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FPA New Income, Inc. – Q4 2016 Summary

Summary:
■ The market before November 8th and after November 8th

■ High Quality yields up and credit spreads down 

■ Inflation concerns change from deflation to inflation

Today’s agenda
■ Fund Highlights

■ Market Commentary

■ Performance & Portfolio Activity

■ Question & Answer
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Fund highlights

Investment objective
■ The Fund's primary investment objective is current income and long-term total return. Capital preservation is 

also a consideration.

Highlights
■ Short-term: seeks positive absolute returns in a 12-month period

■ Long-term: seeks positive real returns (outperform inflation plus 100 basis points) over five-year period and 
competitive returns versus bond market universe

■ Benchmark indifferent
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Downside protection (as of 12/31/16)

Yield to Worst (%) Effective Duration (yrs) YTW/Duration

FPA New Income 2.69 1.25 2.15

Bloomberg Barclays U.S. Aggregate 
Bond Index 2.61 5.89 0.44

Bloomberg Barclays U.S. Aggregate 
1-3 Year Index 1.46 1.92 0.76

Higher ratio 
equals less 
exposure to 
interest rate risk

As of December 31, 2016, the SEC yield was 2.99%. This calculation begins with the Fund’s dividend payments for the last 30 days, subtracts Fnd expenses and uses this 
number to estimate your returns for a year. The SEC yield is based on the price of the fund at the beginning of the month. The income yield stated here reflects prospective 
data and thus assumes payments collected by the Fund may fluctuate. 
Source: FactSet, Bloomberg. Past performance is no guarantee of future results. Please refer to the end of the presentation for important disclosures. 
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Portfolio statistics compared to indices
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Q1 2016 Q2 2016 Q3 2016 Q4 2016

Yield to 
worst 

(%)

Eff. Dur. 
(yrs)

YTW/  
Eff. Dur.

Ratio

Yield to 
worst 

(%)

Eff. Dur. 
(yrs)

YTW/  
Eff. Dur.

Ratio

Yield to 
worst 

(%)

Eff. Dur. 
(yrs)

YTW/  
Eff. Dur.

Ratio

Yield to 
worst 

(%)

Eff. Dur. 
(yrs)

YTW/  
Eff. Dur.

Ratio

FPA New Income 3.18 1.32 2.41 2.93 1.34 2.19 2.58 1.3 1.98 2.69 1.25 2.15

Bloomberg Barclays 
U.S. Aggregate Bond 
Index

2.16 5.47 0.39 1.91 5.47 0.35 1.96 5.51 0.36 2.61 5.89 0.44

Bloomberg Barclays 
U.S. Aggregate 1-3 
Year Index

1.11 1.88 0.59 0.92 1.89 0.49 1.07 1.91 0.56 1.46 1.92 0.76

As of December 31, 2016, the SEC yield was 2.99%. This calculation begins with the Fund’s dividend payments for the last 30 days, subtracts Fund expenses and uses this 
number to estimate your returns for a year. The SEC yield is based on the price of the fund at the beginning of the month. The income yield stated here reflects prospective 
data and thus assumes payments collected by the Fund may fluctuate. 
Source: FactSet, Bloomberg. Past performance is no guarantee of future results. Please refer to the end of the presentation for important disclosures. 
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Risk-adjusted returns

A record of attractive risk-adjusted returns

■ FPA New Income
■ Nontraditional Bond Funds
■ Short-Term Bond Funds

■ Intermediate-Term Bond Funds
■ Bloomberg Barclays U.S. Aggregate Bond Index

Sharpe Ratio
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Sortino Ratio

As of December 31, 2016.
Source: Morningstar Direct. Bond Fund categories as defined by Morningstar. 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. Past performance is no guarantee of future results and current performance may be higher or lower than the performance shown. Current 
month-end performance data may be obtained at www.fpafunds.com or by calling toll-free, 1-800-982-4372. A redemption fee of 2% will be imposed 
on redemptions within 90 days. The Fund’s expense ratio as indicated in its most recent prospectus is 0.49%. Please refer to the end of the 
presentation for important disclosures. 
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Performance

6

Average annual total returns (%)

As of Date: 12/31/16 QTD YTD 1 Year 3 Years 5 Years 10 Years 15 Years 20 Years 30 Years

FPA New Income 0.35 2.53 2.53 1.33 1.37 2.54 3.13 4.18 6.05

Bloomberg Barclays U.S. 
Agg Bond Index -2.98 2.65 2.65 3.03 2.23 4.34 4.58 5.29 6.34

CPI + 100 1.09 3.12 3.12 2.16 2.37 2.83 3.14 3.17 3.68

Bloomberg Barclays U.S. 
Agg 1-3 Year Bond Index -0.38 1.31 1.31 0.93 0.95 2.53 2.77 3.74 N/A

Calculated using Morningstar Direct. Periods greater than one year are annualized.

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. Past performance is no guarantee of future results and current 
performance may be higher or lower than the performance shown. Current month-end performance data may be obtained at www.fpafunds.com or 
by calling toll-free, 1-800-982-4372. A redemption fee of 2% will be imposed on redemptions within 90 days. The Fund’s expense ratio as indicated in 
its most recent prospectus is 0.49%. Please refer to the end of the presentation for important disclosures. 
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Market Commentary
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2016 and Q4 market overview and commentary

“Tale of Two Cities” Charles Dickens (1859) below is the famous opening 
sentence to this novel.  

While written in 1859 it still has relevance in today’s world.

“It was the best of times, it was the worst of times, it was the age of wisdom, it was the 
age of foolishness, it was the epoch of belief, it was the epoch of incredulity, it was the 
season of Light, it was the season of Darkness, it was the spring of hope, it was the 
winter of despair, we had everything before us, we had nothing before us, we were all 
going direct to Heaven, we were all going direct the other way—in short, the period 
was so far like the present period, that some of its noisiest authorities insisted on its 
being received, for good or for evil, in the superlative degree of comparison only. “

8

First Pacific Advisors, LLC



The fixed income market before and after November 8th
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Please refer to the end of the presentation for important disclosures. Source: BCA Research “Seven Fixed Income Themes For 2017” report dated 12/20/2016.
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The capital markets before and after November 8th
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Source: www.bloomberg.com “Wall Street Is Starting to Get Nervous About All the Money Pouring Into U.S. Stocks” dated 1/6/2017, accessed 1/19/2017.
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The Tale of Two Cities – fixed income returns
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■ Comparative returns before and after the low yield is established in the 10 year treasury

■ Comparative returns pre and post election

■ Comparative returns Q4 2016 and full year 2016

Returns (%) Before and after the lowest 
yield on 10-year Treasury Pre and post election

1/1/16 -
7/8/16

7/9/16 -
12/31/16

1/1/16 -
11/7/16

11/8/16 -
12/31/16 YTD 2016 Q4 2016

FPA New Income 1.56 0.95 2.38 0.15 2.53 0.35

Bloomberg Barclays U.S. 
Agg Bond Index 6.16 -3.31 5.02 -2.26 2.65 -2.98

Bloomberg Barclays U.S. 
Agg 1-3 Year Bond Index 1.67 -0.36 1.73 -0.42 1.31 -0.38

Calculated using Morningstar Direct. Periods greater than one year are annualized.

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. Past performance is no guarantee of future results and current
performance may be higher or lower than the performance shown. Current month-end performance data may be obtained at www.fpafunds.com or
by calling toll-free, 1-800-982-4372. A redemption fee of 2% will be imposed on redemptions within 90 days. The Fund’s expense ratio as indicated in
its most recent prospectus is 0.49%. Please refer to the end of the presentation for important disclosures.
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The Tale of Two Cities – fixed income returns
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■ The Fund outperformed the Bloomberg Barclays U.S. Aggregate 1-3 Year Index 6 out of 8 years sense 2008

■ The Fund underperformed the Bloomberg Barclays U.S. Aggregate Index the first 4 years 

■ The Fund performed much better versus the Bloomberg Barclays U.S. Aggregate Index the past four years out 
performing once, performing equally as well once, under performing significantly once and slightly under 
performing once

■ The last 4 years the general market returns have become more erratic while we have been more consistent

Annual Performance (%)

2016 2015 2014 2013 2012 2011 2010 2009

FPA New Income 2.53 0.15 1.32 0.67 2.18 2.23 3.18 2.89
Bloomberg Barclays U.S. 
Agg Bond Index 2.65 0.55 5.97 -2.02 4.21 7.84 6.54 5.93

Bloomberg Barclays U.S. 
Agg 1-3 Year Bond Index 1.31 0.66 0.82 0.64 1.33 1.73 2.62 5.00

Calculated using Morningstar Direct. Periods greater than one year are annualized.

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. Past performance is no guarantee of future results and current
performance may be higher or lower than the performance shown. Current month-end performance data may be obtained at www.fpafunds.com or
by calling toll-free, 1-800-982-4372. A redemption fee of 2% will be imposed on redemptions within 90 days. The Fund’s expense ratio as indicated in
its most recent prospectus is 0.49%. Please refer to the end of the presentation for important disclosures.
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The Tale of Two Cities – employment and wages
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Source: Bianco Research, L.L.C. “Newsclips” dated 1/6/2017.
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The Tale of Two Cities – employment and wages
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Source: Deutsche Bank Market Research “US Fixed Income Weekly” dated 12/16/2016.
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The Tale of Two Cities – employment and wages
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Source: Mizuho Securities USA Inc. “Slides on Average Hourly Earnings vs Hours worked” presentation dated January 2016.
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The Tale of Two Cities – employment and wages
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Source: Mizuho Securities USA Inc. “Slides on Average Hourly Earnings vs Hours worked” presentation dated January 2016.
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The Tale of Two Cities – employment and wages
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Source: Mizuho Securities USA Inc. “Slides on Average Hourly Earnings vs Hours worked” presentation dated January 2016.
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Long-term perspective on interest rates
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Source: Bank Underground (BOE Blog) “Venetians, Volcker and Value-at-Risk: 8 centuries of bond market reversals” dated 1/4/2017, accessed 1/19/2017. Historical interest 
rates data is based on  “A History of Interest Rates”  by Sidney Homer and Richard Sylla. 
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10-year Treasury yield trend during current bond bull market 
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Source: Board of Governors of the Federal Reserve System accessed 1/23/2017.
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The Tale of two Cities – 10-year Treasury yield
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Source: Bloomberg. As of 12/31/16 downloaded 1/11/2017.

Election Day
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■ Year-over-year nominal GDP growth minus the yield on the 10-year Treasury note
less than historical mean but not significantly overvalued unless nominal GDP increases 

10-year Treasury versus nominal GDP past 50 years
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Source: Bloomberg. As of 12/31/16 downloaded 1/23/2017.
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The Tale of Two Cities – fixed income capital markets
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■ The worlds largest capital markets trading floor circa 2008

Source: Bianco Research, L.L.C. “Newsclips” dated 12/21/2016.
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The Tale of Two Cities – fixed income capital markets

23

■ The worlds largest capital markets trading floor circa 2016

Source: Bianco Research, L.L.C. “Newsclips” dated 12/21/2016.
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Source: Deutsche Bank Market Research “US Fixed Income Weekly” dated 12/16/2016.

The Tale of Two Cities – fixed income capital markets

First Pacific Advisors, LLC



25

The Tale of Two Cities – fixed income capital markets

Source: Bianco Research, L.L.C. “Newsclips” dated 12/21/2016.
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Source: BCA Research “Seven Fixed Income Themes For 2017” report dated 12/20/2016.

Real yields and inflation expectations
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Source: BCA Research “Seven Fixed Income Themes For 2017” report dated 12/20/2016. 

Real yields and inflation expectations

First Pacific Advisors, LLC



28

Real yields and inflation expectations

Source: Bianco Research, L.L.C. “Newsclips” dated 1/9/2017.
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Real yields and inflation expectations

Source: Bianco Research, L.L.C. “Newsclips” dated 12/22/2016.
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Performance and Portfolio Update
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FPA New Income portfolio contribution to return

Q4 2016 YTD 12/31/2016

Average 
Weight (%)

Contribution 
to return (%)

Average 
Weight (%)

Contribution 
to return (%)

ABS 47.16 0.14 42.69 0.87
Auto Subprime 19.81 0.05 19.52 0.40
Auto Prime 1.57 0.00 1.44 0.02
Other 20.08 0.08 16.31 0.36
Credit Card 5.72 0.00 5.42 0.08

CMO 12.96 0.04 14.68 0.63
Non-Agency 10.37 0.06 11.28 0.51
Agency 2.60 -0.03 3.40 0.11

CMBS 16.83 -0.15 17.25 -0.07
Stripped 11.72 -0.20 11.83 -0.26
Non-Agency 4.94 0.05 5.17 0.18
Agency 0.17 0.00 0.25 0.01

Mortgage Pass-Through 3.48 -0.00 4.03 0.06
Municipal 0.42 0.01 0.60 0.04
Treasury 4.38 -0.06 3.72 -0.01
Cash and equivalents 7.88 0.00 9.27 0.03
MBS Stripped 0.74 0.01 0.82 -0.02
Corporate High Yield 6.15 0.43 6.94 1.49

Bank Debt 2.76 0.09 2.57 0.26
Corporate Bonds 3.39 0.35 4.37 1.23

Total 100.00 0.41 100.00 3.01

Source: Factset. The Fund’s sector performance is presented gross of investment management fees, transactions costs, and Fund operating expenses, which if included, would 
reduce the returns presented. Past performance is no guarantee of future results. Please refer to the end of the presentation for important disclosures.
. 
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FPA New Income portfolio characteristics 
as of December 31, 2016
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Sector % Held (MV) Maturity 
(Years)

Yield to Worst 
(%)

Effective Duration 
(Years)

Nominal Spread 
(Bps)

Cash & equivalents 9.62% 0.33 0.73 0.34 36

U.S. Government 2.96% 3.71 1.68 3.58 5

Treasury 2.96% 3.71 1.68 3.58 5

Credit 6.18% 3.26 6.18 1.29 465

Corporate 6.18% 3.26 6.18 1.29 465

Municipal 0.27% 0.95 4.53 0.81 361

Securitized 80.97% 1.97 2.69 1.27 176

Mortgage Pass-Through 3.39% 1.35 1.39 1.36 43

Mortgage Backed (CMO) 13.16% 1.99 2.08 1.78 213

ABS 47.84% 1.43 2.35 0.95 136

CMBS 5.17% 1.76 4.42 0.75 336

Stripped Mortgage-Backed 11.41% 4.48 4.42 2.23 266

Total as of 12/31/16 100.00% 1.94 2.69 1.25 176

Total as of 9/30/16 100.00% 1.84 2.58 1.30 198

Source: FactSet. Portfolio composition will change due to ongoing management of the Fund. As of December 31, 2016, the SEC yield was 2.99%. This calculation begins with
the Fund’s dividend payments for the last 30 days, subtracts Fund expenses and uses this number to estimate the Fund’s yield for a year. The SEC yield is based on the price of
the Fund at the beginning of the month. The income yield stated here reflects prospective data and thus assumes that payments collected by the Fund may fluctuate.
Past performance is no guarantee of future results. Please refer to the end of the presentation for important disclosures. 
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FPA New Income duration protection
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As of December 31, 2016.
Impact of rate change on the Fund's bond holdings assuming all positions are held for 12-months. The Fund’s performance is presented gross of investment management 
fees, transactions costs, and Fund operating expenses, which if included, would reduce the returns presented. 
Past performance is no guarantee of future results. Please refer to the end of the presentation for important disclosures. 
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FPA New Income portfolio breakdown by quality 

Source: FactSet. Please refer to the end of the presentation for important disclosures.
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% of Portfolio Held 9/30/16 12/31/16

AAA 70.14 69.94

AA 11.71 10.05

A 0.57 1.42

BBB 0.55 0.43

BB 2.04 3.56

B & Below 4.44 3.59

Non-rated 10.55 11.01

First Pacific Advisors, LLC



FPA New Income allocation changes

As of December 31, 2016As of September 30, 2016
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Source: FactSet. Portfolio composition will change due to ongoing management of the Fund. Please refer to the end of the presentation for important disclosures.
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ABS investment allocation: Collateralized Loan Obligation

Source: Bloomberg, Credit Suisse, FPA. As of 12/31/16. The Fund’s CLO holdings represented 6.4% of the portfolio as of 12/30/16 and had a weighted average yield and
weighted average life of 3.30% and 3.05 years, respectively.
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Collateralized Loan Obligation investment process

■ A collateralized loan obligation (“CLO”) is a debt instrument secured primarily by 1st lien leveraged loans

‒ Due to the recent upward move in LIBOR, static yields on CLOs now compare favorably to other parts of the ABS market

■ Most of the CLOs held by FPNIX are front-pay AAA CLOs with WALs in the 1.5-3.0 year range

■ In addition to credit support, AAA CLOs benefit from excess spread

■ FPA peak loss scenario assumes peak 7-year leveraged loan market cumulative default rate of ~42% and 

collateral recovery rate of 65% (approximate historical average)

■ FPA investment process also includes detailed review of underlying collateral, trustee reports, and bond 

indentures

First Pacific Advisors, LLC



ABS investment allocation: Collateralized Loan Obligation
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Collateralized Loan Obligation investment process

Sample AAA CLO Held By FPNIX

Tranche Original 
Balance ($) S&P Rating Coupon WAL Years (1)

Credit 
Enhancement 

(2)

FPA Loss 
Coverage (3)

A1A 119,000 AAA 3M LIBOR + 1.33% 2.35 44% 2.96x
A1B (4) 125,000 AAA 3M LIBOR + 1.85% 2.35 44% 2.96x
A2A 21,000 AA 3M LIBOR + 1.85% 4.22 30% 2.04x
A2B (5) 33,000 AA 4.051% 4.22 30% 2.04x
B 30,000 A 3M LIBOR + 2.65% 4.78 23% 1.53x
C 23,000 BBB 3M LIBOR + 3.25% 5.35 17% 1.14x
D 18,000 BB 3M LIBOR + 4.75% 5.89 12% 0.83x

Total Bonds 369,000 

Subordinated Notes/Equity 49,000 
Total Capitalization 418,000 

Portfolio Par Value (6) 395,660 
Less: FPA Peak Loss (7) (58,716)

FPA Downside Case Collateral Value 336,944 

(1) Assumes 20% CPR for prepayment speed, in line with industry convention and historical experience.
(2) Credit enhancement equals (i) sum of all lower rated tranches and subordinated notes/equity divided by (ii) portfolio par 
value.
(3) FPA loss coverage equals credit enhancement divided by peak loss.
(4) The A1B tranche is pari passu with the A1A tranche, but has a step-up coupon feature.  The coupon on the bond at issue was L+1.10% and progressively 
stepped up to L+1.85% as of the latest payment date.
(5) The A2B tranche is pari passu with the A2A tranche, but was issued as a fixed rate bond.
(6) Per Bloomberg data as of November 2016.
(7) Equal to the product of (i) cumulative default rate of ~42% and (ii) loss severity on defaulted collateral of 35%.

Source: Bloomberg, Credit Suisse, FPA. As of 12/31/16. The Fund’s CLO holdings represented 6.4% of the portfolio as of 12/30/16 and had a weighted average yield and
weighted average life of 3.30% and 3.05 years, respectively.
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Question & Answer
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Performance
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Annual Performance (%)

2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001

FPA New Income 2.53 0.15 1.32 0.67 2.18 2.23 3.18 2.89 4.31 6.02 4.79 1.57 2.60 8.32 4.52 12.33
Bloomberg Barclays U.S. 
Agg Bond Index 2.65 0.55 5.97 -2.02 4.21 7.84 6.54 5.93 5.24 6.97 4.33 2.43 4.34 4.10 10.26 8.44

CPI + 100 3.12 1.68 1.70 2.56 2.80 4.09 2.46 3.84 0.98 5.15 3.55 4.37 4.38 3.06 3.51 2.62

Bloomberg Barclays U.S. 
Agg 1-3 Year Bond Index 1.31 0.66 0.82 0.64 1.33 1.73 2.62 5.00 4.62 6.73 4.34 1.82 1.44 2.42 6.29 8.77

2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 1989 1988 1987 1986 1985

FPA New Income 9.32 3.39 3.86 8.31 7.12 14.36 1.46 10.17 11.12 18.80 8.38 12.22 8.55 7.83 10.76 21.31
Bloomberg Barclays U.S. 
Agg Bond Index 11.63 -0.82 8.69 9.65 3.63 18.47 -2.92 9.75 7.40 16.00 8.96 14.53 7.89 2.76 15.26 22.10

CPI + 100 4.47 3.71 2.63 2.72 4.41 3.56 3.63 3.84 4.00 4.01 7.32 5.69 5.46 5.38 2.20 4.83

Bloomberg Barclays U.S. 
Agg 1-3 Year Bond Index 8.15 3.32 6.83 6.68 5.19 11.00 0.62 NA NA NA NA NA NA NA NA NA

Calculated using Morningstar Direct.

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. Past performance is no guarantee of future results and current 
performance may be higher or lower than the performance shown. Current month-end performance data may be obtained at www.fpafunds.com or 
by calling toll-free, 1-800-982-4372. A redemption fee of 2% will be imposed on redemptions within 90 days. The Fund’s expense ratio as indicated in 
its most recent prospectus is 0.49%. Please refer to the end of the presentation for important disclosures. 

First Pacific Advisors, LLC



Important Disclosures
These slides are intended as supplemental material to the 4th Quarter 2016 New Income audio presentation that is posted on our
website at www.fpafunds.com.

It is important to understand that the views expressed on these slides and in the accompanying audio presentation are as of the date presented
(January 24, 2017) 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, and any
information provided is not a sufficient basis upon which to make an investment decision. The information provided does not constitute, and
should not be construed as, an offer or solicitation with respect to any securities, products or services discussed. 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.

Not authorized for distribution unless preceded or accompanied by a current prospectus.

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. The Fund’s expense ratio as of most
recent prospectus is 0.49%. A redemption fee of 2% will be imposed on redemptions within 90 days. Current month-end performance
data may be obtained by calling toll-free, 1-800-982-4372.

Portfolio composition will change due to ongoing management of the Fund. References to individual securities are for informational purposes
only and should not be construed as recommendations by the Fund, the Portfolio Managers, or the Distributor. It should not be assumed that
future investments will be profitable or will equal the performance of the security examples discussed. The portfolio holdings as of the most
recent quarter-end may be obtained at www.fpafunds.com.

Thomas Atteberry and Abhijeet Patwardhan have been portfolio managers in this strategy since November 2004 and November 
2015, respectively, and manage the strategy in a manner that is substantially similar to the prior portfolio manager, Robert Rodriguez. Mr. 
Rodriguez ceased serving as the strategy’s portfolio manager effective December 2009.

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 securities of smaller, less well-known companies can
be more volatile than those of larger companies.

40
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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 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 principle 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 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 higher-rated investments. High yield securities can be volatile and subject to much higher instances of default. The
Fund may experience increased costs, losses and delays in liquidating underlying securities should the seller of a repurchase agreement
declare bankruptcy or 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.

The Fund may purchase non-US securities, which are subject to interest rate, currency exchange rate, economic and political risks.

Indices are unmanaged, do not reflect transaction costs, investment management fees or other fees and expenses that would reduce
performance in an actual account, and not available for direct investment. It is not possible to invest directly in an index. The account had held,
and is expected to continue to hold, underlying securities that are not included in the benchmark and FPA makes no representation that the
account is comparable to the benchmark in composition or element of risk involved.

Investing in alternative investments is only intended for experienced and sophisticated investors who are willing to bear the economic risks
associated with such an investment. Certain of these risks include:

• loss of all or a substantial portion of the investment due to leveraging, short-selling, or other speculative practices;
• lack of liquidity in that is no secondary market for an investor’s interest in the fund;
• volatility of returns;
• restrictions on transferring interests in the fund;
• absence of information regarding valuations and pricing;
• complex tax structures and delays in tax reporting;
• less regulation and higher fees than mutual funds; and
• risks associated with the operations, personnel and processes of the underlying fund managers
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Index Definitions

Bloomberg Barclays Aggregate 1-3 Year Index provides a measure of the performance of the US investment grade bonds market, which
includes investment grade US 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 US dollars and must be fixed rate, nonconvertible, and taxable.

Bloomberg Barclays Aggregate Index provides a measure of the performance of the US investment grade bonds market, which includes
investment grade US 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 US dollars and must be fixed rate, nonconvertible, and taxable.

Bloomberg Barclays ABS Index is the ABS component of the U.S. Aggregate index. The index includes pass-through, bullet and controlled
amortization structures.

Bloomberg Barclays CMBS Index is the CMBS component of the Barclays U.S. Aggregate Index.

Bloomberg Barclays U.S. Corporate High Yield Index measures the market of USD-denominated, non-investment grade, fixed-rate, taxable
corporate bonds.

Bloomberg Barclays U.S. Corporate Index invests in publicly issued U.S. corporate and specified foreign debentures and secured notes that
meet the specified maturity, liquidity, and quality requirements.

Morningstar Bond Categories

The Nontraditional Bond category contains funds that pursue strategies divergent in one or more ways from conventional practice in the
broader bond fund universe. Many funds in this group describe themselves as "absolute return" portfolios, which seek to avoid losses and
produce returns uncorrelated with the overall bond market; they employ a variety of methods to achieve those aims. Another large subset are
self described "unconstrained" portfolios that have more flexibility to invest tactically across a wide swath of individual sectors, including high
yield and foreign debt, and typically with very large allocations. Funds in the latter group typically have broad freedom to manage interest rate
sensitivity, but attempt to tactically manage those exposures in order to minimize volatility. The category is also home to a subset of portfolios
that attempt to minimize volatility by maintaining short or ultra short duration portfolios, but explicitly court significant credit and foreign bond
market risk in order to generate high returns. Funds within this category often will use credit default swaps and other fixed income derivatives to
a significant level within their portfolios.
First Pacific Advisors, LLC



43

Important Disclosures (continued)

Morningstar Bond Categories (continued)

Intermediate-term bond portfolios invest primarily in corporate and other investment-grade US fixed-income issues and typically have durations
of 3.5 to 6.0 years. These portfolios are less sensitive to interest rates, and therefore less volatile, than portfolios that have longer durations.
Morningstar calculates monthly breakpoints using the effective duration of the Morningstar Core Bond Index in determining duration
assignment. Intermediate-term is defined as 75% to 125% of the three-year average effective duration of the MCBI.

Short-term bond portfolios invest primarily in corporate and other investment-grade U.S. fixed-income issues and typically have durations of 1.0
to 3.5 years. These portfolios are attractive to fairly conservative investors, because they are less sensitive to interest rates than portfolios with
longer durations. Morningstar calculates monthly breakpoints using the effective duration of the Morningstar Core Bond Index in determining
duration assignment. Short-term is defined as 25% to 75% of the three-year average effective duration of the MCBI.

Long-term bond portfolios invest primarily in corporate and other investment-grade US fixed-income issues and typically have durations of more
than 6.0 years. Because of their long durations, these portfolios are exposed to greater interest-rate risk. Morningstar calculates monthly
breakpoints using the effective duration of the Morningstar Core Bond Index in determining duration assignment. Long-term is defined as 125%
of the three-year average effective duration of the MCBI.

World-bond portfolios invest 40% or more of their assets in foreign bonds. Some world-bond portfolios follow a conservative approach, favoring
high-quality bonds from developed markets. Others are more adventurous and own some lower-quality bonds from developed or emerging
markets. Some portfolios invest exclusively outside the US, while others regularly invest in both US and non-US bonds.

High-yield bond portfolios concentrate on lower-quality bonds, which are riskier than those of higher-quality companies. These portfolios
generally offer higher yields than other types of portfolios, but they are also more vulnerable to economic and credit risk. These portfolios
primarily invest in US high-income debt securities where at least 65% or more of bond assets are not rated or are rated by a major agency such
as Standard & Poor's or Moody's at the level of BB (considered speculative for taxable bonds) and below.

Bank-loan portfolios primarily invest in floating-rate bank loans instead of bonds. In exchange for their credit risk, these loans offer high interest
payments that typically float above a common short-term benchmark such as the London Interbank Offered Rate, or LIBOR.

Emerging-markets bond portfolios invest more than 65% of their assets in foreign bonds from developing countries. The largest portion of the
emerging-markets bond market comes from Latin America, followed by Eastern Europe. Africa, the Middle East, and Asia make up the rest.

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

Glossary of Terms appears on the following pages
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ABS (Asset Backed Securities): financial securities backed by a loan, lease or receivables against assets other than real estate and mortgage-
backed securities.

Average Maturity:  is a measure of maturity that takes into account the possibility that a bond might be called back to the issuer. For a portfolio 
of bonds, average maturity is the weighted average of the maturities of the underlying bonds. 

B is the second rating down from the highest non-investment grade rating, regarded as speculative. 

BB is the next rating down from the highest non-investment grade rating, regarded as speculative. 

Bps (Basis Points): a unit that is equal to 1/100th of 1%, and is used to denote the change in a financial instrument.

Bull Market is a financial market of a group of securities in which prices are rising or are expected to rise. 

CCC is the third rating down from the highest non-investment grade rating, regarded as highly speculative. 

CMBS (Commercial Mortgage Backed Security):  a mortgage-backed security backed by commercial mortgages rather than residential 
mortgages.

CMO (Collateralized Mortgage Obligation): a mortgage-backed, investment-grade bond that separates mortgage pools into different maturity 
classes.

Coupon: The interest rate stated on a bond when it's issued. The coupon is typically paid semiannually.

CPI + 100 is a measure of the consumer price index (CPI) plus an additional 100 basis points

Duration is a measure of the sensitivity of the price (the value of principal) of a fixed-income investment to a change in interest rates.

Effective Duration: the duration calculation for bonds with embedded options. Effective duration takes into account that expected cash flows will 
fluctuate as interest rates change.

Exchange traded fund (ETF) is a marketable security that tracks an index, a commodity, bonds, or a basket of assets like an index fund. Unlike 
mutual funds, an ETF trades like a common stock on a stock exchange. 

Forward price to earnings (forward P/E) is a measure of the price-to-earnings (P/E) ratio using forecasted earnings for the P/E calculation. 
While the earnings used are just an estimate and are not as reliable as current earnings data, there is still benefit in estimated P/E analysis. 
The forecasted earnings used in the formula can either be for the next 12 months or for the next full-year fiscal period.

GNMA: Government National Mortgage Association
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High Yield (HY) bond is a high paying bond with a lower credit rating than investment-grade corporate bonds, Treasury bonds and municipal 
bonds. Because of the higher risk of default, these bonds pay a higher yield than investment grade bonds.

Investment Grade (IG)  is a rating that indicates that a municipal or corporate bond has a relatively low risk of default. 

Maturity: The period of time for which a financial instrument remains outstanding.

Mortgage Pass-Through: a security representing a direct interest in a pool of mortgage loans.

MV (Market Value)

Nominal Spread: the spread, expressed in percent or basis points, that when added to the yield at one point on the Treasury yield curve equals 
the discount factor that will make a security’s cash flows equal to its current market price. 

NBER: the National Bureau of Economic Research.

OAS (Option Adjusted Spread)  is a measurement of the spread of a fixed-income security rate and the risk-free rate of return, which is 
adjusted to take into account an embedded option. 

Personal consumption expenditures (PCE), or the PCE Index, measure price changes of consumer goods and services.

Real real yield is the nominal yield of a bond minus the rate of inflation. 

Risk-free rate of return is the theoretical rate of return of an investment with zero risk. The risk-free rate represents the interest an investor 
would expect from an absolutely risk-free investment over a specified period of time.

RMBS (Residential Mortgage Backed Securities): mortgage-backed securities backed by residential mortgages.

Sharpe Ratio measures risk-adjusted performance. The Sharpe ratio is calculated by subtracting the risk-free rate - such as that of the 10-year 
U.S. Treasury bond - from the rate of return for a portfolio and dividing the result by the standard deviation of the portfolio returns. 

Sortino Ratio differentiates between good and bad volatility in the Sharpe ratio. This differentiation of upwards and downwards volatility allows 
the calculation to provide a risk-adjusted measure of a security or fund's performance without penalizing it for upward price changes.

Standard deviation is a measure of the dispersion of a set of data from its mean; more spread-apart data has a higher deviation.

Treasury inflation protected securities (TIPS) refer to a treasury security that is indexed to inflation in order to protect investors from the 
negative effects of inflation. 
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Turnover Ratio is the percentage of a mutual fund or other investment vehicle's holdings that have been "turned over" or replaced with other 
holdings in a given year.

S&P 500 Index: An index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. The S&P 500 is designed 
to be a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe.
Spread-to-Worst: the difference in overall returns between two different classes of securities, or returns from the same class, but different 
representative securities. 

Stripped Mortgage-Backed Securities: a trust comprised of mortgage-backed securities which are split into principal-only strips and interest-
only strips.

Weighted Average Life: the average number of years for which each dollar of unpaid principal on a loan or mortgage remains outstanding. 

Yield-to-Maturity:  the rate of return anticipated on a bond if held until the end of its lifetime. YTM is considered a long-term bond yield 
expressed as an annual rate. The YTM calculation takes into account the bond’s current market price, par value, coupon interest rate and time 
to maturity. It is also assumed that all coupon payments are reinvested at the same rate as the bond’s current yield.

Yield-to-Worst: the lowest amount that an investor will make from a bond, computed by using the lower of the yield to maturity and the yield to 
call on every call date.
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