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Periods greater than one year are annualized. FPA New Income, Inc. (“Fund”) performance is calculated
on a total return basis which includes reinvestment of all distributions and is net of all fees and expenses.
Fund returns do not reflect the deduction of taxes that a shareholder would pay on Fund distributions or the
redemption of Fund shares, which would lower these figures. Comparison to any index is for illustrative
purposes only. The Fund does not include outperformance of any index or benchmark in its investment
objectives. An investor cannot invest directly in an index.
The Total Annual Fund Operating Expenses before reimbursement is 0.59% (as of most recent prospectus).
The Advisor has contractually agreed to reimburse the Fund for Total Annual Fund Operating Expenses in
excess of 0.49% of the average net assets of the Fund (excluding interest, taxes, brokerage fees and
commissions payable by the Fund in connection with the purchase or sale of portfolio securities, and
extraordinary expenses, including litigation expenses not incurred in the Fund’s ordinary course of
business) through January 31, 2019. This agreement may only be terminated earlier by the Fund's Board
of Directors (the “Board”) or upon termination of the Advisory Agreement. The Fund’s net expense ratio as
of its most recent prospectus is 0.49%.
Past performance is no guarantee of future results and current performance may be higher or lower
than the performance shown. This data represents past performance and investors should
understand that investment returns and principal values fluctuate, so that when you redeem your
investment it may be worth more or less than its original cost. Current month-end performance
data, which may be higher or lower than the performance data quoted, may be obtained at
www.fpa.com or by calling toll-free, 1-800-982-4372.
You should consider the Fund’s investment objectives, risks, and charges and expenses carefully
before you invest. The Prospectus details the Fund's objective 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.
Please see important disclosures at the end of the commentary.

Contributors and Detractors1, 2
Fourth Quarter 2018
The largest contributor to the Fund’s performance during the fourth quarter was agency mortgage pools
which appreciated in price as interest rates declined. For the first 10 months of the year, as interest rates
increased, we added longer duration agency mortgage pools to the portfolio. The intent was to introduce
potential upside optionality into the portfolio if interest rates declined. That scenario played out in the last
six weeks of the year and the Fund’s agency mortgage pools increased in value as a result.
The second largest contributor to performance was asset-backed securities backed by auto loans (prime
or subprime loans) owing to a combination of coupon payments and higher prices due to lower interest
rates. For similar reasons, asset-backed securities backed by equipment was the third largest contributor
to performance.
The only detractor from performance in the fourth quarter was corporate high yield bonds, predominantly
due to an investment in an energy related company whose price declined along with oil prices.

Calendar Year 2018
The largest contributor to performance was asset-backed securities backed by auto loans with coupon
payments offsetting a slight decline in price caused by interest rates that were higher year-over-year.
Collateralized loan obligations were the second largest contributor to performance with coupon returns
offsetting lower prices due to higher spreads which themselves were the result of turmoil in the leveraged
loan market.
The third largest contributor to performance was Ginnie Mae project loan interest only bonds. These bonds
benefited from coupon payments in addition to prices that did not decline as much as expected. By their
nature, interest only bonds decline in price over time. Returns will be higher than expected when prices do
not decline as quickly as expected because, for instance, spreads tighten, which is what happened this
year.
Though our corporate holdings overall contributed to performance, our energy-related investments
detracted from performance for the year.

Portfolio Activity2
The table below shows the portfolio’s exposures as of December 31, 2018 compared to September 30,
2018 and December 31, 2017:

1
Contributors and detractors are presented gross of investment management fees, transactions costs, and Fund operating expenses,
which if included, would reduce the returns presented. This information is not a recommendation for a specific security or sector and
these securities/sectors may not be in the Fund at the time you receive this report. The information provided may not reflect all
positions purchased, sold or recommended by FPA during the quarter. A copy of the methodology used and a list of every sector’s
contribution to the overall Fund’s performance during the quarter is available by contacting FPA at crm@fpa.com. The portfolio
holdings as of the most recent quarter-end may be obtained at www.fpa.com. Past performance is no guarantee, nor is it indicative,
of future results. Please see Important Disclosures at the end of this commentary.
2
Portfolio composition will change due to ongoing management of the fund. Please see Important Disclosures at the end of this
commentary.

ABS
Mortgage Backed (CMO)3

% Portfolio
12/31/2018
49.9%
12.9%

% Portfolio
9/30/2018
54.0%
12.9%

% Portfolio
12/31/2017
56.8%
10.3%

Stripped Mortgage-backed

4.0%

4.3%

7.1%

Corporate

5.7%

6.0%

7.9%

3.7%

3.7%

3.7%

Sector

4

CMBS

Mortgage Pass-through

13.7%

10.7%

2.2%

U.S. Treasury

5.0%

4.9%

4.7%

Cash and equivalents

5.1%

3.5%

7.3%

100.0%

100.0%

100.0%

3.79%

3.82%

2.95%

Effective Duration (years)

1.85

1.77

1.47

Average Life (years)

2.42

2.31

1.86

Total
Yield-to-worst5

Outlook
With the probability of economic recession increasing, the diminished capacity to band-aid weak
fundamentals with more debt (sovereign or otherwise) and our concerns regarding the corporate debt
market beginning to materialize, our focus is on liquidity and high quality6 investments that adequately
compensate us for duration risk and recession risk, both on a short-term mark-to-market basis and longterm value basis. Beyond that, as always, we keep an eye out for attractive credit investments that market
volatility may unearth.

Important Disclosures
The views expressed herein and any forward-looking statements are as of the date of the publication and
are those of the portfolio management team. Future events or results may vary significantly from those
expressed and are subject to change at any time in response to changing circumstances and industry
developments. This information and data has been prepared from sources believed reliable, but the
accuracy and completeness of the information cannot be guaranteed and is not a complete summary or
statement of all available data.
Portfolio composition will change due to ongoing management of the Fund. References to individual
securities/sectors are for informational purposes only and should not be construed as recommendations by
the Fund, the portfolio managers, the Adviser, or the distributor. It should not be assumed that future
investments will be profitable or will equal the performance of the security/sector examples discussed. The
portfolio holdings as of the most recent quarter-end may be obtained at www.fpa.com.

3
Collateralized mortgage obligations (“CMO”) are mortgage-backed bonds that separate mortgage pools into different maturity
classes.
4

Commercial mortgage-backed securities (“CMBS”) are securities backed by commercial mortgages rather than residential
mortgages.

5
Yield to Worst (“YTW”) is presented gross of fees and reflects the lowest possible yield on a callable bond. As of December 31,
2018, the Fund’s subsidized/unsubsidized SEC yield was 3.43%/3.35% respectively. The SEC Yield calculation begins with the Fund’s
dividend payments for the last 30 days, subtracts fund expenses and uses this number to estimate returns for a year. Subsidized yield
reflects fee waivers and/or expense reimbursements during the period. Without waivers and/or reimbursements, yields would be
reduced. Unsubsidized yield does not adjust for any fee waivers and/or expense reimbursements in effect. This calculation is based
on the price of the Fund at the beginning of the month. The SEC yield reflects prospective data and thus assumes payments
collected by the Fund may fluctuate. Past results are not a guarantee, nor is it indicative, of future results.
6

High quality refers to securities rated A- and above.

Investments in mutual funds carry risks and investors may lose principal value. Capital markets are volatile
and can decline significantly in response to adverse issuer, political, regulatory, market, or economic
developments. The Fund may purchase foreign securities, which are subject to interest rate, currency
exchange rate, economic and political risks; this may be enhanced when investing in emerging markets.
The securities of smaller, less well-known companies can be more volatile than those of larger companies.
The return of principal in a bond fund is not guaranteed. Bond funds have the same issuer, interest rate,
inflation and credit risks that are associated with underlying bonds owned by the Fund. Lower rated bonds,
convertible securities and other types of debt obligations involve greater risks than higher rated bonds.
Interest rate risk is the risk that when interest rates go up, the value of fixed income securities, such as
bonds, typically go down and investors may lose principal value. Credit risk is the risk of loss of principal
due to the issuer’s failure to repay a loan. Generally, the lower the quality rating of a security, the greater
the risk that the issuer will fail to pay interest fully and return principal in a timely manner. If an issuer
defaults the security may lose some or all of its value.
Mortgage securities and collateralized mortgage obligations (CMOs) are subject to prepayment risk and
the risk of default on the underlying mortgages or other assets; such derivatives may increase volatility.
Convertible securities are generally not investment grade and are subject to greater credit risk than higherrated investments. High yield securities can be volatile and subject to much higher instances of default.
Value style investing presents the risk that the holdings or securities may never reach their full market value
because the market fails to recognize what the portfolio management team considers the true business
value or because the portfolio management team has misjudged those values. In addition, value style
investing may fall out of favor and underperform growth or other styles of investing during given periods.
Index / Benchmark and Other Definitions
Comparison to any index is for illustrative purposes only and should not be relied upon as a fully accurate
measure of comparison. The Fund will be less diversified than the indices noted herein, and may hold nonindex securities or securities that are not comparable to those contained in an index. Indices will hold
positions that are not within the Fund’s investment strategy. Indices are unmanaged, do not reflect any
commissions or fees which would be incurred by an investor purchasing the underlying securities. The Fund
does not include outperformance of any index or benchmark in its investment objectives. Investors cannot
invest directly in an index.
Bloomberg Barclays Aggregate Index provides a measure of the performance of the U.S. investment
grade bonds market, which includes investment grade U.S. Government bonds, investment grade
corporate bonds, mortgage pass-through securities and asset-backed securities that are publicly offered
for sale in the United States. The securities in the Index must have at least 1 year remaining in maturity. In
addition, the securities must be denominated in U.S. dollars and must be fixed rate, nonconvertible, and
taxable.
Bloomberg Barclays Aggregate 1-3 Year Index provides a measure of the performance of the U.S.
investment grade bonds market, which includes investment grade U.S. Government bonds, investment
grade corporate bonds, mortgage pass-through securities and asset-backed securities that are publicly
offered for sale in the United States. The securities in the Index must have a remaining maturity of 1 to 3
years. In addition, the securities must be denominated in U.S. dollars and must be fixed rate,
nonconvertible, and taxable.
The Consumer Price Index (CPI) is an unmanaged index representing the rate of the inflation of U.S.
consumer prices as determined by the U.S. Department of Labor Statistics. The CPI is presented to
illustrate the Fund’s purchasing power against changes in the prices of goods as opposed to a benchmark,
which is used to compare the Fund’s performance. There can be no guarantee that the CPI will reflect the
exact level of inflation at any given time.
CPI + 100 is the measure of the CPI plus an additional 100 basis points.

Effective Duration (years) is the duration calculation for bonds with embedded options. Effective duration
takes into account that expected cash flows will fluctuate as interest rates change.
Average Life (years) is the average length of time that each dollar of unpaid principal on a loan, a mortgage
or an amortizing bond remains outstanding.

The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI,
53212.

