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Note: Items in brackets [  ] are meant to be clarifying statements but are not part of the 
actual audio recording of the webcast. 
 
This transcript must be read in conjunction with the corresponding webcast slides, 
posted on fpa.com. The webcast slide page numbers are referenced below. Please also 
reference the Important Disclosures at the end of this transcript and throughout and at 
the end of the webcast presentation. 
 

You should consider FPIVX (the “Fund”) investment objectives, risks, and charges and 

expenses carefully before you invest. The Prospectus details the Fund's objective and 

policies and other matters of interest to the prospective investor. Please read the 

Prospectus carefully before investing.  

 

The most current prospectus can always be obtained by visiting the website at 

www.fpa.com, by calling toll-free, 1-800-982-4372, or by contacting each Fund in 

writing. 

 

 

(00:00:00) 

Moderator: [Please reference slide 1] Hello and welcome to today’s webcast. My 

name is Heidi and I will be your event specialist today. All lines have been 

placed on mute to prevent any background noise, and please note that 

today’s webcast is being recorded. 

  During the presentation, we will have a question and answer 

session. You can ask text questions at any time: click the green Q&A icon 
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on the lower left-hand corner of your screen, type your question in the 

open area, and click Ask to submit. 

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

please click the Full Screen 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, please click on the Support option in the upper right-

hand corner of your screen for online troubleshooting. 

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

Rahbar. Jonathan, the floor is yours. 

(00:01:00) 

Jonathan: [Please reference slide 2] Thank you, Heidi. Good afternoon and thanks 

for joining us today. We would like to welcome you to the First Half 2020 

Webcast for the FPA International Value Strategy, including the FPA 

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

product specialist at FPA. 
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   The audio, transcript, and visual replay of today’s webcast will be 

made available on our website, www.fpa.com. 

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

manager of the strategy. 

  I would briefly like to highlight key Fund attributes for those who 

may be listening in for the first time. 

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

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

equity markets rather than relatively attractive securities. 

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

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

across market caps and sectors. 

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

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

team’s estimates of intrinsic value. 

  For more detailed information regarding the strategy, we encourage 

you to read the strategy’s investment policy statement available at 

FPA.com. The slides of our webcast are also available on our website. 
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  At this time, it is my pleasure to hand the call over to the portfolio 

manager. Pierre? 

(00:02:26) 

Pierre: [Please reference slide 3] Thank you, Jon, for this introduction and thank 

you all for taking the time to be on this call today. 

  Given the unusual developments over the course of the last six 

months, and the volatility that capital markets have experienced as a 

result, I think it is worth providing our investors of a general overview of 

how we managed through this period as a way to kick off this semi-annual 

webcast. And for added perspective on our thinking through these 

challenging times, I would also recommend the Special Commentary on 

COVID-19 that we put out in the first quarter; and that is still available on 

the website.  

  In terms of the general overview of the last six months, if we go 

back to the third quarter of 2019, at that time, along with I would say a few 

other investors, we had pointed out signs of economic weakness, and 

warned of the risk of a more pronounced downturn. In our fourth quarter of 

2019 commentary, we highlighted the market environment as one of the 

most unattractive we had seen since the inception of the Fund, and not 
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one for us to be investing in. At the end of the period, we reported one of 

our highest ever cash levels, that’s at the end of the 2019 year, of 35 

percent, and also one of our lowest weighted average discount to intrinsic 

value of 22 percent at the time.  

  Then on our February 4 investor webcast, we shared our concerns, 

if you remember, during the Q&A session, about the deep and broad 

impact that the emergence of COVID-19 could have, not only on the 

Chinese economy, and on companies that source from, produce, or sell in 

the region, but also on the world economy overall. We speculated that the 

situation had the potential to trigger one of the most sudden, profound, 

and far-reaching downturns in modern history. Because of this, we took 

advantage of the then stretch valuations in the earlier part of the first 

quarter to monetize holdings that no longer offered an appropriate margin 

of safety. We also focused on filtering out companies with unproven 

management or excessive financial leverage, and businesses whose 

fundamentals were likely to be structurally altered by the COVID-19 crisis.  

(00:04:46) 

  Our investment philosophy dictates that we only contemplate 

investing in businesses that we can research and appraise. This resulted 
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in the Fund holding historically high levels of cash of up to 46 percent into 

the downturn, which allowed us to minimize losses in the first quarter, with 

the Fund performing strongly on the downside, and most importantly, to 

redeploy capital at heavily discounted prices when equity markets 

subsequently panicked. In the months leading up to crash, we were 

revising our intrinsic value assessments to account for a possible 

industrial downturn, and later for the inevitable economic disruption we 

believed would result from the pandemic. Many of these revised estimates 

involved companies in our coverage universe that had been researched 

and monitored continuously behind the scenes. We were able to ask 

ourselves some of the right questions very early on, and to identify areas 

where we lacked the answers necessary to forecast the economics of 

individual businesses and produced what we believed were robust 

estimates of fair value on which to make investment decisions. 

  We were ready to act as the downturn happened. In the first quarter 

of 2020, the MSCI All Country World Index incurred a negative 23.36 

percent, and had declined by as much as 46 percent intra-quarter. 

Knowing our coverage universe well and being able to rely on our 

valuation analysis gave us the confidence we needed to invest amid 
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uncertainty at what turned out to be a particularly opportune time. We 

continued to take advantage of the broad dislocation caused by the 

COVID-19 pandemic and the resulting confinement measures to build new 

positions and redeploy almost all of the cash previously accumulated. The 

Fund’s cash holdings reached new historical lows as a result. 

(00:06:32) 

  The second quarter was in sharp contrast with what we 

experienced in the first three months of the year. Governments around the 

world announced unprecedented measures to inject unquantifiable 

amounts of liquidity into the financial system, and to stimulate economic 

activity in response to the COVID-19 crisis. These initiatives fueled an 

impressive rally in the market. Many stocks, driven by further acceleration 

in multiples expansion, recovered a significant portion of the losses they 

suffered in the broad dislocation covered in the pandemic and the 

resulting confinement measures.  

  These past three months proved to be another favorable period for 

the Fund, which reaped the benefits of our continued monitoring of high-

quality companies in our investment universe, and the steady execution of 

our value-based discipline at times of market distress. Buying assets at a 
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significant discount to estimated intrinsic value once again worked well for 

the Fund, as the reinvestment efforts allowed us to participate fully in the 

market recovery in the second quarter, further demonstrating the merits of 

our investment discipline. Our focus on fundamentally strong businesses, 

conservative balance sheets, and superior management teams also 

helped ensure that we would capture these returns while still minimizing 

the risk of capital impairment even at very uncertain times.  

  So with that general introduction, we will go into further detail by 

starting with, as we always do, the performance review.  

  Since the beginning of the year, the Fund has returned a negative 

1.23 percent in US dollars, and I will be quoting all returns during this 

webcast in US dollars. This return is also net of fees and expenses, and I 

will be quoting all Fund returns during this webcast net of fees and 

expenses. So the Fund returned a negative 1.23 percent in US dollar. And 

that compared to the [MSCI ACWI ex US] index returning a negative 11 

percent over the same period, so quite a favorable performance relative to 
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the index for the Funds over the last six months, albeit with a slightly 

negative return.1  

(00:08:41) 

  Now if we look at each individual quarter since our last webcast, in 

the first quarter, the index returned a negative 23.36 percent. Over the 

same period, the Fund generated a far less punitive return of negative 

16.73 percent. Furthermore, Morningstar highlighted the Fund on its list of 

funds with the best downside capture during the selloff that occurred from 

February 2 through March 9.2 The Fund also ranked as one of the best 

international equity value funds on that list.3 

  In the second quarter, the Fund returned a positive 18.61 percent, 

which compared favorably to 16.12 percent for the index over the same 

period. Now most importantly, if we now look at a meaningful timeframe 

for performance analysis, given our long-term focus, since its inception on 

                                                 
1 Comparison to indices are for illustrative purposes only. FPIVX does not include outperformance of any index or benchmark in its 

investment objectives. Past performance is no guarantee, nor is it indicative, of future results. 
2 Source: Morningstar Direct; Stock Funds With the Best and Worst Down Capture During the Sell-Off; March 11, 2020; 

https://www.morningstar.com/articles/971466/stock-funds-with-the-best-and-worst-down-capture-during-the-sell-off. Past 

performance is no guarantee, nor is it indicative, of future results. Please see end of this transcript for important disclosures 
regarding Morningstar ratings. 
3 Source: Morningstar Direct. In regards to the article noted in footnote 2, Morningstar ranked the top 5 and bottom 5 funds in the 
U.S. Equity Funds and International Equity Funds categories. In the International Equity Funds category, the first three funds on the 
list were either focused on a specific geography (e.g., Asia Pac, India) or employing a different investment philosophy (such as 
growth, income, or asset allocation), or a combination of both. The FPA International Value Fund was 4th on the list, and the first 
international equity value fund listed. 

https://www.morningstar.com/articles/971466/stock-funds-with-the-best-and-worst-down-capture-during-the-sell-off
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December 1, 2011, the Fund has returned an average 7.81 percent per 

year. And that compares to an annualized return of 4.64 percent for the 

index since November 30, 2011, and 4.75 percent since December 1, 

2011. So either way, these translate into an outperformance of close to 70 

percent for the Fund relative to the index, with close to 320 bps of net 

alpha, with an expense ratio of 130 bps, or close to 450 bps of growth 

alpha, which is to say 100 percent above the index.4  

  Now this is only a snapshot in time and only a relative notion, but 

the Fund’s performance has also held up very well through difficult years 

for value investing, certainly. While we have navigated the storm well, 

market conditions have proven quite testing for many value investors out 

there who have been struggling to generate positive returns in the past 

decade.  

(00:10:32) 

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

keep in mind that our approach is absolute in nature. So one of the 

consequences of this approach is that we can hold cash in the absence of 

                                                 
4 Comparison to indices are for illustrative purposes only. FPIVX does not include outperformance of any index or benchmark in its 

investment objectives. Past performance is no guarantee, nor is it indicative, of future results. 
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opportunities that meet all of our investment criteria and we have, in fact, 

often held cash over the years, sometimes in material amounts depending 

on the availability of suitable investment opportunities. Specifically since 

the Fund’s inception, our cash exposure has averaged 31 percent of total 

assets while fluctuating from less than ten percent to more than 40 

percent, again depending on the availability of suitable investment 

opportunities. 

(00:10:32) 

  What that means is that the Fund’s long-term historical returns 

were actually achieved with less investment exposure and therefore less 

fundamental risk, as well as less volatility for those think of risk in such 

terms. Now it also means that our equity holdings have performed very 

well, relative to the index. In fact, they have outperformed the index by 

quite a margin over time. They notably outperformed in the second 

quarter, with a positive return of roughly 23 percent versus, again, 16 

percent for the index, and held up reasonably well in the first quarter. So 

what that translates into is that these equity holdings, collectively, were 

down only about one percent, a little less than that, in the first six month of 

the year, versus the index, again, being down 11 percent in the period. But 
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most importantly, again, given our long-term focus, the annualized returns 

of the Fund’s equity holdings since inception of the Fund is roughly 13% 

compared to less than five percent for the index; so roughly 800 basis 

points annualized of gross alpha.5  

  Now to provide some perspective on these performance figures 

since our year-end webcast, I will cover each of the two quarters 

separately.  

(00:12:23) 

  [Please reference slide 4] Unsurprisingly, given the shock downturn 

in market prices in the first quarter, many of our holdings made negative 

contributions to the Fund’s performance. With the exceptions of Ubisoft 

and Tencent, two of the world’s largest video game developers, the 

investments that made positive contributions were all names we 

purchased in the later part of the first of the first quarter [of 2020] and that 

subsequently experienced a bounce-back in their share prices.  

  Unsurprisingly, given the sharp recovery in the market prices in the 

second quarter [of 2020], then, many of our holdings made positive 

                                                 
5 Comparison to indices are for illustrative purposes only. FPIVX does not include outperformance of any index or benchmark in its 

investment objectives. Past performance is no guarantee, nor is it indicative, of future results. 
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contributions to the Fund’s performance in the period. Technology and 

gaming were particularly strong contributors along with consumer staples 

and discretionary, albeit to a lesser degree. Only a handful of positions 

had a negative impact on the portfolio in the second quarter. Those 

included three companies that the Fund actually no longer owned as of 

June 30. Europe-based leading providers of catering services Compass 

and Sodexo, and British funeral services company Dignity. The detractors 

also included two newly purchased holdings, Sony and Babcock. Based in 

Japan, Sony is a leading provider of games and network services. These 

two segments are now eclipsing the company’s legacy business, which 

was consumer electronics, obviously. Back in 1979, Sony was the inventor 

of the Walkman. And Babcock is based in England; it is a leading provider 

of engineering and support services to the British Ministry of Defense.  

  Now let’s conclude on the topic of performance. I will highlight the 

obvious, which is that we witnessed meaningful price fluctuations over the 

past six months to say the least. Some of these situations can be 

explained, at least to some degree, by the uncertainties and the impact 

associated with the COVID-19 crisis. But that being said, the intrinsic 

value of a business, rightly defined as the long-term cash flow that this 
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business can generate discounted back to present time, almost never, if 

ever, varies by 60 percent or so over the course of a few weeks or even 

months, as markets would imply based on their behaviors in February.  

(00:14:36) 

  More generally, however, we believe short-term prices 

developments are seldom a reflection of changes in the underlying 

fundamentals and intrinsic value of individual companies. Similarly, and 

while of course we are encouraged by the Fund’s returns and those of our 

underlying equity holding, I would like to remind everyone, as we often 

have done in the past during both positive and negative periods, that 

short-term price developments say little about the underlying 

fundamentals and intrinsic values of our individual holdings; that we 

expect at times to experience negative short-term performance, both on 

an absolute basis and relative to the index. Our focus will always be on 

long-term business prospects rather than short-term market 

developments, or microeconomic fluctuations, political news flows, or 

headline noises for that matter. As such, we don’t encourage everyone, as 

always, to evaluate the stock performance of our investments, and the 
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performance of the Fund over a multi-year period than preferably the full 

market cycle.  

  [Please reference slide 5] And now moving to the key performers in 

the period starting with the first quarter, and always starting with the worst 

performer in that given quarter. The largest detractor to performance in the 

first quarter was AIB, with a negative contribution to return of 1.63 percent. 

It was also our worst performing holding, with a share price that fell 67.84 

percent. Based in Ireland, AIB is one of the country’s leading banks. It is to 

date the only such business in which the Fund has ever invested. We 

have highlighted many times in past communications why banks are in 

fact seldom a good fit for our investment philosophy. However, we thought 

that AIB was a relatively simple bank that lent itself well to appraisal. For 

the most part, AIB provides basic account management and payment 

services, as well as mortgage lending in its home market. While such 

services are essentially commodities, AIB was well-positioned in Ireland 

because of its established network of physical branches, and strong digital 

banking platform. Furthermore, the industry has consolidated since the 

crisis of 2008, with AIB and Bank of Ireland effectively controlling the 

market.  
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(00:16:46) 

  We are also positively impressed by AIB’s management. They 

have, in effect, managed the growth out of bankruptcy the global financial 

crisis. They had restructured AIB into a customer-focused, profitable, 

lower-risk bank, and brought it back to the public markets in good 

operating and financial standing. And since then, they have continued to 

deliver steady improvements and good value per share. AIB’s balance 

sheet also stood out in a highly-leveraged industry. It was, and remains, 

the best capitalized bank in Europe. 

  When investing in banks, one must be particularly mindful of where 

the business stands in the credit cycle to adequately price in the softness 

that we saw during the last financial crisis. Unlike many countries, Ireland, 

and especially the property market, appeared early in its recovery when 

we made this investment. At the time, issued mortgages remained well 

below their normalized levels, and less than a quarter of their peak levels. 

Lastly, we thought that AIB’s share price was attractive at roughly, and 

now much less than, 1x book value.  

  At the same time, banks belong to a regulated industry, and are 

subject to supranational administrative powers that do not operate in the 
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sphere of economic rationality, which can hurt the business unexpectedly. 

In the case of AIB, we believed that strong fundamentals and a superior 

management team, government ownership, an overcapitalized balance 

sheet, and a better book valuation would all help mitigate this political risk. 

Unfortunately, the aggressive monetary policies of most central banks, 

combined with government responses to the COVID-19 crisis, have put 

dramatic pressure on the banks, including AIB.  

  Bank stocks now generally trade at levels that would suggest the 

market believes these policies will persist far into the future, and that many 

financial institutions will be destroyed as a result. We are inclined to 

continue to believe that this makes investing in AIB akin to a Pascalian 

wager. However, we need to consider the fact that risky developments 

have significantly added to the industry’s many wounds. While we remain 

shareholders of AIB at current prices, we have not added to the position in 

many months, as we place the stock under review, first as a function of 

management turnover, and now as a result of the recent significant 

changes to the group’s operating environment.    

(00:19:12) 
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  Our biggest contributor to performance in the quarter was 

GrandVision, which a contribution to the return of 0.40 percent. However, 

we did not own GrandVision for the entire period. Our best-performing 

holding for the entire period was Ubisoft, with a share price that increased 

6.64 percent. Based in the Netherlands, GrandVision is a leading global 

optical retailer. The group sells and distributes prescription eyeglasses, 

contacts, eyecare products, and sunglasses in Europe and Asia. We had 

sold our previous stake in GrandVision in the fourth quarter of 2019. 

Essilor Luxottica, the world’s leading manufacturer of both ophthalmic 

lenses and eyeglass frames, had announced the acquisition of 

GrandVision in July of that year. The agreed-upon price of 28 euros per 

share was effectively right in line with our estimated intrinsic value, so we 

monetized the position, as our investment discipline requires.  

  However, in the market panic that developed in February and 

March of this year, GrandVision’s share price fell to as low as 18 euros. 

Since Essilor Luxottica’s offer to acquire the company at 28 euros a share 

still stood, we thought it would not be a bad idea to buy the stock again. 

And at 18 euros, we would be very happy to own GrandVision on a 

standalone basis anyway. And in fact, we did previously. Sadly, other 
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investors picked up on the anomaly, and the window of opportunity closed 

quickly, and we saw sharp appreciation in the share price. Despite the 

recent performance of the stock, we remain interested in being 

shareholders of GrandVision so long as its share price continues to offer 

an appropriate margin of safety. 

(00:20:54) 

  [Please reference slide 6] Turning now to the second quarter of the 

year, and again, starting as always with the worst performer; the largest 

detractor to performance in the second quarter was Babcock, with a 

negative contribution of 0.44 percent. It was also the Fund’s worst 

performing holding in the period, with a share price that fell 19.33 percent. 

Based in the UK, Babcock is a leading provider if engineering and support 

services for the defense, aviation, and civil nuclear market. It is a key 

contractor for the British Ministry of Defense, and the largest operator of 

aerial firefighting and medical services in Europe.  

  The business mainly comprises of multiyear contracts, with high 

strategic importance, attractive and stable margins, and low correlation to 

economic cycles. Direct competition is limited due to technical, regulatory, 

and asset-based barriers to entry in its core activities.  
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  Despite these strong fundamentals, Babcock has been working 

through challenges from an ill-timed and overpriced acquisition by the 

prior management team in 2014. The deal established Babcock’s leading 

presence in attractive aviation markets, such as aerial emergency 

services, but it also included a business in the highly competitive offshore 

oil and gas transport sector that is no longer profitable due to significant 

industry headwinds. As a result, Babcock had to issue a series of profit 

warnings that have eroded investor confidence, and negatively impacted 

the share price. The pressure continued in the second quarter, as 

management announced further restructuring initiatives and [write] off the 

oil and gas business altogether.  

(00:22:31) 

  As value investors, it is not uncommon for us to invest in 

companies faced with temporary setbacks, since their stocks are often 

unloved and therefore undervalued as a result. In this instance, we 

identified the problems as part of our due diligence, and factored them into 

our investment purchase of Babcock. We assumed a complete impairment 

of the oil and gas business and anticipated temporary pressure in several 

of the group’s other divisions. However, as is often the case in these 
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situations, the market has become excessively focused on the group’s 

short-term challenges, while underappreciating Babcock’s core strengths. 

We believe the group’s stock price ultimately didn’t reflect the long-term 

cash flow and detailed profile of the company. The business has been 

negatively impacted by the COVID-19 crisis, obviously, and we therefore 

lowered our estimate of its intrinsic value, but we remain interested in 

being shareholders of Babcock so long as its stock continues to trade at a 

significant discount to its intrinsic value. Furthermore, we are encouraged 

by the appointment of David Lockwood as Babcock’s new CEO, given his 

industry track record and experience with turnaround situations.  

  The Fund’s biggest contributor to performance in the second 

quarter was Northern Data, with a contribution of 1.30 percent. It was also 

the Fund’s best performing holding with a share price that increased 88.78 

percent. Based in Germany, Northern Data is the result of the recent 

merger of two independent companies that together formed a leading 

provider of high-performing computing, or HPC solutions. While the 

company has historically primarily served Bitcoin-mining clients, its 

business is set to increasingly shift toward the field of artificial intelligence, 
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big data analytics, and game streaming. Demand for HPC is growing 

exponentially in a digital and data-driven business world.  

(00:24:23) 

  Such growth comes with significant structural challenges, however, 

including physical space, access to large amounts of electrical power at 

affordable prices, heat management, and the ability to scale up efficiently 

and rapidly. Few existing companies can address these issues. Northern 

Data combines proprietary software and a unique site in Texas in order to 

provide a compelling solution.   

  We took advantage of what we viewed as a heavily discounted 

stock price for that particular company’s long-term prospect to invest in 

Northern Data. At the time, given the many challenges associated with its 

business plans, we expected it to take years for the company to 

demonstrate its capabilities, build up its main site to capacity, and evolve 

into a mature company. We expected it to take even longer for the market 

to ultimately realize the value of the business. To our surprise, the share 

price almost doubled in a matter of weeks. While we continue to think that 

Northern Data has the potential to develop into a leading player in the field 

of HPC in the long run, our assessment of intrinsic value also reflects, as it 
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should, the execution risks and uncertainties inherent in the business. 

Because of that, and the recent rally in equity share price, we no longer 

believe that the stock provides what we consider an appropriate margin of 

safety at these prices.  

  [Please reference slide 7] I am now moving on to portfolio activity, 

starting with the first quarter. As always, through the entire period, we 

generally continued to add to holdings we believe offered compelling 

discounts to intrinsic value, and to trim positions that are becoming less 

attractively priced. We also rebalanced individual positions based on 

relative discount to intrinsic value. This helps ensure that our most 

compelling investments are more heavily weighted in the Fund and can 

drive performance.  

(00:26:23) 

  Now it can also inflate portfolio turnover at times, particularly if 

short-term volatility rises. We expect that the extraordinary fluctuation in 

prices that we have experienced in the past six months are likely to put 

further and significant pressure on portfolio turnover this year.  

  More importantly, the Fund experienced an unusually high level of 

sale activity in the first quarter, at the breakout of the COVID-19 
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pandemic. It forced us to question our assessment of most of the 

companies in the portfolio. Based on the concerns, we voiced on our 

February 4 investor webcast, we took swift actions to minimize downside 

risk across the portfolio, in line with our investment policy around our 

ability to research and appraise, financial leverage, and price testing 

accordingly, and the quality of companies’ management and ownership. 

We sold businesses with fundamentals we believed were likely to be 

profoundly impacted by this crisis in ways that made it effectively 

impossible to assess intrinsic value.  

  We also need to arrange investment policy around our ability to 

research and appraise financial leverage and stress testing accordingly, 

and the quality of companies’ management of ownership. We sold 

businesses with fundamentals. We believe we are likely to be profoundly 

impacted by this crisis in ways that made it effectively impossible to 

assess intrinsic value.  

  We also exited situations in which a prolonged suppression of 

income, combined with high fixed costs and asset intensity could translate 

into unexpected financial distress, taking into consideration depressed 

prices and the potential closing of the debt markets. Lastly, we eliminated 
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holdings that carried a risk of weak execution, capital misallocation in hard 

times, and take-under. By take-under, we mean a situation whereby a 

trade or private equity buyer takes advantage of the discounted share 

price to opportunistically take over the company. Some of you will 

remember we had repeatedly warned about the trillions of dollars of 

private equity capital sitting by the sidelines, ready to take advantage of a 

distressed market environment at the expense of public equity holders.  

(00:28:17) 

  The sales included some core holdings, like G8 Education, Inditex, 

and Ryanair. Based in Australia, G8 is one of the country’s largest 

operators of childcare centers. Based in Spain, Inditex is a global retailer 

of fashion apparel, primarily under the Zara brand. Ryanair is based in 

Ireland, and it is the most successful European passenger airline. It was 

also the biggest contributors to performance in the previous quarter.6  

  The sales translated into a further increase of our cash exposure 

from [approximately] 35 percent at the end of 2019 to the Fund’s highest 

on record, of [approximately] 46 percent as the market experienced 

                                                 
6 Please reference slide 13 for a list of Fund holdings as of June 30, 2020. Past performance is no guarantee, nor is it indicative 

of future results. 
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accelerating declines in prices. More importantly, this market dislocation 

created the potential favorable conditions for us as long-term fundamental 

value investors, particularly since recent years have seen a significant 

reduction in fundamental analysis, price discovery, and overall efficiency in 

capital markets, which we highlighted multiple times in past 

communications. Not knowing what they own, and having no idea what to 

think or do, many investors panicked when faced with the COVID-19 

situation, and started selling indiscriminately.  

  As the COVID-19 crisis unraveled, we also proceeded, as we had 

done for many cyclical businesses back in 2019 in light of signs that the 

industrial cycle had turned, to assess the potential impact of this new 

situation on the intrinsic values of the individual businesses that we track, 

monitor, and own. Based on these revised assessments, we waited to 

purchase some of these stocks at the appropriate margin of safety as 

prices were declining rapidly. For further details on this type of analytic 

work and what that entails, I would refer you to the portfolio activity section 

of our first quarter commentary, which is available on the website, as well 

as, once again, our COVID-19 special commentary, which is available on 

the website also.  
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(00:30:15) 

  Now the decline in equity prices that started in February was 

sudden and severe, as governments around the world chose to respond to 

the yet undefined viral threat by shutting down most economic activities. 

While it is likely that the COVID-19 situation triggered one of the most 

challenging economic crises of the past century, the worst since the Great 

Depression, according to the International Monetary Fund, with material 

cyclical and structural consequences for most companies, the intrinsic 

values of businesses, defined as the sum of future cashflow discounted 

back to present time, are unlikely in many cases to have declined as their 

price contracted as a result. These wild and excessive reactions therefore 

created compelling opportunities for us to redeploy capital. As prices fell 

below our discount to fair value threshold, even for short periods of time, 

we took advantage of the volatility to establish new positions.  

  The opportunity was made even more compelling by the fact that 

our cash was held in appreciating US dollars, thus giving us a currency 

advantage in purchasing, many highly discounted in the first place, 

international securities. The purchases reduced our cash exposure in the 

first quarter from a high of [approximately] 46 percent to [approximately] 
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30 percent by March 31, [2020]. It also caused [the Fund’s] number of 

holdings to increase materially, as many stocks crossed the valuation 

threshold, all at the same time. However, some stock prices didn’t stay 

depressed long enough for us to establish large individual positions as we 

would typically do, which made the portfolio more diversified than it 

typically would [be].  

  Unsurprisingly, given our investment criteria and focus on quality, 

we found opportunities among businesses with fundamentals we believe 

are strong, companies with robust balance sheets, and management 

teams that have the ability to handle the shock operationally, as well as 

the financial acumen to manage toward crisis and take advantage of it. 

Among the new purchases we made were shares of ALS, Babcock, 

Electrocomponents, Philips, Reckitt Benckiser, and Valmet.7 

  Based in Australia, ALS is leading testing, inspection, and 

certification group, and a former holding of the Fund. Electrocomponents 

and Reckitt are based in the UK. Electrocomponents is leading distributor 

of industrial and electronic products and solutions, primarily online. Reckitt 

is global manufacturer and distributor of branded hygiene, health, and 
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nutrition products. Based in the Netherlands, Philips operates a group of 

businesses focused on personal care and healthcare technologies. And 

Valmet is based in Finland, and is the leading global developer supplier of 

technologies, automation and services for the pulp, paper, and energy 

industry. 

(00:32:49) 

  [Please reference slide 8] I am now moving on to portfolio activity in 

the second quarter. The market recovery in the second quarter was 

similarly abrupt as the downturn was in the first quarter. The government 

again intervened swiftly and aggressively by suspending free market 

principles, in effect, and effectively nationalizing large swaths of the 

economy in response to the shutdowns. Because of this strong market 

performance, we had to trim several of the Fund’s holdings in the second 

quarter. Those included many of the consumer staples and discretionary 

players whose stock prices were among the first to recover, presumably 

as a function of their traditionally safe-haven status.  

  UK-based Reckitt Benckiser, for instance, benefited 

disproportionately in the aftermath of the pandemic because of the core of 

                                                                                                                                                             
7 Please reference slide 13 for a list of Fund holdings as of June 30, 2020. 
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its broad portfolio of hygiene products and continues to do very well. To 

some degree, this was also the case with beer companies, like Holland-

based Heineken, although we expect these businesses to be more 

severely impacted by the COVID-19 crisis. The Fund’s investments in the 

high care industry enjoyed favorable momentum as well, including retailer 

GrandVision, as we discussed earlier.  

  During the second quarter, we also completed the sale of several 

holdings, including Dignity, Nestle, Randstad, Sodexo, and Compass, 

Sulzer, and Sumo. Not all, however, were dictated by an appreciation in 

share price and the closing of the discount to estimated intrinsic value, 

which is somewhat unusual. Compass and Sodexo are examples of a 

situation where our ability to research and appraise the business, which 

again is the first selection criteria according to our investment policy, had 

become unsatisfactory. Compass and Sodexo are providers of catering 

services. What that means is that they serve fresh food in high traffic, 

high-density, often small, confined spaces to a broad range of places 

including educational institutions, meaning university campuses, sports 

arenas, business offices, and health care facilities specifically for elective 

surgeries and patients. You do the math.  
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(00:34:49) 

  Based on our more recent research, we believe that the underlying 

fundamentals of the businesses of both these companies are challenged 

at multiple levels by the COVID-19 crisis. It may be transformed as a 

result, and could ultimately be at least in part permanently impaired.  

  Dignity is another example of a situation of where it had become 

virtually impossible for us to assess the long-term fundamentals of the 

business. Certainly, the pandemic has been highly disruptive for memorial 

services, but that is not what led to our decision to sell the stock. Rather, 

the company was victim of what we consider a state crime: the sector 

seemed like an improbable target for this, but over the last almost three 

years now, Dignity has been the subject of arbitrary attacks from British 

authorities under the pretense of investigators into industry practices, in 

particular on the matter of pricing. The company’s position in funeral and 

crematorium services in England is extremely strong, and yet its future is 

in doubt as a result of all this.  

  While nothing has come out of these inquiries so far, they have 

drained resources from the business, made it extremely difficult for 

management to run the organization, and pushed the firm into 
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unmanageable strategic and financial situations. This untenable position 

was further illustrated by the announcement that CEO Mike McCollum 

would step down this quarter. A search for a capable executive willing to 

step into this unmitigated government-made disaster is still underway. We 

are not holding our breaths. And considering all of these issues, we sold 

the position, even though doing so would result in an impairment of 

capital, which has rarely happened in the history of the Fund.  

(00:36:30) 

  Based in the Netherlands, Randstad is the leading provider of 

employment services. The company is an example of a situation where we 

could simply no longer be comfortable with the balance sheet, given the 

dramatic economic downturn we think we will be facing because of the 

COVID-19 crisis. And we also felt management may not quite have the 

capabilities needed to navigate a shock of such magnitude.  

  The other cases on the list are much more straightforward: based in 

England, Sumo is a leading provider of engineering services to the video 

game industry. Based in Switzerland, Nestlé is one of the world’s largest 

multinational packaged food companies. We commented on these two 

companies on multiple occasions in the past. They have been long-term 
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winners of the Fund, and consistent with our investment discipline, we 

sold these positions as the stock prices increased and the discounts to 

estimated intrinsic value unwound.  

  This is also the case for Sulzer, which was a multi-year holding of 

the Fund also. The group manufactures industrial pumps, particularly for 

the oil and gas sector. In this case, however, we had also grown 

concerned in recent years about the significant headwinds that this 

particular industry is experiencing. And together, with some disappointing 

management initiatives in the meantime, that had led us to reduce our 

estimate of intrinsic value.  

  While the stock prices of these three companies – Sumo, Nestlé, 

and Sulzer – no longer provide what we consider an appropriate margin of 

safety, we continue to view them as quality businesses, and we would be 

interested in becoming shareholders again at the right price.  

(00:38:09) 

  In terms of purchases in the second quarter, we continue to build a 

position we initiated earlier, and we increased the Fund’s ownership of 

portfolio companies whose stock had experienced material weakness. 

Those included Care Ratings, YouGov, and DSM. Based in India, Care 
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Ratings is the leading issuer of credit ratings. Based in the UK, YouGov is 

a leading provider of market and opinion research. DSM is based in the 

Netherlands, and it is a global leader in nutritional ingredients for animal 

and human nutrition.  

  During the second quarter, we also made an unprecedented 

number of acquisitions, well in excess of ten new holdings, which reduced 

[the Fund’s] cash exposure to new historic lows. This exceptional level of 

purchase activity reflected the highly compelling buying opportunity the 

market provided because of the COVID-19 pandemic. Such broad-based 

buying is uncharacteristic of our investment approach, but it stems from 

the unique situation created by government response to this health crisis 

and the associated economic fallout and market reaction. As bottom-up 

investors, we typically get interested in a particular business when it is 

going through some temporary disruption. These situations are not 

common, which is why new purchases are relatively rare for the Fund, and 

why our portfolio often remains concentrated on a small group of holdings.  

  On rare occasions, such as in the first quarter, though, the market 

can experience broad-based dislocations, and present us with dozens of 

compelling opportunities at once. Frankly, never before, even during the 
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global financial crisis, which was not as broad-based, given the decoupling 

between developed and emerging markets at the time, had we 

experienced such indiscriminate selling in the markets. Furthermore, our 

research-driven and value-based approach typically allows us to focus on 

our best ideas. Since inception, there have been times when we invested 

as much as 21 percent of the Fund’s assets in a name or a group of 

holdings, as in Brazilian equities prior to the election of President 

Bolsonaro.  

(00:40:01) 

  Through our proprietary research, we can make a reasonable 

determination of the range of outcomes for a given business, assess its 

long-term cash generation profile, and derive what we believe is a reliable 

estimate of its intrinsic value. And this high level of conviction we derive 

from this statistical work is ultimately what allows us to be more 

concentrated. However, with COVID-19, and certainty that all businesses 

will be impacted in ways that were extremely difficult to evaluate, and we 

found ourselves unable to apply that same laser-focused selection 

approach. We could eliminate many prospects based on the structural 

implications of the crisis on the business such as excessive leverage 
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going into such a sharp downturn of the ability of management to deal with 

such a unique shock, but often there were no grounds on which to choose 

between two specific potential investments, and as such, our discipline 

dictated broad-based rather than targeted buying, which ultimately 

explains the large number of new purchases.  

  As the crisis unfolded, we continued to study its potential impact on 

the various businesses in our coverage universe. The goal was to be able 

to refine the portfolio as needed; as more information became available 

and our understanding of the long-term effects improved, we were able to 

test previous decisions further and to fine-tune our estimates of intrinsic 

value. In the case of Compass, for instance, it actually caused us to exit 

our newly purchased position.  

  Almost all of the new investments were in companies that we had 

long identified as well-run, financially strong, high-quality businesses that 

belonged to our coverage universe, but that we had owned in the past, as 

a matter of fact. They represented a broad range of businesses, including 

technology firms, like Accenture, and Dassault Systems. Based in Ireland, 

Accenture is a leading provider of technology consulting services; and 

Dassault, which is based in France, is a leader provider of design 
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software. It also included business service companies like DSV and 

Freightways. Based in Denmark, DSV is a leading provider of transport 

and logistics services; and Freightways, which is based in New Zealand, is 

a leading provider of express packaging services. 

(00:42:01) 

  It also included cyclicals with underlying exposure to commodity 

markets, like Metso and Outotec. We had previously owned Metso and 

Outotec individually. But this time, the two Finland-based leading providers 

of industrial equipment had engaged in a complex transaction involving on 

the one end, the merger of their respective mining businesses, and on the 

other end, the spinoff of Metso’s dials and actuators division, named 

Neles. Our long-standing knowledge of all of these individual pieces led us 

to believe that the market was mispricing both stocks in the transaction, 

and one more so than the other, so we built a position designed to take 

advantage of the embedded discounts to intrinsic value as a result of 

these announced merger and divestiture.  

  In the end, while the level of portfolio activity was exceptionally high 

in the past six months, we stuck to what we have always done as 

investors. In good times, and in bad times – buy high quality companies 
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when their stocks trade at a significant discount at our estimate of intrinsic 

value, and sell when the discount unwinds. In the long run, this is the only 

way we know how to seek to generate significant returns for shareholders. 

So we continue to implement that same discipline with consistency and 

diligence, as these dramatic events unfold and seemingly disrupt many of 

the business models and investment framework that had effectively been 

taken for granted up to now.  

  [Please reference slide 9] I will now proceed with the review of the 

portfolio at the end of the second quarter. Net of the aforementioned 

transactions, the Fund held 50 disclosed positions on June 30, which is an 

unprecedented and an exceptionally high number. We noted that several 

of the Fund’s holdings are similar in nature, including beer companies 

Heineken and InBev, which is Brazil-based, and both have significant 

exposure to the Latin American market. CRH and Saint-Gobain, both 

Europe-based manufacturers of building products, and Fielmann and 

GrandVision, both Europe-based optical retailers.  

(00:44:00) 

  The Fund’s top ten positions at the end of the second quarter 

accounted to close to 30 percent of total assets. The top five holdings 
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accounted for more than 15 percent.8 Ultimately, this is the most 

diversified portfolio we’ve ever owned, though, and that is a function of the 

unique market environment we faced in the first half of the year. We 

remain extremely cautious about our assessment of intrinsic values, given 

the many uncertainties stemming from the COVID-19 crisis. Nevertheless, 

we must recognize the weighted average discount to fair value of our 

holding has come down meaningfully in the past few weeks as a result of 

the Fund’s strong performance from historical highs at the end of first 

quarter.  

  The Fund is holding a median market cap of roughly $18 billion, 

and the weighted average was $57 billion at the end of period. However, 

we do not consider a company’s market cap to be a relevant criterion from 

an investment perspective. We are invested across a wide range of 

market cap sizes, from less than $200 million to more than $600 billion. 

That is generally the indication since fund inception and we have been 

able to generate positive returns over time across that kind of market cap 

spectrum. 

                                                 
8 Please reference slide 13 for a list of Fund holdings as of June 30, 2020. 
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  We are similarly indifferent to which sector a company operates in, 

or where it happens to be domiciled. Nonetheless, looking at the Fund’s 

geographic profile, at the end of the second quarter, [approximately] 56 

percent of total assets were invested in companies domiciled in Europe, 

ex-UK and Ireland. The Fund’s exposure to UK and Ireland stood at 

[approximately] 21 percent of total assets. Emerging markets accounted 

for [approximately] 12 percent, and Australia and New Zealand totaled 

seven percent of total assets, with four percent accorded to Japan, and a 

little bit less to Korea.  

  From a sector standpoint, we often migrated to our businesses that 

are cash-generative and not very capital-intensive. That includes service-

type businesses and consumer goods companies. At the end of the 

quarter, discretionary and staples together accounted for [approximately] 

16 percent of total assets. The Fund’s largest exposure, though, was to 

technology and communications, which accounted for [approximately] 38 

percent of total assets, and the Fund had meaningful exposure to 

industrials still, which accounted for [approximately] 32 percent of total 

assets. Healthcare accounted for [approximately] six percent, and 

materials for [approximately] five percent; with [approximately] three 
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percent invested in financials, which reflected our investment in Care and 

AIB, even though Care is more of a service-type company, but overall the 

Fund had limited exposure to the credit cycle and the financially levered 

companies. 9 

(00:46:24) 

  While we tried to provide some perspective on the Fund’s sector 

profile on the webcast, it is important to understand the Fund. The portfolio 

is simply the residual output of our bottom-up approach. We also find that 

the global industry qualification and classification standards are of limited 

relevance. The UK-based company Betgroup, for instance, provides 

equipment services, yet it is qualified as industrial. And in our view, these 

GICS sector definitions are just way too broad to provide a meaningful 

picture of the Fund’s underlying exposure. More fundamentally, we think 

the Fund remains exposed to a broad group of sectors, geographies, and 

markets. We also believe that many of the Fund’s holdings have 

particularly secular dynamics that help make them more predictable and 

better suited to our short-term economic challenges. While it is impossible 

                                                 
9 All percentage referenced in this section of the webcast are quoted on a percentage of total assets basis.  Data on slide 9 are 
presented on a percentage of invested assets basis. 



 

 

1H 2020 FPA International Value Fund (FPIVX) Webcast 

August 5, 2020 

 

 

 

-42- 
 

 

to anticipate how individual stocks will perform going forward, we would 

actually argue that the Fund’s exposure to varying sectors and 

geographies, along with the quality of its holdings, positions it well to 

withstand market dislocation as it did through the first phase of the 

COVID-19 crisis in the first quarter. 

  [Please reference slide 11] So in conclusion, I would say that we 

believe that once again, throughout this time of incredible volatility, our 

investment approach has demonstrated its value. So we remain, as 

always, steadfast in our commitment to this discipline. We will stay 

focused on high-quality companies with strong, sustainable fundamentals 

that command pricing power, compelling prospects to build shareholder 

value in the long term, and balance sheets that can withstand short-term 

disruption. They must also have management teams capable of steering 

the business through both good and bad times, and of deploying capital in 

a way that creates value over time. 

(00:48:03) 

  Lastly, we will only put capital at risk when we think we can buy 

those stocks at significant discount to their intrinsic values. Of course we 

are concerned about the impact of COVID-19, and saddened by the 
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possibility of further deaths and the high likelihood of job losses and work 

destruction for many. We expect difficult months and possibly years ahead 

for the world’s economy and for capital markets. From an investment point 

of view, however, that could provide us with compelling value 

opportunities, and we are energized about that.  

  As always, we stand ready to take advantage of any price 

dislocation to add on wealth for our fellow shareholders. With that, we 

have no further prepared remarks, so I would like to thank you all for your 

trust and being on the call. And we are now going to open it up for 

questions. [Please reference slide 12] 

(00:48:59) 

Jonathan: Great. Thank you, Pierre. So we had a number of questions come in. 

Those of you who might have a question, please feel free to let us know, 

and we’ll do our best to answer those in the allotted time. But very quickly, 

the first question that came in was a little bit more broad. And I think you 

had largely touched on it, but maybe Pierre, if you could spend just a 

moment on where you are finding opportunities now? 

(00:49:23) 



 

 

1H 2020 FPA International Value Fund (FPIVX) Webcast 

August 5, 2020 

 

 

 

-44- 
 

 

Pierre: We typically get that question on the other webcast. So, it’s obviously a 

very significant one. I guess the first thing to say otherwise is that we’re a 

bottom-up investor. So we’re really looking at the Fundamentals; we’re not 

coming at it from a top-down perspective. We’re not overlaying any kind of 

views of where the world economy is going, or macropolitical views or the 

current status of capital markets; very bottom-up driven.  

  However, I think if you look back at where we’ve been able to find 

value, there are some key moments that you can identify. We were buying 

a lot of low-single-digit EV to CE10 global large-cap companies based in 

Europe back in the euro crisis back in 2012. Subsequently, we were 

buying a lot of cyclical companies with underlying exposure to commodity 

markets when the super cycle turned in 2014. We had the opportunity to 

buy a lot of small-cap, high-quality UK companies when Brexit hit in the 

summer of 2016. We had the massive opportunity to buy super-high-

quality Brazilian companies after years of economic recession, a 

depressed currency, and deep political instability in Brazil. Now we’ve just 

had this COVID-19 disruption.  

                                                 
10 EV = Enterprise Value, CE = Capitalized Equity 
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  So it’s kind of easy to see where finding value comes from. It’s from 

these moments of disruption, collectively or individually. But once you’re 

out of these situations – and I’m not saying at all that we’re out of COVID-

19; I think economic and business impact will really take hold in 2021 – 

there are effectively two categories of these disruptions that can bring 

prices down that may need looking at now. One is these long-term 

development opportunities; I’m not quite sure how to call them. But there 

seems like just these proper breaks. Key words: Sumo, Scalp24, 

S4Capital, Northern Data that have been very, very successful for us; 

obviously very, very research-intensive because it’s all about 

understanding where the business is going three, five, ten years out, and 

really capturing the long-term free cash flow profile of the business, rather 

than looking at the meaningless, backward-looking multiple of EV to 

current earning. 

(00:51:59) 

  And then I think the second category is if you look at the COVID-19 

situation, despite the bounce in the prices that we saw in the second 

quarter, and to a degree towards the end of the first quarter, there are still 

some cyclical businesses that have been challenged where maybe the 
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damage is not as structural as in other situations where the price hasn’t 

bounced back yet. There is a UK-based company, for instance, that 

provides – how can I put it in general terms – cleaning services, not 

completely unlike, but of a different nature to ISS, which is a large holding 

in the Fund. And that’s a share price that has not really regained its 

ground in the rally. So there are still individual names that have been left 

behind for a bad reason, and we can take advantage of that. 

  These are, realistically, the two opportunities that are immediately 

available to us, but I suspect the economic impact of COVID-19, as it 

takes hold, is going to provide us with more opportunities going forward.  

(00:53:02) 

Jonathan: Okay, thanks. The next question is: you are now managing two portfolios; 

International and Global. Can you please comment on the additional 

responsibilities on the US part of Global and any domestic attention? 

(00:53:15) 

Pierre: Yes, I think there’s some confusion there. But it’s an opportunity to clarify 

things. So we are managing three strategies actually, and the Funds and 

separately managed accounts that these [strategies] have within each of 

those.  
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  The first one, which we all know, obviously on this call, is the 

FPIVX. The FPA International Value Fund, an all-cap strategy; historically 

quite focused as little as a number of holdings in the team as high as, well 

now is an exceptional high, but I would say 70-plus, mid-30 type of thing, 

with flexibility to do what’s true to the investment test that we would find in 

normal market conditions which translate in the ability to sell when things 

are trading at fair value or in excess of fair value without having to find an 

replacement. That’s one.  

  There is, then, an international value strategy that is not holding 

any cash, which is large-cap, $2 billion plus and more diversified, 50 to 60 

names. And then we have a global strategy, which is mainly the FPA 

Paramount Fund, which is very similar to that; $2 billion plus, or large-cap, 

50 to 69, then obviously, a global mandate.11 

  Now to be clear, all of these I’ve been managing for many, many 

years. So the most recent one is the fully invested International, which 

dates back to the end of 2017. But it’s been quite some time. The one that 

                                                 
11 Reference to the FPA Paramount Fund is for informational and discussion purposes only and does not constitute, and should not 
be construed as, an offer or solicitation for the purchase or sale with respect to any securities, products or services discussed, and 
neither does it provide investment advice. Any such offer or solicitation shall only be made pursuant to the Fund’s Prospectus, which 
supersedes the information contained herein in its entirety. This presentation does not constitute an investment management 
agreement or offering circular. 
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the question is referring to, the global mandate, I’ve actually been co-

managing that, together with Greg Herr, since I joined FPA, since 

September 2011. So even before FPIVX, the only is at the time, it was 

more US-centric, and together with Greg, we subsequently repositioned 

that strategy as a truly global strategy that was following the exact same 

investment philosophy and processes of the other two strategies that I 

manage.  

(00:55:14) 

  So there is not anticipated added distraction because it’s been a 

“distraction” for the last nine years. And the reality is, we have one 

process, one team, one philosophy. All of these are just outputs of this 

process. We find these companies that meet our criteria, and then they go 

where they go, so to speak. 

  And the last thing I would say is, look, it’s been working quite right. 

FPIVX is the number one foreign equity fund. It’s number one in the one-

year, on the three-year; five years. You’ve heard the performance has 

been pretty good; a five-star fund three of five years. Paramount is also a 
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four-star fund.12 The alpha there is not as significant, but it’s good. And it’s 

been around for a long time, delivering good results.13 And you know I’ve 

been somewhat wrong there in terms of our exposure to the US, but I will 

tell you that it was based on our assessment of intrinsic value of individual 

US companies versus opportunities outside of the US. So that’s by design. 

  And then the full investment has been kind of insane. It’s 

annualized 6.24 percent; the index is in negative territory since January 1, 

2019. And on a year over year basis, it’s slightly positive versus an index 

down five percent.14 So even without the cash, we’ve managed to deliver 

positive returns in a full investment in a market that is down five percent, 

and there it was only large-cap. So all of these strategies are performing 

very, very well, which is a testament of the quality of the team that we’ve 

built over the years, not just in my little stock-picking hands. So no added 

                                                 
12 FPIVX trailing returns as of June 30, 2020 and refers to Morningstar rankings and ratings. ‘Paramount’ refers to the FPA 
Paramount Fund (FPRAX). Paramount star rating as of June 30, 2020. FPIVX Morningstar Category: Foreign Small/Mid Blend. 
FPRAX Morningstar Category: World Large Stock. Please see https://www.morningstar.com/funds/xnas/fpivx/performance and 
https://www.morningstar.com/funds/xnas/fprax/performance for more information. Please see the end of this transcript for important 
disclosures regarding Morningstar ratings. 
13 The Fund transitioned to its current investment strategy on September 1, 2013. Performance prior to that date reflects 
performance of the prior portfolio management team and investment strategy. Performance prior to September 1, 2013 is not 

indicative of performance for any subsequent periods. Past performance is no guarantee, nor is it indicative, of future results. 
14 Please reference slide 3 for the Fund’s trailing performance. Comparison to indices are for illustrative purposes only. FPIVX does 
not include outperformance of any index or benchmark in its investment objectives. Past performance is no guarantee, nor is it 
indicative of future results.   

https://www.morningstar.com/funds/xnas/fpivx/performance
https://www.morningstar.com/funds/xnas/fprax/performance
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distraction, and a consistently on one strategy, one process, one 

philosophy, and good results across the board, as you would expect. 

(00:57:00) 

Jonathan: Okay, great. And Pierre, the next couple of questions are related to your 

partnership with Polar and Phaeacian Partners. Broadly, there are some 

questions about detailing the partnership with Polar, and then also just any 

kind of update in terms of timelines for when that transaction is expected 

to close.  

(00:57:25) 

Pierre: [Please reference slide 10] We announced on February 13 that in 

partnership with Polar, we had reached an agreement to acquire the 

International Value and World Value strategies from FPA and to lift out the 

team. The objective there was to propose a structure that would “square 

the circle” of what we believe can make a successful investment manager. 

We seem to be able to create the proper alignment of interest that fosters 

collaboration of the three parties involved to ultimately deliver a timely 

transition while ensuring continuity of the execution, and shielding both our 

shareholders, and obviously our team from disruption.  
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  In the long run, we believe that a single-purpose entity, and what I 

mean by that is a one team, one philosophy, one process that is 

independent and is employing the model that is most conducive to 

success for a talented investment professional. The challenge, though, is 

that managers also face an institutional imperative to offer gold standard 

operational support across the board, and providing that has become 

extremely costly, and it requires institutional help, especially after years of 

increased regulatory requirements.  

  So what the transaction contemplates to do is the FPA funds that 

we manage will be reorganized into a new US trust and renamed the 

Phaeacian Fund. It will establish a joint venture with Polar, named 

Phaeacian Partners, with myself and Greg Herr, the co-manager of our 

World Strategy, as general partners. Polar will provide operational support 

and distribution capabilities in multiple jurisdictions to help those 

strategies’ growth, thus allowing the team to remain focused on generating 

positive long-term returns.  

(00:59:08) 

  Polar will also deliver to FPA from its own interest, Polar’s own 

interest in the venture, a share of the business revenue over a multi-year 
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period. While the right structure is important, I will you that finding 

the right partner is also critical. I met Polar CEO Gavin Rochussen back in 

2011, when I was looking to start the business, prior to joining FPA. And I 

have known him for nearly a decade. Greg and I know many of the 

managers at Polar, and at the firm Gavin previously led for that matter. We 

have had many interactions with some of Polar’s owners and board 

members. At least several of the professionals will run the group’s 

operations, so we know them well and feel quite confident that they are a 

good partner.  

  And just to provide some additional perspective on who they are: 

they are based in the UK; founded about 20 years ago by investment 

managers; it currently manages about $19 billion across 25 strategies, 

and 12 investment teams, predominantly on healthcare and technology, 

which as I’m sure you can imagine, is not a bad place to be in the current 

context. They have offices in several countries, including the UK, France, 

and China, which is interesting to us from an international perspective. 

The group is publicly listed on the London Stock Exchange, and if you look 
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at its balance sheet, you will find that it carries significant net cash [about 

100] million net in British pounds as I recall.15  

  Now its operations include large compliance and IT departments, 

and 24/7 centralized trading. It has probably increased in stature and the 

fact that they have been dealing with the toughest regulator in the world 

for the asset management industry in the UK, as well as filing in the US for 

the last 20 years. And they also have values that resonate with us.   

 The firm is [a] return-focused, active [manager]; they have a collegiate and 

meritocratic culture, and we strive to do that and have as well.  

(01:01:07) 

  I shall tell you that, and I will speak for the team here, I think we 

couldn’t be more pleased with this arrangement, and we certainly believe, 

for the team that this is an exciting new chapter for their investment 

careers.  

  So one last thing to say, in terms of updates, as we stand, the work 

is well underway to be completed, to get the necessary registrations for 

the new firm and to establish the new savings trust to hold the funds within 

                                                 
15 Polar Capitals net cash is about £107 million as of May 29, 2020. Source: Polar Capital Results Presentation for the twelve 

months ending March 31, 2020 and Bloomberg. Past performance is not indicative or a guarantee of future results. 
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the approval of the [Funds’] boards. And we expect the filing of the 

registration statement, including a prospectus with information for 

shareholders to consider in preparation for the upcoming proxy builds in 

the coming weeks. And with that, we expect that the transaction will be 

completed sometime during the fourth quarter of this year.  

(01:01:54) 

Jonathan: [Please reference slide 12] Okay, thanks Pierre. The next question, I’m not 

sure that I completely understand it: you are able to predict of the all of the 

COVID-19 timeline; why are you still down one percent year to date? And I 

think maybe that person is referencing mid-year, where the Fund was 

down as of 6/30, one percent, and still 1000 basis points ahead of the 

index? 

(01:01:54) 

Pierre: I’m not quite sure what to tell, [how] to answer that question. Year to date 

[through 6/30/2020], we were down [just over] one percent; the market 

was down 11 percent. That’s a good chunk of alpha. And then as of today, 

we are going on 1200 basis points of alpha [over the Morningstar 
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category16 average] year to date; the market is down five percent, we are 

up six or seven percent.17 And we’ve done that with still decent amount of 

average cash. I don’t understand the question, I would say I know the right 

sectors and the right stocks.  

(01:02:48) 

Jonathan: Sure. 

(01:02:48)  

Pierre: There are many times where I have experienced unsatisfactory 

performance, but definitely this is not the case here today. 

 
(01:03:27) 

Jonathan: Sure, fair. Last question: the US dollar has appreciated a fair bit over the 

last few years, relative to the euro. Do you ever see this reversing? 

(01:03:39) 

Pierre: That is a very, very good question. I would be – it’s very difficult for me to 

answer this question immediately because we’re bottom-up people. So we 

                                                 
16 FPIVX Morningstar Category: Foreign Small/Mid Blend portfolios invest in a variety of international stocks that are smaller. These 

portfolios primarily invest in stocks that fall in the bottom 30% of each economically integrated market (such as Europe or Asia ex-
Japan). The blend style is assigned to portfolios where neither growth nor value characteristics predominate. These portfolios 
typically will have less than 20% of assets invested in U.S. stocks. 
17 As of August 5, 2020.  ‘Market’ refers to the MSCI ACWI ex US (net) index. Comparison to indices are for illustrative purposes 

only. FPIVX does not include outperformance of any index or benchmark in its investment objectives. Past performance is no 

guarantee, nor is it indicative of future results. See the end of the webcast presentation for important disclosures and index 
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don’t take a view on currencies. We don’t take a view on microeconomies. 

We don’t take a view on any of this.  

  But I think, if I was a betting a man, which I’m not, I would suggest 

that despite the recent rally in share prices which, to be fair, is in all 

markets, also the US – but still, international equities look incredibly 

attractive at the moment relative to the US, given the striking challenges 

the country is confronted with emerging and decoupling with the rest of the 

world in terms of the management of the crisis, but also the general 

framework for business and the political and social environment; and 

clearly the rate environment, which has been going towards the way of 

Europe and some other non-US markets.  

  I would say that after so many years of US equities and, to the 

question, the dollar having been very strong and having delivered strong 

returns, this may be the time to reconsider being increasingly exposed to 

the US dollar, both on a nominal basis and on a relative basis than be 

exposed to US stocks. But again, this is very difficult for me to answer 

given our bottom-up approach.  

(01:05:17) 

                                                                                                                                                             
definitions. 
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  The only other thing I would add is that if you look at our hedging 

book, which again is based on the denomination of the underlying free 

cash flow of the portfolio, but the reality is we have very, very little hedge 

left against the dollar. So if that provides any additional color on that. 

(01:05:39) 

Jonathan: Okay, great. Thanks so much, Pierre. And with that, we have no more 

questions today. So thank you all for your participation in today’s FPA 

International Value First Half 2020 Webcast. I’m going to go ahead and 

turn it over to the system moderator for closing comments and 

disclosures. Thanks, Heidi. 

(01:05:57) 

Moderator: [Please reference slides 14 and 15] Thank you for your participation in 

today’s webcast. We invite you, your colleagues, and shareholders to 

listen to the playback of this recording and view the presentation slides 

that will be available on our website within a few days at FPA.com. We 

urge you to visit the website for additional information about the Fund such 

as complete portfolio holdings, historical returns, and after-tax returns. 

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

your feedback and submit any comments or suggestions. We encourage 
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you to complete this portion of the webcast. We know your time is 

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

  Please visit FPA.com for future webcast information, including 

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

the end of each current quarter, and webcasts are typically held three to 

four weeks following each quarter end. 

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

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

  We hope that our quarterly commentaries, webcasts and special 

commentaries will continue to keep you appropriately informed on the 

strategy. 

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

on this call are as of today and are subject to change without notice 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. 

  Past performance is no guarantee, nor is it indicative, of future 

results. Any mention of individual securities or sectors should not be 
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construed as a recommendation to purchase or sell such securities or 

invest in such sectors, and any information provided is not a sufficient 

basis upon which to make an investment decision. It should not be 

assumed that future investments will be profitable or equal to past 

performance of the security or sector examples discussed.  

(01:07:50) 

   Any statistics or market data mentioned during this webcast have 

been obtained by sources believed to be reliable, but the accuracy and 

completeness cannot be guaranteed. You should consider the Fund’s 

investment objectives, risks and charges, and expenses carefully before 

you invest.  

  The prospectus details the Fund’s investment objectives, policies, 

risks, charges, and other matters of interest to the prospective investor. 

Please read the prospectus carefully before investing. The prospectus 

may be obtained by visiting the website at fpa.com, by email at 

crm@fpa.com, toll-free by calling 1-800-982-4372, or by contacting the 

Fund in writing. FPA funds are offered by UMB Distribution Services, LLC. 

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

day. 
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(01:08:44) 

[END FILE] 

Other Important Information 

 

The current prospectus for FPIVX can be accessed at: https://fpa.com/request-

funds-literature  
 

Morningstar Disclosures 

 

In regards to the comments made on page 8-9 of this transcript, Morningstar Direct 

screens funds using their own down-capture measure, which assesses how a fund's 

share-price decline compares with the fall in the Morningstar Category benchmark. 

The Morningstar Analyst RatingTM is not a credit or risk rating. It is a subjective 

evaluation performed by the manager research analysts of Morningstar. Morningstar 

evaluates funds based on five key pillars, which are process, performance, people, 

parent, and price. Analysts use this five pillar evaluation to determine how they believe 

funds are likely to perform relative to a benchmark, or in the case of exchange-traded 

funds and index mutual funds, a relevant peer group, over the long term on a risk-

adjusted basis. They consider quantitative and qualitative factors in their research, and 

the weight of each pillar may vary. The Analyst Rating scale is Gold, Silver, Bronze, 

Neutral, and  Negative. A Morningstar Analyst Rating of Gold, Silver, or Bronze reflects 

an analyst’s conviction in a fund’s prospects for outperformance. Analyst Ratings are 

continuously monitored and reevaluated at least every 14 months. For more detailed 

information about Morningstar’s Analyst, including its methodology, please go to 

http://corporate1.morningstar.com/AnalystRating/. 

https://fpa.com/request-funds-literature
https://fpa.com/request-funds-literature
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The Morningstar Rating™ for funds, or "star rating", is calculated for managed 

products (including mutual funds, variable annuity and variable life subaccounts, 

exchange-traded funds, closed-end funds, and separate accounts) with at least a three-

year history. Exchange-traded funds and open-ended mutual funds are considered a 

single population for comparative purposes. It is calculated based on a Morningstar 

Risk-Adjusted Return measure that accounts for variation in a managed product's 

monthly excess performance, placing more emphasis on downward variations and 

rewarding consistent performance. The top 10% of products in each product category 

receive 5 stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 

22.5% receive 2 stars, and the bottom 10% receive 1 star. The Overall Morningstar 

Rating for a managed product is derived from a weighted average of the performance 

figures associated with its three-, five-, and 10-year (if applicable) Morningstar Rating 

metrics. The weights are: 100% three-year rating for 36-59 months of total returns, 60% 

five-year rating/40% three-year rating for 60-119 months of total returns, and 50% 10-

year rating/30% five-year rating/20% three-year rating for 120 or more months of total 

returns. While the 10-year overall star rating formula seems to give the most weight to 

the 10 year period, the most recent three-year period actually has the greatest impact 

because it is included in all three rating periods. 

 

The Morningstar Analyst Rating and the Morningstar star rating should not be used as 

the sole basis in evaluating a fund. Morningstar ratings involve unknown risks and 

uncertainties which may cause Morningstar’s expectations not to occur or to differ 

significantly from what they expected. 
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Through June 30, 2020, FPA International Value Fund was rated against the following 

numbers of funds in the US Fund Foreign Small/Mid Blend Category over the following 

time periods: 40 funds in the last three years and 32 funds in the last five years. Past 

performance is no guarantee of future results. 

 

©2020 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is 

proprietary to Morningstar and/or its content providers; (2) may not be copied or 

distributed; and (3) is not warranted by Morningstar to be accurate, complete or timely. 

Neither Morningstar nor its content providers are responsible for any damages or losses 

arising from any use of this information. Past performance is no guarantee of future 

results. Morningstar, Inc. has not granted consent for it to be considered or deemed an 

“expert” under the Securities Act of 1933. 


