. And 

then in addition to that, you are going through the renegotiation rounds of 

NAFTA, which could have significant impact on some businesses and 

evidently come with some negative volatility in that market. Not as much 

as we would have expected, considering the uncertainty, but nonetheless. 

  And so these are places where we find opportunity, but there is no 

agenda to go after a particular market. We don’t really care where 

companies are domiciled. 

  And I would add that it is paramount for us to remain on top of 

what's going on in a given market, because when market correction 

happens in a country is not the time to build knowledge about the 

business there and the management teams there; it’s the time to 

monetize all the work that's been done upstream. 
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  So we continue to go over everywhere. We have a coverage model 

across the team members so that we can effectively, every year, have 

visited most, if not all, of our investment universe so that we’re ready to hit 

the button if there is an opportunity in any of these markets. 

Jonathan: Okay, great and then just a couple of administrative questions before we 

move into the portfolio. 

  So there was a question on resources, any changes to the 

International Value team? And there is no turnover or changes other than 

as Pierre mentioned, John Harris joining us in Q4 of ’17 and then John 

Madden joining us in the second half of ’16 before that. 

  There’s a question, Pierre, you're having a good start to the year on 

top of last year’s positive performance, even more so given that risk 

exposure. Can you briefly comment on the benefits of your travels and 

seeing companies and management teams around the world? 

(00:53:20) 

Pierre: Yes, so I mean the travel is really the absolute key and by far the main 

differentiating factor of what we do, and it’s the legacy of several members 

of the team of having worked with people who have built that same 

expertise in quite an exceptional fashion, and I don’t think it’s being 

replicated across the industry. 
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  So what we do is every quarter, every member of the team is 

expected to go on the road. The typical trip is a couple of weeks. We 

actually just came back from Europe together with John, so I’ll talk about 

that in a minute, but a couple of weeks, two markets if they're large 

markets like the UK and Germany; as many as five or six if they're smaller 

markets like in the Scandis or in Southeast Asia. We do on average four 

or five meetings a day. Typically we’re looking for a fairly high hit rate in 

terms of talking to C-suite and senior executives or key decision-makers 

at the very least. 

  And the reason why they are so important is for several reasons. 

One, this is how we generate ideas. It’s always an opportunity to come 

across companies, like we just did on this recent trip, that came to market 

six months ago and that we were not familiar with, and sometimes they 

are a new business model. So it’s the opportunity to educate ourselves 

and find out more about these companies. 

  It’s an opportunity to get to know them firsthand and not just in the 

form of a piece of paper. We walk through the plants—we did in two or 

three instances on this last trip. We go through the headquarters. We get 

a feel for the culture of the place, how it operates. We go visit retail outlets 

if we are interested in some retail business. We get a feel for what's going 
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on in that given market at a given point in time, politically, economically, 

by talking to all these senior executives who obviously have a read on the 

situation, but also people on the ground, random consumers. So 

evidently, it is a key driver of knowledge for the team. 

(00:55:35) 

  It’s also a very important driver of third-party research. So as we go 

on the road and we meet with these companies, we establish a rapport 

with them, we establish the relationship so that when we come across 

another company that we might be interested in, we are able to call on 

these companies that we have visited to ask for feedback on, like I 

mentioned in the prepared remarks, a management team or to ask for the 

perspective of the supplier or the customers of the business that we are 

looking at. So it really feeds into—dramatically, it feeds into the research 

process. Those trips are really critical to everything that we do, and as a 

team, we need to continue to do them at the same pace to be able to 

identify opportunities, in particular in this environment where it’s extremely 

difficult to find things that are genuine investment opportunities. 

Jonathan: Yes, and there's a question, just how high could cash go in the portfolio? 

Pierre: So there is no theoretical or principle limit to how much cash we can have. 

Our goal obviously is to keep it as low as possible at all times; we don’t 
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like it. But at the same time, we are not willing to invest in things that don’t 

give us the kind of margin of safety that we think we need, and we are not 

willing to hold on to companies that we think are fully valued, let alone 

overvalued. So the cash will be what it will be. 

(00:57:02) 

  I would point out a couple of things on the cash front. The first thing 

is that we’re not an asset allocation strategy. There is no top-down view of 

the markets, or how well the economy is doing or anything like this. So the 

cash is really a residual output of the bottom-up-driven research process. 

So even though we are in very expensive markets, if we suddenly found 

three, four, five new ideas tomorrow or on the next research trip, we could 

put a significant portion of that cash to work with nothing having changed 

in terms of overall economic environment, political environment or overall 

valuation. 

  The other point that I would make on that is that we are a fairly 

concentrated strategy. We weight individual positions based on the 

relative discount to intrinsic value. So all it would take for us is really just a 

couple of big buyers in terms of discount to intrinsic value to make a 

significant dent in the current cash balance. So the cash is what the cash 

is, and if everything goes to 30 times operating profit three years out, with 
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no expectation of any kind of downturn, massive growth, margin 

improvement, no incremental investment in the business in all countries 

and in all sectors all at once then theoretical limit is 100%. 

Jonathan: Okay, great. There's a question, is it atypical for a company that you are 

accumulating declining roughly 20% during the accumulation period? Is 

there a target that you're building to regardless of what might be causing 

the stock price to decline? Generally just sort of comment about if and 

when you're building out positions in the portfolio. 

(00:58:47) 

Pierre: No, it’s not atypical for a company that we’re building to decline. It’s not a 

prerequisite, but I would say that we’re value investors, we’re a long-term 

investor in an environment that's very short-term. That kind of leads to a 

bit of a contrarian approach in more situations than less. So it’s not 

uncommon. 

  You saw it in dramatic fashion back in 2014 where we were buying 

into these commodity-related businesses and some of these stocks were 

down 40%, 50%, 60%, and they continued to come down 20%, 30% as 

we were buying them. It’s I guess what you'd expect, that if a high-quality, 

well-run, financially strong company is being hated for some kind of short-

term consideration and the price is under pressure, that that is the time 
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when we would be interested, and we’re going to be buying and leaning 

into the negative volatility, and buying into the stock as it falls. 

  So it’s not uncommon, and then you may see some kind of 

exceptional events. We were actually in Italy just meeting with a company 

that we have owned in the past, because management was highly 

regarded, left without an explanation. Stock was down 20% or 30% a few 

days. There was really no change to anything other than one member of 

the management team leaving, and evidently that's when we bought. So I 

would say it is fairly common for stocks to be declining while we’re buying 

them, or to have declined significantly just after we buy them. 

  As a matter of fact, this is just a function of building institutional 

knowledge, knowing this company and then waiting for the right time to 

buy. The only case where that wouldn’t happen is where we’re coming 

across a brand-new company that we’ve never seen before, or like has 

been the case in situations like Keywords, the company has an 

exceptional long-term potential in the business that is not reflected in how 

the market is valuing it. 

Jonathan: Okay. There's a question on fund flows, which I’ll say this year have been 

fairly modest. I think as people recognize last year’s positive performance 
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and as more and more people continue to learn about the strategy, we 

have been seeing more interest over time. 

(01:01:10) 

  The next question, India, have we found anything that is of interest 

in that country? 

Pierre: Not at the type of prices that we are looking for in terms of discount to 

intrinsic value. This is a market that is fairly deep, and where things have 

changed a lot though, so we continue to want to do more research in that 

market. But what we know of the market, for some of the companies that 

we follow that are on our focus list, at current valuations, this is not a 

place where we can deploy capital at this stage. 

Jonathan: Sure, and there’s a theoretical question—oh, sorry. 

Pierre: And then I think there is another point in there, which is what we've found 

is India culturally has been a bit of a challenge for us in terms of 

governance and quality of management and being able to trust that the 

rules of the game for an individual business are fair and predictable. 

Jonathan: Okay, great. There is a theoretical question. So if the weighted average 

discount to intrinsic value was, say, roughly 10%, what would be the 

reaction and how would you position the portfolio and, ultimately, the 

opportunity set? 
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Pierre: My reaction would be it’s not a very good environment to be investing, 

right? It would reflect a very, very, very challenging environment. I think 

we are already in it. I think our ability to keep the weighted average 

discount to intrinsic value, which is not far off its worst by the way, if you 

look back at the last six years, is a function of the fact that we are still 

relatively small in size. It’s a function of the fact that we are completely 

benchmark-agnostic and can go anywhere. And it’s a function of the fact 

that we are highly concentrated. 

(01:03:20) 

 So what we'd done when we set up this fund is we gave ourselves all the 

possible tools that we could think of to be able to overperform within the 

construct of international equities, at all times and in all market conditions, 

and we've been able to do this and maintain some degree of 

attractiveness in the portfolio. It is getting very, very, very difficult to do, 

and so the situation where the weighted average discount to fair value 

would fall to 10% is not completely out of the range of possibility and 

would be a turbulent environment. You'd expect the cash balance to be 

significantly higher to what it is today if that was the case. 

Jonathan: Okay, and our final question is on Purplebricks, if it continues to be held in 

the portfolio. 
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Pierre: So we are no longer holding, we are no longer holders of Purplebricks, no. 

I mean, this is a company that's similar to Keywords, performed incredibly 

well through a very short period of time and just, based on our discipline, 

we had to monetize the position. 

  And keep in mind that, this is similar to Keywords, this is a business 

that we were valuing, considering a lot of the developments that the 

business is going to be benefiting from in terms of its ability to continue to 

capture market share and grow the top line in the UK and get the 

operating leverage on that, because the costs are relatively fixed and fairly 

limited. In terms of their foray into new markets, specifically in Australia, 

and the success that they’ve experienced there, as well as their recent 

entry into the United States, although I think in our valuation of the 

company, we were recognizing that the US market might be a bit of a 

different ballgame for the company given the competitive nature of that 

market, given some of the unique dynamics of the value chain there, as 

well as the fact that we are entering this market at what we would argue is 

a very high point in the cycle. 

(01:05:32) 

  But this is a company that belongs to our, quote/unquote, “best-of-

breed” list of companies and we would be happy to be shareholders again 
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at the right price. It is a cyclical business. It’s a business that continues to 

evolve and change. And in situations like this, our experience has been 

that things tend to not be linear and as a company, run into bumps along 

the way, then it may create opportunity for people like us, who take a very 

long-term view, to buy back into the stock. So we are continuing to 

monitor the company and waiting for the next good entry point. 

Jonathan: Okay, great. Thank you, Pierre. 

  Thank you all for your participation in today’s FPA International 

Value Fourth Quarter 2017 Webcast. I will now turn it over to the event 

specialist for closing comments and disclosures. 

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

colleagues and shareholders to listen to the playback of this recording and 

view the presentation slides that will be available on our website within a 

few days at FPAFunds.com. We urge you to visit the website for 

additional information on the Fund such as the complete portfolio 

holdings, historical returns, and after-tax returns. 

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

your feedback and submit any comments or suggestions. We encourage 

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

valuable, and we do appreciate and review all of your comments. 
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  Please visit FPAFunds.com for future webcast information, 

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

towards the end of each current quarter, and expect the calls to be held 

three to four weeks following each quarter end. 

(01:07:22) 

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

would like to receive them, please email us at crm@fpafunds.com. 

  We hope that our quarterly commentaries, webcasts and special 

commentaries will continue to keep you appropriately informed on the 

strategy. 

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

on this call are as of today and are subject to change based on market 

and other conditions. These views may differ from other portfolio 

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

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

advice. 

  Any mention of individual securities or sectors should not be 

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

performance is not a guarantee of future results.  
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  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 the prospectus carefully before investing. FPA funds are 

offered by UMB Distribution Services, LLC. 

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

day. 

(01:08:35) 

[END FILE] 


