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

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

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

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

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

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

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

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

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

 

(00:00:00) 

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

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

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

  During the presentation, we will have a question and answer 

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

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

open area, and click Ask to submit. 

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

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

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. 



FPA International Value Fund (FPIVX) Webcast – 4Q 2019 

February 4, 2020 

 

 

 

 

-2- 

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

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

for the FPA International Value Strategy, which includes the FPA 

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

product specialist here at FPA. 

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

made available on our website, FPA.com. 

  In 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. 

  [Please reference slide 2] First, the strategy is run with an 

absolute value philosophy. The team’s starting position is cash, and they 

seek genuine bargains in the equity markets rather than relatively 

attractive securities. 

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

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

stocks across market caps and sectors. 

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

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

team’s estimate of intrinsic value. 

  For more detailed information regarding the strategy, we encourage 

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

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

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

must apologize in advance, as Pierre is a bit under the weather, in case 

it’s a little bit more challenging than usual to understand. Pierre, I will hand 

it over to you now.  

(00:02:19) 
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Pierre: I don’t know; maybe it will make it better. Well thank you, Jonathan, for 

this introduction and thank you all for taking the time to be on the call 

today. 

  [Please reference slide 3] As always, I will start with performance. 

So over the full calendar year 2019, the FPA International Value Fund has 

returned 24.05%. This is in US dollars, and for reference I will be quoting 

all returns during this webcast in US dollars. This return is also net of fees 

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

1.3% per the most recent prospectus.1 This return compared favorably to 

the MSCI All Country World Index which returned 21.51% over the same 

period. 

  If we look at each individual quarter since our semi-annual 

webcast, in the third quarter of 2019, the Fund returned 0.46% net of fees 

and expenses, which compared favorably to a negative 1.80% return for 

the index in the same period. And in the fourth quarter of 2019, the Fund 

returned 9.35% net of fees and expenses, which compared favorably 

again to 8.92% for the index over the same period. 

  And if we now look at a somewhat more meaningful timeframe for 

performance analysis, since the Fund inception on December 1, 2011, it 

has returned an average 8.48%. Again this is net of fees and expenses, 

with the Fund’s total expense ratio having averaged just under 1.3% over 

the period. And this compares favorably to an annualized of 6.5% for the 

index. This translates to an outperformance of more than 30% with about 

200 bps of net alpha. So with the expense ratio of 1.3%, that’s about 330 

bps growth. 

(00:04:08) 

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

keep in mind that our approach is absolute in nature. One of the 
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consequences of that approach is that we can hold cash in the absence of 

opportunities that meet all of our investment criteria. And we have, in fact, 

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

on the availability of suitable investment opportunities. 

(00:04:27) 

  Over the full calendar year of 2019, our cash and cash equivalent 

holdings on average accounted for 29% of the Fund’s total net assets. In 

the third quarter of the year it accounted for 31% of assets and for 35% in 

the fourth quarter. Most importantly, again, to consider a more meaningful 

timeframe, since the Fund’s inception, cash exposure has averaged about 

31% while fluctuating from about 10% to more than 40% depending on 

the availability of suitable investment opportunities. 

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

cash exposure, our underlying portfolio holdings, as you would expect, 

have also outperformed the index over these various period. 

  For the full calendar year, they returned about 35%, with 

approximately 1% in the third quarter, and 15% in the fourth quarter of the 

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

annualized return on our portfolio holdings since the inception of the Fund 

is about 14% compared to the index delivering less than 7 percent per 

annum. 

  [Please reference slide 4] Now to provide some perspective on 

these performance figures since our semi-annual webcast, I will cover 

each of the subsequent two quarters separately. In the third quarter, the 

Fund performance was negatively impacted by the decline of our UK 

holdings, presumably as a function of the political uncertainty related to 

the recent change in government, the never-ending drama around the 

country’s decision to exit the European Union, and growing fears that 

                                                                                                                                                             
1   The net expense ratio noted is rounded. The actual net expense ratio is 1.29%. 
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Jeremy Corbyn could become the next prime minister. Mr. Corbyn had 

planned to institute radical socialist policies aimed at redistributing wealth 

and power, including a plan to confiscate GBP 300 billion of shares in 

7000 domestic companies and hand them over to workers. Together, 

negative contributions from UK stock then accounted for 39% of total 

negative contribution in the third quarter of the year.2  

  The decline in European bank stocks, presumably due to further 

cuts in interest rates and other monetary easing initiatives by the 

European Central Bank, also impacted performance negatively in the third 

quarter, given the Fund’s investments in Irish bank AIB Group, which 

alone counted for 21% of total negative contribution in the third quarter.  

  On the positive Fund in the third quarter, the Fund’s Brazilian 

holdings, once again, contributed positively to performance. Since we 

made most of the Fund’s Brazilian investments over a year ago, the 

market has generally performed well there, as investors have grown more 

confident in the recently elected government and its ability to pass reforms 

to address some of the country’s key challenges, open up its markets, and 

put its economy back on a more favorable track.  

  The Fund’s Brazilian holdings generally benefited 

disproportionately from the markets’ increase, and as a result, together 

with positive contribution from Brazilian stocks accounted for 16% of total 

positive contribution in the third quarter.  

(00:07:24) 

                                                 
2 Detractors and contributors noted throughout the webcast are presented gross of investment management fees, transactions 
costs, and Fund operating expenses, which if included, would reduce the returns presented. The information provided does not 
reflect all positions purchased, sold or recommended by FPA during the quarter. References to individual securities are for 
informational purposes only and should not be construed as recommendations by the Fund, the portfolio manager, FPA, or the 
distributor. It should not be assumed that recommendations made in the future will be profitable or will equal the performance of the 

securities listed. Past performance is not indicative of future results and there is no assurance that the Fund’s investment 

objective will be achieved or that the strategies employed will be successful. As with any investment, there is always the 
potential for gain, as well as the possibility of loss. Portfolio composition will change due to ongoing management of the Fund. 
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  Corporate actions were another source of positive contribution to 

performance in this third quarter. They included the acquisition of 

GrandVision by Essilor Luxottica, the spinoff of Naver’s mobile payment 

division, and Avon Rubber’s purchase of 3M’s ballistic protection 

business. Together, these holdings accounted for 47% of total positive 

contribution in the third quarter.  

  Lastly, Melrose accounted for 7% of total contribution in the third 

quarter. The stock responded positively to reports that management is 

delivering the planned operating efficiencies at the recently acquired 

British engineering group GKN, and is driving robust overall performance 

despite cyclical and other temporary sources of pressure in its key 

automotive and aerospace markets.  

(00:08:12) 

  In the fourth quarter now, return contributions were positive across 

the board. As you can imagine, there were only two holdings that 

negatively impacted performance, though only modestly: Alcon and G8 

Education. Alcon is a recent addition to the portfolio, and as is often the 

case, with our value investment approach, Alcon’s shares had been under 

pressure when we started purchasing the stock and this negative 

momentum continued for most of the rest of the year, despite the rising 

markets.  

  G8 is a much longer-standing holding of the Fund. However, we 

had previously sold out of the stock almost completely following a sharp 

increase in the share price. The stock was up 91% from its low in October 

2018 to its high in February 2019.3 When the stock then experienced a 

shock decline in the subsequent months and reached new lows by the 

                                                 
3 Throughout this audio presentation and corresponding webcast, mentions of issuer performance represents the percentage 

change in the issuer's share price during the periods noted. The percentage change in share price does not equate with the 

contribution to performance of the holding in the Fund. Past performance is no guarantee, nor is it indicative, of future results. 
Please refer to the webcast presentation for more information. 
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end of the years, we took advantage of the price weakness to buy back 

shares and rebuild our position in G8, which then also depressed returns 

in the fourth quarter, which fall back to the Alcon situation of a recent 

addition to the portfolio experiencing negative momentum and putting 

negative pressure on performance.  

  Lastly, I just noted that in the third quarter, the decline of our UK 

holdings had negatively impacted the Fund’s performance. I mentioned 

that this may have been a function of the recent change in government, 

uncertainty around plans for the country to exit the European union, and 

growing fear over Jeremy Corbyn could become the next prime minister 

as well. As it turned out, Boris Johnson, who vowed to follow through with 

Brexit, gave the Conservative Party its biggest election win in over 20 

years, which helped ease many of these concerns and then drove the 

rebound in the UK market, which in turn benefited our UK holdings and 

the fund overall. So together in the quarter, the fourth quarter, our UK and 

Irish holdings accounted for about 60 percent of the total positive 

contribution in that period.  

(00:10:07) 

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

the period, starting with the third quarter, and I will start with the worst 

performer there. 

  So the largest detractor to performance in the third quarter of the 

year was AIB Group, with a contribution to return of a negative 0.84%. It 

was also the fund’s worst performing holding the period, with a share price 

that fell 27.48%. Based in Ireland, AIB is one of the country’s leading 

financial services groups. It is to date the only such business in which the 

fund has ever invested. We have highlighted several times in the past why 

financial institutions, and banks in particular, are seldom a good fit for our 

investment philosophy.  
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  However, in our view, AIB is a relatively simple bank that lends 

itself reasonably well to analysis and appraisal. For the most part, AIB 

provides basic account management and payment services as well as 

mortgage lending in its domestic market. While such services are 

effectively commodities, we believe AIB is well-positioned in Ireland 

because of its strong brand, its established network of physical branches, 

and its strong digital banking platform. The company actually leads a 

market that has consolidated significantly in recent years as a result of the 

financial crisis. While there are five major banks in Ireland, AIB and Bank 

of Ireland together control roughly 70 percent of the market.  

  At the time of the initial purchase, we also thought that AIB’s 

leadership had a compelling business track record. They had, in effect, 

managed the group out of bankruptcy following 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. Subsequently, they delivered steady improvements and 

good value per share.  

  From a balance sheet standpoint, AIB stands out really in a highly-

levered industry. It is the best capitalized bank in Europe, with a leverage 

ratio of 0.7 times, and about three times the average capital of its peers. 

Lastly, AIB’s IPO share price was roughly 1 time book value per share, 

and the stock has come down further since then. So it’s now trading at a 

very substantial discount to intrinsic value.  

  Now when investing in banks, perhaps more so than with other 

cyclical industries, we think that one must be mindful of where the 

business stands in the credit cycle to adequately price in the sorts of 

scenarios we saw during the last financial crisis. Unlike many other 

countries, though, Ireland, and especially its property market, is still very 

early in its recovery. Issued mortgages remain well below normalized 
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levels, at less than a quarter of peak levels, and are now growing at a very 

solid pace in the country.  

  Unfortunately, most central banks around the world continue to 

insist on rolling out insane monetary policies, including negative interest 

rates, that would have the de facto long term effect of bankrupting 

financial institutions. And in the third quarter, the ECB announced its 

biggest package of rate cuts and monetary stimulus in three years. The 

new plan cut interest rates further into negative territory, and revived a 

contentious multi-trillion bond buying program. We believe the cuts 

caused European bank stocks, including AIB’s, to then decline 

significantly in recent months. We remain interested in being shareholders 

of AIB as long as the stock trades at a significant discount to intrinsic 

value. However, we would note that we did not increase our holding of AIB 

as much as the decline in price would suggest, all else being equal. And 

that is a function of a series of recent management changes at the 

company, and the fact that we do not consider yet the new team to be as 

proven or as convincing for that matter as its predecessors.  

(00:14:40) 

  Our biggest contributor on our performance in the third quarter of 

2019 was GrandVision, with a contribution to return of 0.80%. It was also 

our second best performing holding in the quarter, with a share price that 

rose 28.70%. Our best performing holding in the third quarter was Naver, 

with a share price up 32.94%, and a contribution to return of 0.74%. 

Based in the Netherlands, GrandVision is a global leader in optical retail. 

The group sells and distributes prescription eyeglasses, contact lenses, 

eye care products, and sunglasses in both the European and the Asian 

markets. In July, Essilor Luxottica agreed to buy GrandVision, which 

caused the stock to be raised. 
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  Based in South Korea, Naver is the operator of the country’s 

dominant internet portal. As noted earlier, the group had announced in the 

third quarter that it would spin off its mobile payment division, which 

helped lift the company’s share price. Subsequently, Naver reported that it 

also plans to merge its Japanese messaging app operator, LINE Corp., 

with SoftBank’s internet subsidiary Yahoo! Japan, which recently acquired 

Japan’s biggest fashion online retailer Zozo, and changed its name to Z 

Holdings. The deal creates a new local tech powerhouse with leading 

positions across key strategic segments and firm shareholder backing. As 

such, it was received positively by the market, and has led to further 

improvements in Naver’s stock price.  

  Now despite the stock performance, we remain interested in being 

shareholders of Naver so long as its stock price continues to offer an 

appropriate margin of safety. 

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

year, and again, starting with the worst performer. The largest detractor to 

performance in the fourth quarter of 2019 was G8 with a contribution to 

return of minus 0.58%. It was also our worst-performing holding in the 

fourth quarter, with a share price that fell 23.54%. Based in Australia, G8 

is one of the largest operators of childcare centers. We first invested in G8 

when the group started to experience material cyclical challenges. Too 

much capital desperate for yield had been flowing into properties used for 

early education. And as supply overshot demand, occupancy levels were 

negatively impacted. The downturn triggered material changes at G8 in 

ownership, management, and strategic focus. The combination of all 

these disruptive forces, presumably, caused significant weakness in the 

company’s share prices, which we took advantage to build our first 

position in the stock at the time. 
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  While we expected G8’s underlying business to remain under 

pressure in the short term, we believe that these changes would be 

positive and presented opportunities for improvements after years of 

poorly managed growth at the company. Furthermore, we expected long-

term structural drivers to support growth in demand for early education, 

and we thought G8’s business fundamentals were strong. As the markets 

started showing signs of improvement and some of the initiatives 

launched by G8’s new CEO began having a positive impact on the 

business, market sentiment shifted, and the company’s shares rallied in 

the fourth quarter of 2018. And then we proceeded to take profit and sold 

out of most of the position.  

  More recently, however, further business updates disappointed the 

markets, and confidence in continued improvements in market conditions 

faded, causing the stock price to fall sharply again. The shares declined 

more than 20% in the month of November alone, and returned to their 

2018 lows. Patience continues to be required for supply and demand for 

early education facilities in Australia to find an equilibrium. That hasn’t 

changed. And on top of this, we have not seen any structural changes in 

these short few months that would require us to revise our underlying 

assessment of the fundamentals of the G8 business, its management 

team, or its balance sheet, and thus our estimate of intrinsic value. 

Therefore, we took advantage of the renewed weakness in the share price 

to rebuild our position in G8. 

 (00:18:49) 

  Now, our biggest contributor to performance in the fourth quarter 

was Ryanair, with a contribution to return of 1.94%. It was also our second 

best performing holding in the fourth quarter, with a share price that rose 

42.71%. Our best performing holding in the fourth quarter was actually 

Volution, with a share price that increased 64.45%.  
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  Based in Ireland, Ryanair is one of Europe’s leading passenger 

airlines. In the past couple of years, the group has experienced many 

difficulties in recent months that have weighed negatively on both its 

operating results and share price. Problems have ranged from pilot roster-

related flight cancellations, strike-ridden labor negotiations, and 

exogenous air traffic control disruptions, to increased fuel prices and the 

uncertainties associated with Brexit. None of those, though, we believe to 

be structural threats to Ryanair’s long-term domination of its market. And 

its seasoned management team has been able to manage most of them.  

  Most recently, however, Ryanair has had to deal with the Boeing 

737 MAX issue. Following two deadly crashes, the MAX came under 

intense scrutiny over several design flaws, and was grounded by 

authorities effectively until further notices. The aircraft plays a very 

important part in Ryanair’s plan to grow its business going forward, which 

means the group may have to rethink its midterm strategy.  

  In the meantime, though, Ryanair’s many competitive advantages, 

and the sustained growth in demand for air travel, have actually helped 

the company generate good operating performance. Most recently, the 

group raised its profit guidance for 2019 by a stunning 20%. Such 

momentum, combined with the high quality of the business, and the debt-

free balance sheet, a superior management team, was likely an important 

driver behind the recent share price increase.      

(00:20:40) 

  With respect to the Volution company, [see also slide 7], it is based 

in the UK. It is a leading manufacturer of ventilation systems. We had 

increased our holding in Volution on share price weakness in recent 

months. We believe the negative momentum was then driven by the 

short-term disruption that business experienced amid the complex 

consolidation of its loss in Reading facilities into a single modernized 
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injection molding and fan assembly facility. However, operations 

subsequently returned to normal with the new site delivering the 

anticipated efficiency gains. This likely explains the recovery in the share 

price in the fourth quarter.  

  Despite the recent good performance of these two holdings, 

Ryanair and Volution, we remain interested in being shareholders to both, 

so long as their stock prices continue to offer an appropriate margin of 

safety as we continue to believe they are both very high quality 

companies.  

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

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

believe offer compelling discount to intrinsic value, and to trim positions 

that are becoming less attractively priced.  

 (00:21:44)   

  We also rebalance individual positions based on relative discounts 

to intrinsic value. This helps ensure that [what we believe are] our most 

compelling investments are more heavily weighted and can drive 

performance as a result.  

  Specifically in the third quarter of 2019, we increased the Fund’s 

ownership of some portfolio companies with stocks that had experienced 

material weakness, such as G8 Education and Volution, as I explained 

earlier. That also included Page Group, which is a leading global provider 

of recruitment services based in the UK, whose stock price was negatively 

impacted by overblown, if arguably legitimate, cyclical concerns; Dignity, 

which continued to suffer from uncertainties associated with the pending 

anti-competitive investigation of the UK’s funeral services industry; and 

our video games investments.  

  On the flipside, we also trimmed several of our holdings, including 

Totvs, Avon Rubber, Nestle, which is the world’s largest food and 
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beverage company, and Ströer, which is a leading German provider of 

outdoor advertising services. We believe these companies remain well-

run, high-quality, financially strong companies, but their stocks had 

experienced robust price momentum on the back of positive reported 

performance and further progress in line with our original investment 

thesis, thus causing their discounts to decline, and us having to trim the 

positions as a result.   

  In the fourth quarter, we continued to increase the Fund’s 

ownership of G8, as discussed earlier. We also continued to build our 

position in Alcon, which is a leading global manufacturer of eyecare 

products and related surgical equipment. Among the largest existing 

holdings, we also increased our investment in Capgemini, which is a 

global leading provider of consulting and technology services, which 

experienced some negative volatility on overblown fears of softer trading 

conditions; and in Ubisoft, which is one of the world’s largest video game 

developers.  

  This has been a very challenging year, as a matter of fact, for most 

video game developers, and it created opportunities for us to increase our 

exposure to the industry which researched extensively prior to our 

investments in companies like Keywords or Sumo, both of which are 

leading providers of game development services. Ubisoft has been 

particularly hit by this challenging year for the industry. It reported weak 

results, and had to write down the latest sequel of a key game franchise 

called Ghost Recon. It also postponed the release of three important new 

games originally expected by year-end, which we now expect will be 

released at some point in 2020.  

  On the flip side, we trimmed several of our holdings in the fourth 

quarter, including Volution, Ryanair, and Naver, whose stocked 

experienced notable increases in prices, as we previously discussed. We 
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also reduced the size of our investment in Essilor Luxottica, which is the 

world’s largest manufacturer of both ophthalmic lenses and eyeglass 

frames. And something that I had just been talking about in the context of 

GrandVision—so we first had the opportunity to build meaningful 

exposure to Essilor and Luxottica as individual stocks when their 

respective share prices fell amid fears that the European Commission 

wouldn’t approve the merger of the two companies. We then had a 

second opportunity to invest after the close after the transaction, when 

known internal tensions became public between senior executives on 

each side over the governance of the merged entity.  

  More recently, however, the market appeared to shift its focus 

toward the rare quality of Essilor Luxottica’s business, and the large 

opportunities to extract synergies from not only the merger, but also the 

subsequent acquisition of GrandVision, which I discussed earlier.  

  Now in terms of new purchases, in the third quarter of 2019, we 

made several new investments, which included ASML. Based in the 

Netherlands, ASML is the world’s leading manufacturer of lithography 

equipment for the semiconductor industry. In the fourth quarter, we also 

made some new acquisitions, including shares of ISS. ISS is based in 

Denmark, and it is a global leading provider of cleaning, catering, support, 

security, and facility management services.  

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

months. More specifically, during the third quarter we completed our sale 

of SAP, which is a global leading provider of enterprise resource 

management software, and sold several of the fund’s Brazilian holdings, 

including Hypera, which is a leading producer of pharmaceutical products, 

and Magazine Luiza, which is a leading retailer with a highly successful 

digital strategy in Brazil. Our investments in Hypera and Magazine Luiza 

unfolded very much like our investments in NotreDame Intermédica. 
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NotreDame is a leading provider of integrated health care services in 

Brazil; and BK Brazil, which is Burger King’s master franchisee in Brazil, 

which we also exited recently.  

  We purchased all of these Brazilian stocks just over a year ago, 

when we took advantage of the combination of the material decline in the 

Brazilian equity markets and a severely depressed currency to invest a 

large portion of our assets, in excess of 20% as a matter of fact, in a 

handful of high-quality companies in the region that we had been following 

for many, many years. Similar to Intermédica and BK Brazil, the share 

prices of these holdings, Hypera and Magazine Luiza, had increased 

notably since our original investment thesis, and as a result, their stocks 

traded in excess of our estimated intrinsic value, which led to our decision 

to sell.  

  We have been invested in Hypera twice since the inception of the 

fund, and we continue to view Hypera and Magazine Luiza as well-run, 

high-quality, financially strong companies. And we would be very much 

interested in becoming shareholders again if we could buy the stocks at 

significant discounts of their estimated intrinsic values.  

  In the third quarter, we also sold our holdings of Fomento 

Económico Mexicano, or FEMSA, which is a leading operator of 

convenience stores in Mexico, and the owner of the world’s largest 

franchise bottler of Coke beverages. We have a long history with this 

company, which we continue to see as a high-quality company, and we 

still believe that the stock trades at a discount to its intrinsic value. 

However, Mexico’s new president, Andrés Manuel López Obrador, has 

made it clear that the interest of private firms would be subordinated to 

those of the nation. He has also said that the equitable distribution of 

income and wealth would be a priority of all the economic growth in 

Mexico of the years to come.  
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  More importantly, many management teams in Mexico, on several 

of our trips over there, have expressed concerns to us about the current 

state of politics in the country, and laid out plans to relocate or ringfence 

assets when possible. This is a situation we have seen before in emerging 

markets, unfortunately, but particularly so in Latin America. As a result, we 

placed Mexico under review in order to determine whether it will remain an 

investable market for us. In the meantime, consistent with our policy of 

limiting ourselves to countries whose political systems do not excessively 

interfere with business activity, we chose to exit our position in FEMSA for 

now. We may decide to become shareholders again, if we can get more 

comfortable with the current administration in Mexico, and subject to being 

able, of course, to buy the stock back with a high margin of safety. 

(00:29:31) 

  In the fourth quarter of the year, we again completed the sale of 

several holdings, including GrandVision, Avon Rubber, Melrose, and 

Totvs. As I mentioned earlier, Essilor Luxottica acquired GrandVision in 

July, and they offered a purchase price of EUR 28 per share, which was 

effectively in line with our estimated intrinsic value per share, so we sold 

the stock.  

  Based in the UK, Avon Rubber has mainly operated two distinct 

businesses. In its protection division group, it is a producer of gas masks 

for the US military. In its dairy division, it is a leading manufacturer of dairy 

liners. When we purchased the stock, Avon Rubber was positioning away 

from its historical rubber based commodity businesses, and suffering from 

two issues: on the protection side, it had to manage the conversion of a 

large contract with the US Department of Defense from procurement to 

sustainment status, which means lower volumes and with that, obviously, 

negative economics of scale. On the dairy side, Avon Rubber was 

experiencing weak performance driven by a downturn in milk prices.  
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  However, management successfully steered the business through 

these challenging times. More importantly, they subsequently expanded 

into new geographies, new end markets, and successfully rolled out new 

products, which positively contributed to performance. Last quarter, Avon 

Rubber announced the acquisition of 3M’s ballistic protection business. 

This appeared to give the market confidence in management’s long-term 

plans to transform Avon Rubber into a leading manufacturer of respiratory 

protection systems for the military and law enforcements, which led to a 

significant increase of the stock price.  

(00:31:18) 

  Based in the UK, Melrose is effectively a publicly-traded private 

equity firm with a highly concentrated buy-and-improve strategy. Its most 

recent investment was the acquisition, in early 2018, of GKN, a publicly-

listed industrial conglomerate, also based in the UK. As mentioned earlier, 

the stock has responded positively to reports that management is 

delivering the planned operating efficiencies at GKN, and robust 

performance amid cyclical and structural headwinds in its key automotive 

and aerospace markets, as well as some short-term disruption, one of 

which obviously being the issue related to the Boeing 737 MAX.  

  Based in Brazil now, Totvs is the country’s leading provider of 

enterprise software solutions. It typically targets small and medium sized 

enterprises. We started investing in the company at a uniquely difficult 

time for Totvs several years ago. Given its domestic focus, large exposure 

to SMEs, and the natural correlation with employment, the business at the 

time was hit particularly hard by the multi-year economic downturn in 

Brazil, along with inflationary pressure on both state wages and payroll 

taxes.  

  At the time, Totvs also had to go through the integration of a 

sizeable acquisition, along with a broader reorganization of its operation in 
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management. Lastly, like most providers of software solutions, the group 

was shifting its business model from selling upfront licenses to offering 

subscriptions. The long-term effect of such a migration is an increase of 

the present value of the firm’s customer relationships; the short-term 

impact is a decline in profitability. Even under normal economic 

conditions, such a transition can depress profits over multiple years. Now 

the confluence of so many challenges put significant pressure on the 

group’s results, which in turn negatively impacted its share prices, and 

created a compelling opportunity for us to make an investment, 

notwithstanding the weak currency, which we have commented about 

many times in the past, both on our webcasts and in our quarterly 

commentaries.  

(00:33:24) 

  Now in typical fashion, our investment at the time was predicated 

on the combination of short-term headwinds for the stock price, but 

compelling long-term prospects for the business. I stated at the time, we 

recognized conditions could remain challenging for a few years, as we 

estimated that the company was only halfway through a four-year 

business transition that started in 2015. So here we are in 2019. However, 

we believe the new subscription model would enhance the company’s 

value, and we believe that the macro environment would improve 

eventually.  

  We also expected favorable results from the reorganization and the 

hiring of new talent. More fundamentally, we view Totvs as a high-quality 

business with a dominant position in a market that is both difficult to 

penetrate and constantly changing. Its products are high-value-added 

solutions, and a must-have for users, thereby commanding renewal rates 

in excess of 90%. Before the transition, the group had consistently 

generated double-digit annual revenue growth, and margins above 20 



FPA International Value Fund (FPIVX) Webcast – 4Q 2019 

February 4, 2020 

 

 

 

 

-20- 

percent. Even in the economic downturn, the business still generated 

returns north of 30 percent, and very strong free cash flow generation. 

The balance sheet was robust. 

   And last, but not least, the chief executive had—and still has—a 

stellar reputation in the industry. And we could believe that he could 

attract top talent. He is also a large shareholder in the group. As several 

of these long-term expectations became more image of prospects than 

realities, the market appeared to recognize Totvs’ many compelling 

qualities, and the group’s stock price improved significantly.  

  In each of these cases, and consistent with our investment 

philosophy, we sold the position as the stock price increased, and the 

discount to intrinsic value unwound. While these companies stocks no 

longer trade at what we could consider an appropriate margin of safety for 

us to be invested, we continue to view Avon Rubber, Melrose, and Totvs, 

all as high-quality, financially strong, well-run businesses, and would be 

interested in becoming shareholders again, subject to being able to buy 

their shares at a significant discount to intrinsic value.  

  [Please reference slide 8] I will now proceed to the review of the 

portfolio at the end of the year. 

  At the end of the fourth quarter, the Fund remained focused on our 

best ideas, with 24 disclosed positions. The top 10 positions accounted 

for 33% of the Fund’s total assets and 51% of the invested portion. The 

top five accounted for 18% of assets and 28% of the invested portion. Our 

selected group of holdings presented a weighted average discount to 

intrinsic value of about 22%. 

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

now, the Fund’s median market cap size was $18 billion. The weighted 

average $55 billion, and 60% of the Fund’s invested assets were in 

companies with the market cap of more than $10 billion. 
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  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 $400 million to more than 

$400 billion, and that’s been the case since the inception of the fund. In 

fact, it’s been as low as $200 million and even somewhat less. And we 

have delivered positive returns across the market cap spectrum.  

  Similarly we are indifferent regarding which sector a company 

operates in or where it happens to be domiciled. In particular, 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. 

What matters to us instead is where business value is created along with 

the risks associated with this value creation more so than the form of 

domicile of the company overall. 

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

the year, 44% of total assets were invested in companies domiciled in 

Europe. That’s excluding the UK now, since they are no longer part of 

Europe. The Fund’s exposure to the UK now stood at 11% of total assets 

as of December 31, 2019. It’s worth highlighting that in the later part of 

2019, we were actually starting to see many possible compelling value 

opportunities in the UK market, especially among high-quality cyclicals 

and industrials, which accounted for a very meaningful portion of our idea 

pipeline at the time. We presume these opportunities were driven by 

political uncertainties and concerns that the industrial activity, globally, 

had entered into a down cycle.   

(00:37:58) 

  Much to our frustration, unfortunately, the combination of several 

central banks pumping even more money into the markets, presumably to 

fight off this downtown, a favorable outcome in the UK elections, and the 



FPA International Value Fund (FPIVX) Webcast – 4Q 2019 

February 4, 2020 

 

 

 

 

-22- 

sudden shift towards so-called value stocks caused most of these names 

to rally by 20 percent or more in the last few weeks of the year.  

  Due to the further reduction of our investment in Brazilian 

companies, emerging market exposure fell to 8% now of total assets by 

year end. On the flip side, with our increased investment in G8, Australia 

rose to 3% of total assets. We still had no direct exposure to Japan as of 

the end of the year, although we did have exposure to South Korea with 

our investment in Naver, which I mentioned earlier. 

  From a sector standpoint, we often migrate toward businesses that 

are cash-generative and not very capital-intensive. Those include service-

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

discretionary and staples together accounted for 18% of total assets. The 

Fund had similarly meaningful exposure to industrials, which accounted 

for 19% of total assets; health care accounted for 3% of total assets; but 

the fund’s largest exposure was to technology and communications, which 

together accounted for 23% of total assets. 

  We had 3% of assets invested in financials, which only reflects our 

investment in AIB Group. Overall, I would say that the Fund has very 

limited exposure to credit cycle and to financially levered companies.   

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

profile in these webcasts, the portfolio is fully simply the residual of our 

bottom-up approach. And we find that the GICS classifications are of 

limited relevance to analyze our exposure. If you take Page Group, for 

instance, it is a provider of recruitment services, yet it is classified as an 

industrial company. So in our view GICS sector definitions just are too 

broad to provide a meaningful picture of our actual underlying exposure. 

(00:40:01) 

  More fundamentally, our view is that Fund is exposed to a fairly 

diverse group of sectors and geographies and to markets that we think 
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have limited correlation. We also believe that many of the Fund’s holdings 

have particular secular dynamics that make them more predictable and 

better-suited to work through potential short-term economic challenges. 

While of course it is impossible to anticipate how individual stocks will 

perform going forward, we would argue that the Fund’s exposure to 

varying sectors and geographies along with the quality of its holdings, 

positions it well to withstand market dislocation. To this, of course, we 

would need to add the cash holdings which offers us the flexibility to buy 

when others are selling, and it could also be a driver of performance 

through the cycle. 

(00:38:26) 

  Now before we conclude with the traditional reminder of our 

investment philosophy, it is worth maybe just making some comments. I’m 

sure there may be questions about this in the Q&A session, but some 

brief comments with regard to investment prospects. 

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

geopolitical, macroeconomic and market-specific challenges that we see 

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

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

emphasis on Chinese risks and signs of weakness in business activity 

around the world. 

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

continued to observe mounting problems in China, along with evidence 

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

back. 

  Now as I mentioned in the commentaries, these comments are 

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

management teams across many geographies and industries, rather than 

from any kind of macroeconomic perspective. However, from a top-down 
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perspective, I think it’s fair to say that the geopolitical environment 

remains generally challenging both at home, in the United States I guess, 

and internationally. 

  [Please reference slide 9] So to conclude, I would like to reiterate, 

as I do on every of these webcasts, the key tenets of our investment 

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

investors with a bias towards quality. And what that means is we look for 

well-run, financially strong, high-quality businesses with stock we can then 

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

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

opportunities but can hold cash in their absence. 

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

thank, again, all of you, and particularly all of our fellow shareholders 

again for their trust and for attending these webcasts. And with that we will 

take a brief pause and we’ll open it up for questions. 

Jonathan: At this time, we will move to address shareholder questions, and we will 

pause for a moment to poll for questions. 

  Thank you to those who presubmitted questions. Our first question 

comes in: where are you finding value today? 

Pierre: So as you know, our approach is entirely bottom-up. So it comes down to 

the specifics of individual companies. I can’t tell you where we find value 

from a top-down or a thematic perspective. What I can say though, is that, 

it has become extremely difficult to find value. In the past few years, we 

have seen significant multiple inflation, as a result of aggressive monetary 

policies from central banks around the world.  

  So the sort of short-term multiple-arbitrage, if you will, the 

opportunities we had back in early 2012 back in the euro crisis of buying 

very high quality companies like Diageo or Assa Abloy at single-digit 

multiple on top of these what were still rather depressed earnings coming 
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out of the global financial crisis. That sort of opportunity has come and 

gone. Anything remotely good that can be identified by even the 

uneducated and/or the lazy eye is gone.  

(00:43:37) 

  And I would say that whereas back then, we could make the case 

for solid growth in free cash flow going forward, if nothing else, even by 

continued recovery on the back of the GSE, now we can’t make that case. 

What we’re seeing is that expectation of earning growth is very high 

across the board for the next couple of years in the typical capital markets 

horizon.  

  To some degree, that applies to countries as well. So the type of 

opportunities that we had to invest in a depressed economy, with a 

depressed currency, like the one we had with Brazil in early 2019 really at 

the trough of what this country had ever seen, the worst economic crisis 

that they had ever seen, that also appears to be gone. There are very, 

very few countries where we can be invested that are experiencing that 

kind of short-term disruption or cyclical downturn.  

  There is also in capital markets, seemingly no more willingness to 

discount any kind of disruptive event, even something like the coronavirus; 

if you look at the what the markets have been doing today or yesterday for 

that matter; or an industry down cycle, like what we saw back in 2014 

when we had all these opportunities to invest in commodity-related 

cyclical that were being discounted regularly for the downturn. We can’t 

find value either in that kind of opportunity. We can’t find value with the 

result of our unique willingness to weather short-term volatility and/or to 

actually price-in these temporary disruptions in these cycles when others 

will just sell at any price out of fear.  

  And again, that appears to apply to microeconomic shocks as well. 

If you look at the opportunity we had back in the summer of 2016 to invest 
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in the context of the Brexit vote, when you had companies like Page 

Group that were down 75 percent on the day on reduced volume. Even 

with a situation now where there is still a lot of uncertainty associated with 

Brexit, that opportunity seems to have run away toward the end of last 

year.  

  There is an often an opportunity for us to find value in things like 

management changes, or strategic changes, but the reality is things have 

been good for businesses and for their stocks in particular, which means 

things have been good for CEOs. And there isn’t all that much turnover. 

And very often they are dealing with a shareholder base that are made of 

passive funds who are not really looking, or maybe looking at what the 

companies are doing on the issue front, but as a result of that, there isn’t 

a ton of pressure of management and a ton of turnover opportunities 

either.  

  So where we find value, I think, there is still occasional good 

companies that can get hit by the bump in the road when markets will 

overreact as a function of a lot of the capital allocation being quant-driven, 

or passive-driven, in particular in this environment. And historically, it has 

been a very powerful engine of alpha generation for us, and it continues to 

be so to a degree. But it’s becoming less and less common. And when it 

does happen, the window to invest closes very, very quickly.  

  So candidly, mostly, the opportunities that—and this is a 

generalization; I don’t want you to just leave with that—but mostly, the 

opportunities for us to find value is by just looking, competing if you will, 

with the rest of the market, looking out ten years, rather than six months 

or even two years out, because nobody is there. So the opportunities that 

we have, they come from our ability to better anticipate what the future will 

mean for a company in terms of free cash flow generation, whether that 

comes from the top line, or the margins, or asset growth relative to that, 
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and/or in terms of multiples, meaning in terms of how the quality of the 

business evolves and may or may not be reflected in the multiple in what I 

think the market would call the very, very, very long term; we’re looking 

out ten years or so.  

  And this is an area where we believe that we still have a hedge, to 

be honest with you, because of the quality of our team, in an industry 

where people with the ability to do fundamental work have been pushed 

out because of the research work that we do, all the trips, the meetings, 

the calls, and because of our many years doing that kind of research and 

investing. Now of course, it’s very time-consuming. It’s very difficult to do. 

And in the end, it’s rare that we manage to identify value opportunities that 

way.  

  So I guess the key takeaways here are value opportunities are very 

difficult to find at the moment, and they can only be found, in our view, by 

taking our long-term fundamental research approach to investing.  

Jonathan: Okay, thanks Pierre. Our second question is what is a value stock in 

2020? Many value managers are struggling. Has the definition changed? 

Pierre: Yes, that’s a very good question. A value stock for us, in 2020 is the same 

thing that it’s always been. It’s a stock that we can buy at a significant 

discount to intrinsic value. And intrinsic value to us is one thing and one 

thing only: it is the sum of all future free cash flow that the business 

generates and whose value is preserved over time by management, 

discounted back to present day. Meaning, what we need to know to be 

able to assess intrinsic value is how much cash can the business normally 

full-cycle generate; how sustainable that cash generation is; how much 

they can grow based on that sort of free cash flow generation; and last, 

but not least, what management will do with the free cash flow. 

  And if we can determine these four things, then we have an 

assessment of intrinsic value. And anything that meets our qualitative 
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criteria and is trading at a significant discount to that is a value 

investment.  

  What that means is, and that comes to the question and the 

challenge is the discount can come from, it can come from many different 

places. The market could be underestimating the growth of the company. 

The market could be meeting the normalized full-cycle profitability of the 

business. It could be expecting more tangible assets or working capital 

growth than the business actually needs to grow its profits. Markets could 

fail to see that management has the ability and opportunities to deploy 

capital in a way that will create value over time above and beyond the 

return on capital employed on the business as it is on an operating basis, 

or the market could be underestimating the quality of the business, 

meaning the risk that being a shareholder in that company represents.  

  All of these things are potential sources of discounts, and it doesn’t 

matter to us where the discount ultimately is coming from. But the industry 

doesn’t think that way. And I think that’s a problem. The problem that the 

industry has is it’s moved away from fundamental analysis. It’s not—these 

are generalizations again, but I’m trying to address the question—the 

industry is not looking at businesses. They are not looking at management 

teams. They are not looking at complicated financials and accounting 

rules.  

  But they do need and follow criteria as they go about managing 

assets and raising assets. They need to fit what they do into certain boxes 

and get measured on that basis, so that they can manage and raise 

assets. So what it means is that value will be typically be defined as a low 

multiple of short-term earnings, or a very high free cash flow yield or some 

other valuation metric like that, irrespective of anything else.  

  And that’s the problem: in a vacuum that doesn’t say anything. If 

you look at a given company that’s trading like this, the problem is, well 
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what if the filings are inaccurate or fraudulent? What if there is a technical 

reason that’s too small, too illiquid, not in the index while it’s trading at its 

multiple. What if the calculation of the multiple is wrong in the first place, 

because it’s such a unique tax structure of this company, or the balance 

sheet structure, or some subtleties around accounting and the reporting—

things that will be very popular nowadays and could distort an alpha like 

share-based compensation? What if the company is over-earning at the 

moment for whatever reason; the function of a temporary boost from a 

product, or some positive cycle?  

  What if the business is fundamentally structurally impaired and will 

go away in a couple of years? Then it doesn’t matter that it’s trading at 

four times profit. But if the balance is seven times, or five times, to be 

more realistic, net debt to EBITDA, and the company is going bankrupt, 

what if the management is taking every dollar that the company generates 

and invests it in things that turn a dollar into a cent? Or what if, 

simplistically, everything is trading at 30 times EBIT, and then value is, 

well, I guess, cheaper, so 15, but the implied cost of risk is still too high at 

this multiple for the kind of risk that a shareholder should be willing to take 

to be invested in this company. 

  And so this is possibly to your point, or to the point of the question, 

one of the challenges that value is raised for many managers, which is 

that to fit into this artificially created category and attract capital attracted 

to that approach date, to find themselves investing in things like brick and 

mortar retail, or combustible car manufacturers, or commodity-based 

companies, oil and gas companies, or traditional ad agencies, or banks—

this is not to say that they aren’t genuine value opportunities within that; 

this is a generalization of course.  

  But they are also within these groups, companies that are 

operating structurally impaired business models, or that are experiencing 
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fundamental changes in the way they do business in the economics of 

their businesses, or that are excessively levered companies. So you can’t 

just look at some sort of short-term valuation metric and say, “This is a 

value investment.” The stocks that are trading at these levels; they may 

be cheap, but they could also be cheap for a very good reason.  

  Value is not the same as low price. Value is low price against high 

value of asset. Value is a misnomer in that it is an inconsistency between 

price and value. So price doesn’t suffice. Price is certainly a condition, and 

a necessary condition for us to value investing. Obviously it’s the one 

thing we control, the price we pay for an asset. But it’s not a sufficient 

condition. The business has to be worth something at a very basic level 

for it to be cheap.  

  And you have to be able to assess what that value is, which is why 

our philosophy, which is to invest in high-quality companies that trade at a 

significant discount to intrinsic value is what we would define as value. 

And this is why we do all this fundamental research, and this is why we 

build the models and value things the way we do so that we are able to 

implement what we believe is a true value investment opportunity whereby 

we can identify value stocks. And they will always be the same, whether in 

2008 or 2011 or 2020. It’s just much harder to find them now than it was 

in 2011 or in 2008 for that matter.  

Jonathan: Okay, our next question is: do country-level fiscal and monetary policy 

impacts ultimately determine where you invest?  

Pierre: Yes. As you know, we are a bottom-up investor. So they don’t drive where 

we invest but they impact where we invest. They impact everything; 

monetary policy in particular.  

  Monetary policies, as we have experienced, in the past few years, 

have been incredibly challenging for that kind of value philosophy I just 

laid out because they distort everything. They distort activity levels. They 
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distort competitive dynamics. They distort management behaviors. They 

distort the approach to appropriate, if not conservative, balance sheets. 

They distort proper valuation and the measure of risk for the investor and 

how they should be reflected in the assessment of intrinsic value. 

Anything they touch, in a way, makes a things overvalue and push us 

away from things.  

  So it’s forcing us, it’s making things more challenging for us. It’s 

making us to think differently when looking at businesses, when looking at 

fundamentals. Just as an example, you’ve got to ask yourself what a 

competitive advantage is, and what the law of economics means when a 

company with unlimited access to free capital can come into any market, 

any value chain, and take over that industry by undermining the 

economics of that business. So inevitably they impact everything that they 

do, even as our focus is pure bottom-up. But to be clear, they do not drive 

our approach to investing. There is no top-down, or high-level thematic 

approach in the way that we invest.  

Jonathan: Thank you. Our next question is what is exposure to China, given the 

coronavirus? 

Pierre: Yes, as I think you can see from the discussion, we had earlier about the 

portfolio profile, our direct exposure to China is relatively limited. It comes 

down to our investment in Tencent. And for those who don’t know, and to 

keep things simple, because they do have a lot of things, but Tencent is a 

leading developer of video games in China. So we think that people are 

being afraid to get out of their home and staying home and playing video 

games might actually not be so bad for the business, notwithstanding the 

fact that there is much, much more to this company. They have a whole 

portfolio of international assets that are in no way impacted by this.  

  With that being said, there are a lot of companies—forget our 

portfolio—a lot of companies that have tremendous exposure to China. 
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And it’s interesting that we’re coming from the coronavirus, but we’ve 

been warning about what was happening politically and economically and 

with leverage in China for a few months now, recognizing that China has 

now become the factory of the world, and that any temporary disruption 

could be extremely negative to the world economy and a lot of 

businesses.  

  Look, Wuhan is the biggest transport hub in China. The biggest 

one. It is about half of Nissan’s production. About a third of Apple’s 

manufacturing facilities are in cities that have been formally shut down. 

Starbucks coffee shops have been shut down. Apple Stores have been 

shut down for two weeks. People are not using public transportation.  

  These things don’t happen in a vacuum. They are going to have 

dramatic consequences on businesses. And obviously as always, it’s 

particular, given the level of intelligence and introspection that we have in 

capital markets now, we’re going to have to wait to stop this impact 

trickling down on businesses for people to react. But what I would expect, 

you’re going to start to see a lot of companies talking about what’s 

happening to their business in China. But you are also going to start 

seeing a lot of companies saying, “We have major problems with our 

supply chain,” and trying to handle these supply disruptions, the 

consequences of these supply disruptions. 

  So I guess the short answer is our exposure to the coronavirus is 

everywhere. Not the 35% cash that we have, and not to a lot of 

businesses that don’t have exposure to industrial activity that is 

dependent on China supply. But when we think about what’s happening 

now in China, we thinking about it as potentially a spark or an accelerator 

of things that we have seen at play in China for some time now, and we 

see it as a future opportunity more so than as a risk for a lot of the 

businesses that we’re involved in.  
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  Not to be cute, but it wouldn’t have an impact on something like 

Ryanair, for instance. Or it wouldn’t have an impact on something like 

Ubisoft or it wouldn’t have an impact, a direct impact, on something like 

Page Group, although they do have a business in China—but that’s been 

suffering from other issues, so.  

  So it is a much bigger question than just our exposure to that 

directly in terms of where companies are denominated. And as you know, 

our exposure to emerging markets has been relatively limited to China, in 

particular, and this is something that we have been very concerned about 

that we have highlighted in multiple commentaries. You can go back and 

see how we’ve talked about it.  

  And Britain, knowing Brexit, Brexit has been going on for three and 

a half years. At least we know how it’s happened. But haven’t waited for it 

to happen. We have always considered that so long as the UK is a 

democratic country, where the will of the people is constitutionally 

implemented, that it should have happened. It should not have taken 

three and a half years, but the blessing in disguise is that it’s given a 

tremendous time to companies to try to assess the potential implication, 

and to plan for the potential implication. So we didn’t wait for this election 

and this announcement to start worrying about it. We’ve been asking 

these questions in meetings for the greater part of the last three and a half 

years. And our belief is that where we have exposure, we believe that the 

impact is either limited or if it is material, that management has a plan to 

handle the consequences.  

  That also covers the second question on the impact of Brexit on 

British investments.  

(01:03:09) 

Jonathan: Very much so. And so our last question, just moving over, is: in terms of 

looking at the fund’s cash exposure, under what specific conditions would 



FPA International Value Fund (FPIVX) Webcast – 4Q 2019 

February 4, 2020 

 

 

 

 

-34- 

cash fall below 10 or rise about 40? Is it more a function of the degree of 

discounts of intrinsic value combined with the number of opportunities, or 

a number of imperfectly correlated opportunities? 

Pierre: So I think the direct and simple answer is there is zero strategic 

positioning portfolio management “thinking” behind our exposure to cash. I 

think in that regard, we are very, very different from all the strategies in the 

market that do carry some, if not a large amount of cash in their funds. 

The way we are thinking about things is—our startup position, our default 

position, if you will, is not a benchmark and then we go about where do 

we overweight, where do we underweight, and what vehicles with specific 

companies of high quality do we use to then manage that exposure?  

  It’s really almost to the pieta perspective where we say that our 

starting position, our default position, and we are only interested in moving 

away from that cash position and investing in a business, meaning taking 

a risk, putting capital at risk by investing in this business if we can find 

opportunities that meet all of our criteria. And irrespective of what the 

market conditions are; irrespective of where we are in the cycle, we are 

not going to adjust or stop doing some relative thinking or give up on one 

of the criteria.  

  We always want strong fundamentals, so businesses that can 

sustainably earn their cost of capital, sustainably generate return on 

capital employing in their system, their weighted average cost of capital. 

Companies that are well-managed by teams that can not only run the 

business operationally but can also deploy capital in a way that will not 

dilute the return on the business, and ideally will increase the return on 

capital deployed in the business. Companies that have very, very strong 

balance sheets where there is no financial risk that comes in addition to 

the risk of being an owner; and last but not least, we want to invest in 
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these companies when they trade at a very significant discount to intrinsic 

value of the business.  

  There shouldn’t be any other criteria dictating what we do. If there 

was, then I guess what’s the point of having a set of selection criteria in 

the first place if at the end of the day, you have to have x exposure to this 

or that sector or this or that market, or if at the end of the day, you have to 

be fully invested. Having a philosophy is of very limited value.  

  As a function of this, we have to sell without the ability to replace 

the position, or we just can’t buy anything and the consequence is that we 

are holding on to cash. We have cash, not holding on to cash; if we have 

cash in the portfolio, then so be it.  

  So it’s really dictated by two things, I guess. The first one is just at 

a very basic level, the number of opportunities to invest while meeting all 

of these criteria, at a given point in time, and then just very candidly, our 

ability to find these opportunities where they are out there. And it’s 

completely uncorrelated to whether markets are running or decreasing or 

whether they are expensive or not. When we look back and we track 

what’s happened historically, there is actually a very high correlation in 

terms of we had a lot of cash when things are expensive and we have 

little when they are cheap.  

  But with that being said, we’re a relatively concentrated strategy. 

We can take large positions. And even in this market, all I would need for 

the cash to come down dramatically would be to find three or four new 

ideas, and you could see a significant reduction in the cash exposure, all 

else being equal in capital markets. So it’s really just a residual output of 

the process, if you will. It’s really just driven by opportunities.  

  To the second side of your question, we do monitor internally what 

underlying exposure we end up building in the portfolio at a geographic 

level, at a sectoral level, at a geographic level. And it’s not just on GICS 
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basis. Meaning, if you’re buying a tire manufacturer, and you’re a plant 

manufacturer, and you’re buying a car manufacturer, at the end of the 

day, your underlying exposure is car production. So it’s the same kind of 

exposure. We’re monitoring that because we want to make sure that 

there’s no clustering effect in the portfolio, and we want to make sure that 

we are not as a function of our bottom-up analysis, making a sector call or 

a geographic call, or a currency call, that we have failed to recognize.  

  But we are not looking for and calculating for that; rather, any kind 

of low correlation on historical individual stock performances. It’s really 

very much bottom-up driven. And if that meant owning two or three 

companies that do the same thing because they are the only one that 

offered the kind of a value opportunity that we are looking for, then so be 

it.  

(01:08:43)  

Jonathan: Okay, thanks Pierre. Thank you all for your participation today in the FPA 

International Value Second Half 2019 Webcast. I’ll now turn it over to the 

system moderator for closing comments and disclosures. Have a good 

day. 

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 FPA.com. We urge you to visit the website for 

additional information on the Fund such as complete portfolio holdings, 

historical returns, and after-tax returns. 

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

your feedback and submit any comments or suggestions. We encourage 

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

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

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

at/towards/to the end of each current quarter and expect the calls to be 

held three to four weeks following each quarter end. 

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

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

  We hope that our quarterly commentaries, webcasts and special 

commentaries will continue to keep you appropriately informed on the 

strategy. 

(01:10:06) 

  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. Any 

statistics have been obtained from sources believed to be reliable but the 

accuracy and completeness cannot be guaranteed. 

  You should consider the Fund’s investment objectives, risks 

and charges, and expenses carefully before you invest. The 

prospectus details the Fund’s objectives and policies, charges, and 

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

prospectus carefully before investing. The prospectus may be 

obtained by visiting the website at www.fpa.com, by email at 

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

the Fund in writing. 

  FPA Funds are offered by UMB Distribution Services, LLC. 
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  This concludes today’s call. Thank you and enjoy the rest of 

your day. 

(01:11:30) 

[END FILE] 


