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

You should consider FPNIX and/or FPFIX (each a “Fund”, and collectively the “Funds”) 

investment objectives, risks, and charges and expenses carefully before you invest. The 

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

the prospective investor. Please read the Prospectus carefully before investing.  

 

This transcript must be preceded or accompanied by a prospectus for the Funds. The 

prospectus for FPNIX dated January 28, 2022, and supplement dated March 31, 2022 

can be accessed at: https://fpa.com/request-funds-literature. The prospectus for FPFIX 

dated April 29, 2022 can be accessed at: https://fpa.com/request-funds-literature. The 

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

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

writing. 

 
(00:00:12) 

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

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

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

  During the presentation, we will have a question and answer 

session. You can ask text questions at any time by locating the Q&A box, 

and type your question, and click New Question to submit. If you are 

experiencing technical issues, as a best practice, we suggest you refresh 

your browser. 

https://fpa.com/request-funds-literature
https://fpa.com/request-funds-literature
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  It is now my pleasure to turn today’s program over to Kristina 

Surkova. Kristina, the floor is yours. 

Kristina: Thank you. Good afternoon and thank you for joining us today. We would 

like to welcome you to FPA New Income and FPA Flexible Fixed Income 

Funds’ First Quarter 2022 Webcast. My name is Kristina Surkova, and I 

am relationship manager for the funds. 

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

made available on our website FPA.com. 

  In just a moment, you will hear from portfolio managers Tom 

Atteberry and Abhi Patwardhan, and members of the Fixed Income 

investment team. 

  Tom Atteberry is a partner at FPA and joined the firm in 1997. Tom 

has been a portfolio manager of FPA New Income, Inc. since 2004 and 

the portfolio manager for FPA Flexible Fixed Income Fund since its 

inception in December 2018. 

  Abhi Patwardhan is a partner at FPA and has been with the firm 

since 2010. He has been Director of Research for FPA New Income since 

April 2015 and portfolio manager for the Fund since November 2015. He 

has served as portfolio manager for Flexible Fixed Income Fund since its 

inception in December 2018. 

(00:02:11) 
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  As part of today’s agenda, Tom and Abhi will discuss the highlights 

for both funds, provide portfolio commentary, commentary on the markets, 

review performance and portfolio activity, and then will open it up to 

question and answers. And now, over to you, Abhi. 

Abhijeet: [Please reference slide 5] Thank you, Kristina, and thank you to everyone 

for joining us today. During today’s webcast, we’ll provide some 

background on what's been happening in the market over the past few 

months. The short story is that we’re in the midst of the worst bond market 

in at least 40 years. That’s primarily been due to a significant increase in 

the risk-free rates. Throughout this tumult, FPA New Income and FPA 

Flexible Fixed Income have outperformed their peers and respective 

benchmarks. 

  There are a couple of things we hope our investors will take away 

from our comments today. Both FPA New Income and FPA Flexible Fixed 

Income now have a higher yield and [we believe] are more protected 

against rising interest rates, and there is potentially additional yield from 

our exposure to floating rate bonds. [In our opinion] [t]oday’s higher yield 

environment means that bonds are meaningfully more attractive now, and 

that creates an opportunity for us to enhance the long-term return profile 

of both funds. And to underscore that last point, both Tom and I have 

personally invested more of our own personal money into both funds. 
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  [Please reference slide 6] Let’s start with a reminder on the 

objectives of the two funds. FPA New Income Fund, shown in the middle, 

seeks a positive return over a rolling 12-month period, and a long-term 

return of CPI plus 100 basis points over a rolling 5-year period. New 

Income has, by and large, a high-quality strategy, which means that we 

have to have at least 75% of the assets in investments that are rated 

single A or higher. On the other end of the spectrum, we can—but we 

don’t have to—have up to 25% of the portfolio in investments rated BBB or 

lower, which we refer to as credit. In fact, as we’ll see later, we currently 

only have 9% of the portfolio in credit. We don’t use leverage to juice 

returns, we don’t use derivatives to gain exposures, and we generally 

operate on a buy-and-hold basis.1 

  FPA Flexible Fixed Income, shown on the right, seeks a positive 

return over a rolling 3-year period, and a longer-term return of CPI plus 

200 basis points over a rolling 5-year period. This strategy is more 

opportunistic with respect to credit. We can—but we don’t have to—have 

up to 75% of the assets in investments rated BBB or lower, which also 

means that we have to have at least 25% of the assets in investments 

                                                 
1 Portfolio composition will change due the ongoing management of the FPA New Income Fund, Inc. 
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rated single A or higher. This strategy also does not use leverage to juice 

returns, and also generally operates on a buy-and-hold basis. 

 [Please reference slide 7] The first section of our webcast used to be 

called market commentary or something like that. We’ve retitled it today as 

“Observations”. And at the risk of being too cute, we’ve made it cloudy and 

a bit hard to see. We’re trying to emphasize that we have limited visibility 

into the future and, specifically, we have limited visibility into what the 

market will do. 

  But it’s not just us; everyone has limited visibility, yet a lot of people 

speak as if they can clearly see what the future holds, and so they make 

predictions on where interest rates will go, and then they use your money 

to make their bets. The reality is, it’s hard to get those bets right. And even 

if you get it right, it’s hard to do so consistently. 

  We have been upfront with our investors that we don’t have a view 

on what will happen in the future. We don’t have macroeconomic views, 

we don’t have a view on rates and where they are going, and we don’t 

have a view on where the market is going. At best, we have informed 

opinions, but we would never bet your money, and ours, on those 

opinions. And the reason is, because we are trying to achieve repeatable, 

consistent results. 

(00:06:01) 
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  So in this section, we’ll tell you what we can see. But because we 

have limited visibility on what the future holds, we invest in a way that tries 

to [preserve capita] on the downside. 

  The reason we invest with a focus on [preserving capital] is that 

bonds generally don’t have much upside potential so it’s important to try to 

protect against bad outcomes because those bad outcomes almost 

inevitably happen. We are focused on downside protection when it comes 

to whether our bonds will be repaid in the long term, and we are focused 

on downside protection when it comes to mark-to-market risk in the short 

term. 

  On that latter point, let’s discuss what's been going on in the short 

term. We will orient these comments around New Income but thematically, 

much of this applies to Flexible Fixed Income as well. 

 [Please reference slide 8] These are three headlines from the past few 

months discussing inflation, war, and the bond market. They're a pretty 

good summary of the past few months, but they also serve as a reminder 

of why we don’t invest based on macroeconomic predictions. It’s too 

unpredictable. Let’s look at the details. 

 [Please reference slide 9] The bond market has had a terrible start to the 

year. In fact, this quarter was one of the worst markets for bonds ever. 

This slide is just one measure of that. This slide shows quarterly returns 
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for 10-year Treasury bonds going back to the late 1800s. At least since 

the Civil War, 10-year Treasuries have only had worse quarters in 1931 

and the early 1980s. And it wasn’t just long maturity Treasuries that had a 

bad quarter. Short maturity bonds had a terrible quarter too. 

 [Please reference slide 10] The lines on this chart show the path of year-

to-date returns for 2-year Treasury bonds for every year since 1976. 

Based on where most of these lines end up on the right side of this chart, 

it’s very rare for 2-year Treasuries to lose money over the course of a 

year. But it happened last year, as shown by the red line. And the black 

line shows that the two-year Treasury this year is setting records—in a 

bad way—for year-to-date returns, with 2-year Treasuries having lost 

3.3% already this year through April. This is the worst start to the year for 

short maturity Treasury bonds in at least 45 years. 

(00:08:13) 

 [Please reference slide 11] And it wasn’t just Treasuries that had a bad 

quarter. Essentially, everything in Flexible Fixed Income had a bad 

quarter—short-duration bonds, investment grade bonds, high yield, TIPS, 

you name it. Almost nothing in fixed income made money this past 

quarter. 

  More broadly, at a high level, nothing in financial markets made 

money during the quarter. The table at the top left of this slide shows the 
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year-to-date returns for several broad financial asset classes. The best 

performing among these was the S&P 500, which lost 4.6%. Some other 

notable performances are the high yield index which lost 4.8%, and the 

aggregate bond index which lost almost 6%. 

  Looking at the bar chart, for each quarter, each bar shows the 

return for the best performing asset class that quarter. For example, this 

past quarter, on the far right, shows that the best performing asset class, 

the S&P 500, lost 4.6%. In one of the other quarters, the best performing 

asset class may have been something, but return on that asset class is 

shown. 

  As this chart shows, it’s been almost 30 years since all of these 

major asset classes lost money, like we saw this past quarter; and it’s 

been almost 40 years since the best performing asset class did as poorly 

as this quarter’s quote/unquote “winner” did. 

  Everything did poorly this past quarter because valuations of just 

about everything are tied to risk-free rates. And because risk-free rates 

were so low before this year, that means most everything was expensive 

leading up to this year.2 

                                                 
2 Past performance is no guarantee, nor is it indicative, of future results. 
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 [Please reference slide 12] So what happened with risk-free rates? Well, it 

went up. A lot. The story starts here with inflation. Inflation is a problem 

that is not going away quickly. As we see on this chart, inflation continues 

at a torrid pace. This charts shows CPI less food and energy prices on a 

year-over-year basis and a year-over-two-years-ago basis. Regardless of 

how you look at it, prices continue to increase at a rapid clip. We've 

excluded food and energy, but when food and energy prices are 

increasing as much as they are, it can’t be ignored, since they serve as a 

regressive tax on consumers, which is not good for economic growth. 

(00:10:25) 

  Then Russia invaded Ukraine, which exacerbated the inflation 

situation by negatively impacting commodity supplies and spurring 

countries to localize supply chains on geopolitical concerns, a relative 

deglobalization if you will. 

 [Please reference slide 13] At the same time that inflation continues to run 

hot, US monetary policy was still very easy or stimulative. So the Fed had 

to aggressively pivot to a tighter monetary policy stance in an effort to 

control inflation. But not just tighter, much tighter. 

  This chart looks at the market’s expectations for the Fed funds rate. 

The blue and red bars show the cumulative number of rate hikes that the 

market expects at each date in the future. The blue bars represent the 
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market’s expectations for the number of Fed hikes as of December 2021, 

and the red bars represent the market’s expectations for the number of 

Fed hikes as of March 2022. Each hike is assumed to be 25 basis points. 

The blue bars show that as of the end of 2021, the market expected the 

Fed to hike three times over the course of 2022. 

  In March, the Fed released updated projections for the Fed funds 

rate—in essence, their plan for how they expect to tighten monetary 

policy. Those projections led to a dramatic change in expectations. The 

red bars show that as of the end of 2022—excuse me, as of the end of 

March 2022—the market expected over eight hikes by the end of 2022. So 

the market went from expecting three hikes to expecting over eight hikes. 

(00:12:01) 

  The green and purple lines show what these hikes mean for the 

expected Fed funds rate at each date in the future. As of December 2021, 

the market expected a Fed funds rate of 0.8% by the end of 2022. As of 

March 2022, the market was expecting a Fed funds rate of 2.4% by the 

end of 2022. As shown on the table at the bottom, that meant that the 

market went from pricing 75 basis points of increase in the Fed funds rate 

over the course of 2022 to pricing in 233 basis points of increase in the 

Fed funds rate. That’s a 158 basis points of additional increases that got 

priced into the market over just three months. That’s a big move. 
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  And on top of that, the Fed also began to outline its plans to reduce 

the size of its balance sheet. During the pandemic, the Fed bought bonds 

to stimulate the economy. Now, they're about to reduce those bond 

holdings, which will lead to hundreds of billions of dollars of bonds getting 

absorbed by the rest of the market.3 

 [Please reference slide 14] Together, the higher Fed funds rate 

expectations and planned reduction in the Fed’s bond holdings led to a 

dramatic increase in Treasury yields during the quarter. This chart shows 

the Treasury yield curve as of December 2021 and March 2022. In three 

months, yields on 2-3 year Treasuries increased by 155 to 160 basis 

points. Yields on 5-year Treasuries increased by 120 basis points, and 

yields on longer bonds increased by 55 to 100 basis points. To put this 

into context, the last time there was a quarterly yield increase in 2-year 

Treasuries of this magnitude was in 1984.4 

  We showed a second ago that the Fed funds rate expectations 

increased by about 160 basis points. Here we can see that short maturity 

Treasury yields increased by about 160 basis points. The market is pricing 

in the expected increases in the Fed funds rate. So whether or not yields 

on short maturity bonds continue to increase, stay where they are, or 

                                                 
3 Source: Board of Governors of the Federal Reserve System; 
https://www.federalreserve.gov/newsevents/pressreleases/monetary20220126c.htm  
4 Bloomberg. 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20220126c.htm
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decrease depends on what the market thinks the Fed is going to do with 

the Fed funds rate from here. 

(00:14:09) 

  Now, the interesting thing is that bond yields have increased by 

these amounts before. It’s not as if bond yields have never increased by 

160 basis points in three months. Depending on the maturity, it’s rare or 

uncommon for bond yields to increase by as much as they have, but it’s 

not unprecedented. 

  So why were bond returns so bad this quarter? The answer is 

valuation. Bonds were extremely expensive coming into this quarter. 

 [Please reference slide 15] This is one way to look at bond valuation. Here 

we show the price to earnings multiple on the 2-year Treasury. This is 

calculated as 1 divided by the yield. It’s the price you have to pay for a 

dollar of yield. As shown on the right, coming into the end of 2021 and the 

start of 2022, 2-year Treasury bonds had never been more expensive in 

over 40 years, and that was because of historically low yields. People 

were paying a crazy high price just to get yield. And don’t forget that these 

are bonds, so that yield isn't growing like it might if one were buying 

stocks. 

 [Please reference slide 16] This is a more detailed perspective on bond 

valuation. The green line shows the ratio of yield to duration for 2-year 
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Treasury bonds. That ratio is a way to measure how much protection you 

have against rising interest rates. When the ratio is higher, returns are 

better, all things being equal, because there's more yield to offset a 

decline in price caused by rising interest rates. 

  Coming into the quarter, this ratio was near its all-time low. Bonds 

had never offered so little compensation per unit of interest rate risk. The 

blue bars show historical quarterly changes in 2-year Treasury yields. We 

added a dashed blue line to help compare Q1 2022 to the past. As that 

blue line shows, the magnitude of this past quarter’s yield change is not 

unprecedented. It happened before in the Seventies and early Eighties, 

but it’s certainly rare. 

(00:16:01) 

  What is unprecedented is the valuation at which that yield change 

was applied. Never before has such a large increase in yield occurred at 

the same time that there's so little yield to begin with, to compensate by 

the decline in prices caused by higher yields. That is why bond returns 

were so bad this quarter. 

 [Please reference slide 17] To help understand the rest of the bond 

market, this is the same chart but for the 10-year Treasury. This chart is 

more telling about valuations because the dashed blue line shows that the 

change in 10-year Treasury yields we saw this last quarter is actually 
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pretty common. But again, what is uncommon is the valuation against 

which this yield change was applied. The green line, showing the ratio of 

yield to duration, shows that there was historically little yield available to 

compensate for duration risk. So when yields rose, 10-year Treasury 

bonds had a historically bad return. 

  But historically expected valuations should not have caught people 

off guard. This was something that people could see ahead of time, and it 

was just a question of whether or not they wanted to be involved. In fact, 

we pointed out last year how expensive bonds were, and tried to caution 

people that they should be aware of the duration risk in the market. 

  On our end, we chose not to be involved, and responded to the 

expensive market by positioning with the shorter duration. That decision to 

have a shorter duration was not based on relative value, and it was not 

based on where we thought rates were going to go because, as we 

mentioned at the start of this call, we don’t invest based on our prediction 

of where rates are going to go. The past few months underscore why we 

don’t do that. It’s just too hard to get the direction, magnitude and timing 

right, let alone do all three consistently. We have also felt that the upside 

versus downside in making those bets is not attractive, because you can 

have downside returns like we saw this past quarter, but the upside of 

getting those bets right isn't that exciting. Moreover, repeating a lousy 
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upside versus downside repeatedly, over many quarters, does not lead to 

good long-term results. 

(00:18:05) 

  [Please reference slide 18] Instead, we make our duration 

decisions using our absolute value approach to investing. We try to deliver 

to our investors a consistent upside versus downside return profile with 

respect to interest rate risk. As we've discussed many times in the past, 

we actively manage our duration by using our duration stress test as a 

guidepost. We try to buy bonds that we expect will have at least roughly a 

breakeven return or greater over a 12-month period, if we assume that 

yields increase by 100 basis points during that 12-month period. Notice 

that the timeframe of our test lines up with our 12-month positive return 

objective. 

  What this test ends up doing is embedding into the portfolio a 

cushion against rising interest rates. That cushion is generally around 100 

basis points of yield increase on individual bonds, which means that if 

rates increase by 100 basis points or less over 12 months, we generally 

make money on bonds before fees over 12 months. But because of how 

the portfolio ages over time, floating rate bond exposure and other factors, 

at the portfolio level, we oftentimes end up having much more cushion 

than 100 basis points. 
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  This slide shows the New Income portfolio level duration stress test 

from a year ago, in March 2021. The bars in this chart show an estimate of 

the portfolio’s return before fees over 12 months, based on the changes in 

benchmark yields shown on the x-axis. This chart assumes that the yield 

increases happen gradually over 12 months, and assumes that we don’t 

buy or sell anything. 

  As shown here on the right-hand side, the portfolio could have 

withstood over 200 basis points of increase in benchmark yields before 

going into negative return territory. In reality, using the 2-year Treasury as 

a proxy for short duration bond yields, yields ended up increasing by over 

218 basis points over the last year. So New Income’s return over the past 

12 months was minus 1.3%. However, because we had built some 

insulation against rising rates into the portfolio, our return was much better 

than the average short-term bond fund, which lost 2.7% over the last 12 

months, or the 1-3 Year Agg, which lost 2.9% over the last 12 months—

more than twice as much as New Income.5 

(00:20:22) 

 [Please reference slide 19] Similarly, this duration stress test for New 

Income—as of a quarter ago at the end of 2021, as of the beginning of this 

                                                 
5 Please see slide 2 for the historical performance of the FPA New Income Fund, Inc. Past performance is no 
guarantee, nor is it indicative, of future results. 
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past quarter, the portfolio [simulation shows the Fund would have positive 

returns before fees even with] a greater than 200 basis point increase in 

benchmark yields over 12 months. As shown here, benchmark yields have 

increased by around 160 basis points in three months. One way to think 

about this is that we've taken more than a year’s worth of yield increase in 

three months. So it makes sense that New Income’s return, like any other 

fixed income investment, is negative year-to-date. 

 [Please reference slide 20] But because we paid attention to valuation and 

tried to proactively protect against expensive bond prices, we were down 

much less than the rest of the market or other comparable investments. 

As this table shows, New Income was down 1.7% in the first quarter, 

much less than the short-term bond category average which was down 

2.9%, much less than the 1-3 Year Aggregate Bond Index which was 

down 2.5%, and much, much less than the overall Aggregate Bond Index, 

which was down 5.9%.  

  [Please reference slide 21] Now, the silver lining of higher yields 

and, consequently, lower bond prices is that bonds are now more 

attractive. Here we show the yield-to-worst implied real yield and spread 

on the Aggregate Bond Index. Focusing on the right-hand side, we can 

see the nominal bond yields are more appealing than they have been in 

years, though spreads are still low. 
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(00:22:05) 

 [Please reference slide 22] The same chart with the 1-3 Year Aggregate 

Bond Index tells a similar story for nominal yields on short duration bonds, 

which is that they are more attractive than they have been in years. 

Spreads have also increased, but the big driver of higher yields has been 

higher risk-free rates. 

  For context, the spreads on the types of highly rated short duration 

bonds that we typically buy have increased by about 10-60 basis points 

over the past few months, depending on the specific type of bond. Add 

that to the 150-160 basis point increase in short duration Treasury yields 

during the quarter, and that gets to 165-240 basis point increase in yields 

for highly rated short duration bonds, with the lion’s share of that yield 

increase coming from an increase in risk-free rates, not spread. 

 [Please reference slide 23] The impact of these higher yields is felt in two 

ways. The first is that New Income is now more attractive. As shown here, 

New Income has a yield-to-worst of 2.9% and a duration of 1.3 years. For 

reference, the yield-to-worst of New Income is about 150 basis points 

higher than it was three months ago, while the duration is slightly shorter 

than it was at the end of the year.6 New Income has a similar yield to the 

                                                 
6 As of December 31, 2021 FPA New Income Fund, Inc.’s Yield to Worst was 1.42% and it’s Effective Duration was 
1.39 years. 
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Aggregate Bond Index while taking on 20% of the duration risk. New 

Income has more yield than the 1-3 Year Aggregate Bond Index while 

taking on about two-thirds of that index’s duration risk. 

  On the right side of this chart, we show the ratio of yield to duration. 

This ratio can be used to approximate returns in a rising rate environment. 

A higher ratio means a better return when rates rise, all things being 

equal. New Income’s ratio is significantly higher than the broader market 

as measured by these two indices, which means that New Income should 

perform better than the market if rates continue to rise. 

(00:23:54) 

 [Please reference slide 24] And as shown here, New Income is not taking 

on a lot of credit risk to get a higher yield-to-worst. The left-hand side of 

this table shows that New Income’s credit exposure is 9.2% of the 

portfolio. Again, we define credit as anything BBB or lower. Viewed from 

the other direction, 91% of New Income is held in investments rated single 

A or higher, Treasuries, and cash and equivalents. So we have a portfolio 

that’s largely comprised of highly rated investments, which I don’t believe 

can be said about a lot of our short-term bond peers. 

 [Please reference slide 25] In addition, it’s important to note that 31% of 

New Income’s holdings are floating rate investments, the vast majority of 

which are highly rated bonds. This chart shows the market’s expectations 
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of where the SOFR [Secured Overnight Financing Rate] index will go. If 

you believe the market, we could see the coupons on our floating rate 

investments increase by 200 to 225 basis points during this year. That 

won’t all come at once, and is contingent on what the Fed ends up doing 

with respect to rate hikes. But it represents potential additional yield that’s 

not captured in the yield-to-worst and yield-to-duration ratio. So there 

could be additional yield and protectionagainst rising rates in the portfolio. 

Note that the Aggregate Bond Index and 1-3 Year Aggregate Bond Index 

do not have floating rate bonds.7 

 [Please reference slide 26] This is the current duration stress test for New 

Income as of March 31, 2022, using the same methodology discussed 

earlier. As shown on the right, over the next 12 months, the portfolio 

should be able to withstand a greater than 200 basis point increase in 

yields and still produce a negative [positive] return before fees. In fact, the 

portfolio should be able to withstand a greater than 400 basis point 

increase in yields and produce a positive total return before fees over the 

                                                 
7 Floating Rate Notes (FRNs) are fixed income securities that pay a coupon determined by a reference rate which 
resets periodically. As the reference rate resets, the payment received is not fixed and fluctuates overtime. FRNs are 
in demand among investors when it is expected that interest rates will increase. FRNs can be beneficial as they offer 
investors an opportunity to earn higher coupon payments should the reference rate rise. FRNs also offer lower duration 
than fixed rate notes which protects value in a rising rate environment. FRNs present risk if interest rates decrease, 
which would result in lower coupon payments. All payments on FRNs are subject to the creditworthiness of the issuer. 
(Source: RBC Capital Markets, An Overview of Floating Rate Notes,  
https://www.rbccm.com/assets/rbccm/docs/expertise/fixed-income/us/rbc-floating-rate-notes-fact-sheet.pdf.) 
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next 12 months, keeping in mind that this assumes that we don’t do 

anything with the portfolio. 

  Part of the reason the return profile of New Income has increased 

so much over the quarter is due to our bonds trading at lower prices. But a 

big part of the reason is the new investments that we have made to take 

advantage of more attractive yields. 

(00:26:00) 

  Which leads us to how we’re approaching the current market 

environment. To recap, yields are significantly higher now, but the vast 

majority of the yield increase is due to higher risk-free rates. In other 

words, this is not a situation where there's widespread concern that 

borrowers are not going to pay us back. This is not March 2020. 

  We mentioned earlier that our duration stress test [seeks to] build in 

protection against rising rates. Another output of our stress test is that it 

guides us to buy shorter duration bonds when yields fall and, conversely, 

buy longer duration bonds when yields increase because, with more yield, 

longer duration bonds will pass our duration stress test. 

  And conceptually, this approach makes sense. When yields are 

lower, duration is more expensive, and we should own less duration, i.e. 

we should buy shorter duration bonds. Last year, when yields were lower, 

we bought shorter duration bonds, and that put us in a good position for 
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the increase in yield we are now experiencing. Now that yields are higher, 

duration is cheaper so we should buy more duration, i.e. longer duration 

bonds. 

  But to that point, when the market gets cheaper—especially when 

it’s because of higher risk-free rates—we should lean into that opportunity 

because it improves the long-term return prospects of the Fund. For us, 

leaning in does not mean buying 30-year Treasuries, or even 10-year 

Treasuries. Rather, we are incrementally adding higher yielding, longer 

duration bonds by using our 100 basis point duration test as a guide. As 

yields increase incrementally longer bonds will pass our 100 basis point 

duration stress test and will become candidates for our portfolio. 

  As an example of how this works, in Q4 2021, we bought highly 

rated fixed rate bonds with an average duration of 2.1 years and a 1.1% 

yield. In the past three months, we bought similar types of bonds with an 

average duration of 2.2 years and a yield of 3%. It’s incremental but it 

meaningfully improves the portfolio. We’re adding duration in a prudent 

manner, with 100 basis points of cushion so it leaves the Fund with 

protection against rising rates if rates keep increasing. 

(00:28:13) 

  On the other hand, adding duration in the way that we do 

[potentially] leaves the Fund in a better position if rates end up decreasing, 
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because when yields decline, having more duration improves the 

[expected] total return. 

 [Please reference slide 27] Why might rates decrease? Well, the Fed’s 

aggressive tightening has put economists and the market on recession 

alert. One commonly used indicator of that is the shape of the yield curve, 

which people measure by looking at the difference between 10-year 

Treasury yields and 2-year Treasury yields, which is shown by the red line 

on this chart. Historically, when that difference becomes negative, which 

means that the yield curve is inverted, that has presaged a recession. As 

shown on this chart on the right-hand side, the red line was briefly 

negative, which means that the curve recently briefly inverted. If the Fed 

has to change course on this current policy because of a recession, and 

tighten less or not at all, that could cause rates to decline. And there's a 

precedent for such a policy reversal—in fact, a recent one. 

 [Please reference slide 28] The bars on this chart show the market’s 

expectations for Fed funds rate increases over the course of 2019. The 

blue bars show the market’s expectations as of September 2018, and 

show that as of September 2018, the market expected the Fed to hike two 

to three times over the course of 2019. Just three months later, by 

December 2018, the market expected the Fed to not raise rates at all in 

2019, as shown by the red bars. Three months after that, in March 2019, 
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the market expected the Fed to cut rates by the end of 2019, as shown by 

the [light blue] bars. So in the span of six months, there was a three to four 

hike swing in expectations. And keep in mind, this was not a COVID-

induced swing as this occurred seven to nine months before COVID was 

on people’s radar. Just like the sudden inversion of the yield curve, this is 

yet another example of how quickly expectations in markets can reverse 

course. 

(00:30:18) 

 [Please reference slide 29] Another reason rates might decrease is the 

bigger long-term picture, which is that for decades, the US economy, and 

really the developed world in general, have been in a disinflationary or 

even deflationary mode. During that time, as shown in this chart, assets 

with duration—as represented by the dark blue disinflation/deflation assets 

line—have performed well over the long run because of central banks’ 

stimulus efforts. 

  As we stated at the beginning of this presentation, we don’t know 

where the world is going to go, but it’s not clear that things have 

fundamentally changed with our economy such that we will be in an 

inflationary mode long term. Now, there are of course reasons to believe 

that we could be in an inflationary environment for some period of time, 

and the geographically driven—sorry, the geopolitically driven 
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nearsourcing of supply chains that we referenced earlier could be one 

reason. But again, that’s not clear. If it ends up being true that this is still a 

disinflationary economy long term, and rates are lower as a result, owning 

more duration [can be] better for returns than owning less, especially if 

you're doing it with [with the goal of] protecting against rising rates like we 

are. Again, we are not making a macro bet. We’re simply buying 

optionality on lower rates but we’re doing it [while seeking] protection 

against rising rates. 

 [Please reference slide 30] Having said that, our approach is not without 

risk because it’s hard to predict how much and how quickly rates could 

rise in the short term. We’ve tried to build protection against rising rates 

into our portfolio, but sometimes the market overwhelms even our 

disciplined and conservative approach. Our objective in the short term is 

to generate positive returns over a rolling 12-month period. 

(00:32:01) 

  This chart shows a history of our rolling 12-month returns. We are 

usually successful in generating positive rolling 12-month returns. In fact, 

we have been successful 99% of the time, literally. But we don’t always 

get there, because sometimes short-term market moves can overwhelm 

even our protective positioning. 
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  Nevertheless, positive returns or not, our limited short-term 

drawdowns are in service to the longer-term goal of delivering to our 

investors superior total returns with a smoother ride than the alternatives, 

and that’s really what we are ultimately aiming for.8 

 [Please reference slide 31] As you can see on this next chart, we’ve been 

able to deliver more cumulative total return to [FPA New Income] investors 

than other short-term bond funds, or the 1-3 Year Aggregate Bond Index, 

despite not always meeting the rolling 12-month positive return objective. 

  This chart shows a total return for FPA New Income versus the rest 

of the short-term bond category over the past 10 years. From start to 

finish, we have made more money for our investors over the past 10 years 

in comparison to these other options. And if you follow the path along the 

way, you can see that we have done it with less volatility. 

  The data in the table at the bottom supports this eye test by 

showing that New Income has had a better Sharpe ratio and Sortino ratio 

over this time period. Moreover—and this is not to be dismissed—we have 

done this with less agita along the way. 

  What we mean by agita is that our investors don’t have to worry 

that we are making speculative bets, or worry about style drift. We strive 

                                                 
8 There is no guarantee that the Fund will achieve its investment objective. 
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for—and I think we have demonstrated this—a very disciplined, consistent 

and transparent process that purposely tries not to surprise, and that has 

proven itself over time. 

 [Please reference slide 32] As we mentioned at the outset of this 

discussion, thematically, everything we just discussed for New Income 

applied to Flexible Fixed Income too. Of course, a big difference with 

Flexible Fixed Income is that Flexible Fixed Income has more capacity to 

own credit. Credit markets certainly offer more yield these days, but we 

would not characterize this market as one that offers a lot of investment 

opportunity.9 

(00:34:09) 

  This chart shows the yield and spread on the BB component of the 

high yield index excluding energy. We use this index as a proxy for what 

credit markets have done over time, because it offers a better historical 

apples-to-apples comparison. As shown on the right, yields in high yield-

rated debt are higher, but most of that yield increase has come from 

higher risk-free rates, not spread. The yield on this index increased by 

approximately 175 basis points during the quarter, with only 46 of those 

                                                 
9 There is no guarantee the credit markets will continue to offer more yield in the future. 
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basis points coming from an increase in spread, and 130 basis points 

coming from higher risk-free rates. 

  As absolute return-oriented investors, when we invest in credit, we 

need sufficient expected total return to compensate for the possibility of 

not getting paid back on our investment. 

 [Please reference slide 33] But we also need sufficient compensation over 

and above what we could get in less risky investments. Credit markets are 

inching toward attractiveness but, as a general statement, they are not 

there yet. That doesn’t stop us from looking though, and we have found 

investments here and there. Consequently, the left-hand side of this table 

shows that Flexible Fixed Income’s credit exposure has increased this 

quarter by about 5 percentage points to just under 29% of the portfolio. 

 [Please reference slide 34] With the increase in yields, Flexible Fixed 

Income was down about 1.5% during the quarter. But again, because we 

were thoughtful about valuation, both with respect to credit and with 

respect to interest rates, we did not own a lot of duration risk in an 

expensive market, either interest rate duration or spread duration. So 

Flexible Fixed Income was down much less than its peers or other 

relevant indices, as we show in this table. We've included a number of 

categories and indices, ranging from short-term bonds to high yield, 

because we know that our Flexible Fixed Income investors use this fund in 
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a number of ways. Regardless of how it’s being used, Flexible Fixed 

Income outperformed this quarter.10 

(00:36:10) 

 [Please reference slide 35] With the increase in market yields, Flexible 

Fixed Income as well has become much more attractive, due in part to our 

investment activity during the quarter. Flexible Fixed Income has a 3.66% 

yield-to-worst and a 1.26-year duration, and offers a higher yield at a 

fraction of the duration risk of the Universal Bond Index.11 

  Flexible Fixed Income’s yield-to-worst is approximately 175 basis 

points higher than it was a few months, while its duration is about 0.3 

years longer. The increase in duration is by design, as we used the selloff 

in rates to add longer duration bonds that meet our duration test. The ratio 

of yield to duration for Flexible Fixed Income in comparison to the 

Universal [Bond] Index shows that Flexible Fixed Income [has less 

exposure to interest rate risk]. Moreover, with 32% of its portfolio in 

floating rate investments, Flexible Fixed Income also has a potential 

benefit from rising index rates that we showed a moment ago, and that is 

not captured in the yield-to-worst.12 

                                                 
10 Past performance is no guarantee, nor is it indicative, of future results. 
11 As of December 31, 2021 FPA Flexible Fixed Income Fund’s Yield to Worst was 1.98% and it’s Effective Duration 
was 0.98 years. 
12 Portfolio composition will change due the ongoing management of the FPA Flexible Fixed Income Fund. 
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 [Please reference slide 36] This is the March 2022 portfolio stress test for 

Flexible Fixed Income. This is also shown over a 12-month period. The 

right-hand side shows that benchmark yields could rise by more than 200 

basis points over the next 12 months, and Flexible Fixed Income should 

be able to produce a positive return before fees during that time. 

  For those comparing this chart to the same chart for New Income, 

please keep in mind that this chart is only reflecting changes in benchmark 

yields, not spreads. On a headline basis, it looks like Flexible Fixed 

Income has much more protection against rising rates but, as we just 

showed, Flexible Fixed Income has more credit exposure, so it is more 

exposed to changes in spreads compared to New Income. 

(00:37:57) 

 [Please reference slide 37] Finally, since the inception of Flexible Fixed 

Income three years ago, the market has been through a lot, including a 

pandemic-induced collapse in bond prices, a market rally to historically 

low yields and high valuations, and now a historical drawdown in bonds. 

Through it all, this chart shows that we have made more money for our 

investors over the past three years than their alternatives, and we've done 

it while delivering a smoother ride, as supported by the Sharpe and 
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Sortino ratio data at the bottom. Moreover, we’ve done this with less risk, 

and we've done it with a lot less agita for our investors.13 

 [Please reference slide 38] Now, I’ll turn it over to Tom, who will provide 

more details on performance and positioning. 

Thomas: Thank you, Abhi. So what I’m going to do is I’ll start with the New Income 

Fund and then follow up with comments on Flexible Fixed Income Fund. 

So the first thing we want to look at is performance and attribution. Keep in 

mind, at the very bottom is the total return, and that is a gross number for 

the quarter. 

 [Please reference slide 39] As you look towards that bottom, you'll see 

corporates, and that was the best performing area for us during the 

quarter, and that was really driven by the bank debt that sits in the New 

Income Fund, and somewhat from some equity holdings we have from 

previously restructured investments. 

  Third from the top, under ABS, is the second best performing group 

and that’s the CLO allocation. This has been the largest segment of our 

floating rate holdings at about 21% of the portfolio. These bonds are 

                                                 
13 Since inception of the FPA Flexible Fixed Income Fund (“Fund”) on Dec 31, 2018, the Fund has delivered a 
cumulative net return since inception of 8.98% (2.68% annualized) as compared its peers’ (as represented by the 
Morningstar US Fund Nonrational Bond category) cumulative net return of 8.79% (2.63% annualized) over the same 
period. Regarding the growth of $10,000 since inception through March 31, 2022, this translates into an ending value 
of $10,897.98 for the Fund vs $10,879.39 for its peers. The Index performed slightly better than the Fund with a 
cumulative return of 9.41% (2.81% annualized), or an ending value of $10,941.29 if looking at the growth of $10,000 
since inception of the Fund. 
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relatively short in average life, at a little over—a little under 2 years, are at 

the top of the capital structure which means, in general, overall, it had to 

be rated AAA. As Abhi noted, the market expects LIBOR and SOFR, sort 

of the short-term indexes that are attached to the coupons for these 

bonds, to increase over the year, and if that is going to in fact happen, [we 

anticipate] you will see an increase in coupons for this area as the year 

progresses. 

(00:40:04) 

  Outside of that, on the positive side, we had a few other specific 

securities that were providing some positive contributions to performance 

but nothing on a total sector level. 

  The largest detractors from performance, in order, were Treasury 

notes that are about three-quarters of the way down the page, then ABS 

auto, then ABS equipment which are the top two under ABS. And these 

returns were pretty much driven by the yield increase that’s gone on with 

the 2- and 3-year Treasury notes that Abhi detailed earlier, with a 

moderate amount of spread increase that occurred for the two ABS 

sectors. 

 [Please reference slide 40] So with that in mind, I want to move forward 

and say okay, what have we done during the quarter, and what kinds of 

investment activities did we undertake? And this is typical for what you 
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see, these are the pie charts that review our investment ideas, the left-

hand side being the end of the year [2021], the right-hand side being the 

end of the first quarter [2022], and those are all—we sort of put the ideas 

in here that are 4% of the portfolio or larger. 

  Anything less than 4% is in Other, and it’s sort of three categories. 

It could be a wonderful idea we’re building; it could be a very attractive 

idea but it’s just niche in size and will never be a significant, you know, 4% 

portion of the portfolio; or a past idea that was really good, maybe it was 

great, and it’s just running off over time. 

  But looking at these, you see the biggest change to our allocation 

was Treasury notes, and they declined by about half during the quarter. 

And much of that change was repositioning those dollars into more 

attractive ideas, the biggest of those being the ABS equipment, that 

doubled in allocation during the quarter to 10%. Overall, these purchases 

in this area had a yield-to-worst at the time of purchase of about 3.18% 

and a duration of about 2.4 years. So as that yield on the 2- and 3-year 

area were increasing during the quarter, we allocated money into the ABS 

equipment side. 

(00:42:10) 



 
 
 

Q1 2022 FPA New Income, Inc. (FPNIX) and Flexible Fixed Income (FPFIX) 
Webcast 

April 28th, 2022 

 

34 

  The next biggest was ABS prime auto. There, on sort of a time of 

purchase, you look at an average yield-to-worst of 2.79[%] and a duration 

that was slightly less than 2 years. 

  Looking at the others, there really was little change during the 

quarter in any of the other ideas. 

  So when you put all this together, to sort of recap what Abhi had 

said, on average, what we were purchasing was a yield-to-worst of 3 

years and an effective duration of about 2.2 years. 

 [Please reference slide 41] Looking at the portfolio, I’m just going to spend 

a minute really getting to the bottom, and sort of highlight the fact that the 

maturity in years declined ever so slightly; the effective duration from 

December [2021] to the end of March [2022] declined ever so slightly; and 

the yield-to-worst slightly more than a double. And all this was done with 

not much of a change in nominal spread, which is a reflection on we were 

doing this with high-quality bonds and not necessarily doing this with 

anything in the credit area. 

 [Please reference slide 42] And finally for New Income, a couple of things 

here, just to look at the principal cash flow that we took at the end of the 

quarter for the portfolio. We’ve got about 2% in cash and equivalents, 

something we've had for several quarters, and that’ll probably maintain 

going forward. 
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  Looking out further, over the next 12-18 months, the percentage of 

the portfolio that’s going to come back to us, it’s principal cash flow and 

amortization and maturity, is going to grow, and grow from sort of a 3-4% 

level to a 9% level. So that’s going to give us capital to reinvest in what 

could be higher—definitely, probably would be higher yields than what 

was when we purchased those bonds before they’ve matured. And 

obviously, again, if rates were to increase from here, we would get some 

benefit from that. That’s not to say, that if we choose, we don’t have ideas, 

and investments that we could sell, and reposition the portfolio into higher 

yielding, high-quality credit investments as well. 

(00:44:28) 

 [Please reference slide 43] So, next I want to take a minute and focus on 

some things and comments on Flexible Fixed Income. Again, we’ll start 

with the performance attribution and again, looking at the bottom, just 

keep in mind that that total return number at the bottom is reflective of 

gross; doesn’t reflect fees at all. 

 [Please reference slide 44] So, third down from the top in the row is CLOs, 

and that was the highest contributor to performance during the quarter. 

And that was really a function of you had very little in the way of price 

decline, it was much—it was less obviously than the coupon you 

generated, and there was only moderate increases in spreads. The 
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floating rate nature of the CLO was showing its benefit during the quarter 

as rates were rising. 

  Under the corporate sector towards the bottom of the page, the 

largest contributor to performance was the bank loan holdings, the drivers 

of those very similar to the CLOs that I mentioned earlier. 

  From a positive side, there really weren't any other sectors that 

stand out, but there are individual securities within the portfolio that did 

have a positive contribution to performance during the quarter. 

  The detractors from performance, in sort of the order of magnitude, 

are ABS auto loans, ABS equipment, and then ABS backed by late-stage 

software companies. All these can be found at the top of the page. The 

late-stage software companies is listed under the Other category. 

  As with New Income, that performance really is driven by the 

increase in yield of the 2- and 3-year Treasuries, with only a moderate 

increase in spread during the quarter. 

(00:46:07) 

 [Please reference slide 45] So from there, some comments on the 

investment activity we had during the quarter in Flexible Fixed Income. 

Same pie charts we discussed before and such, and the way they’re laid 

out as to New Income. 
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  The allocation to our high-quality ideas only changed by minor 

percentages during the quarter, with the largest being a 2% increase in 

our ABS equipment sector. When you look at all those purchases together 

in the high-quality segment of the Flexible Fixed Income, the yield-to-worst 

on average at purchase was about 3.4% with an effective duration of 2 

years. 

  In the credit areas, most of the allocation increase came in the 

corporate sector, just via addition to existing holding we have. We did 

have one new position that’s BBB in the corporate bond area. Keep in 

mind, we include that as a credit allocation to us. We start with BBB and 

move down. There were a few other additions in the structured product 

area in credit, but those were minor in nature. Overall, these credit 

purchases we made during the quarter had a 6% yield-to-worst and about 

a 2-year effective duration. 

 [Please reference slide 46] Looking at the portfolio, slightly higher—slightly 

longer maturity in years; duration moved out as well. Interestingly, when 

you look at the nominal spread, well, it’s more increase than you saw with 

New Income. That would definitely be a reflection of the fact that we have 

a higher credit allocation, but it wasn’t that great either, resulting in a 

significant increase in the yield-to-worst of the portfolio over the quarter. 

(00:47:50) 
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 [Please reference slide 47] So let me conclude looking at the Flexible 

Fixed Income with a look at its quarterly principal cash flow. It’s carrying a 

slightly higher cash allocation at 5%, and gives us some good liquidity to 

take advantage of any idea that may pop up, and market opportunities that 

may be presented to us. And, while not exactly the same, it has a 

somewhat similar profile as New Income, which is as you look out 12-18 

months, the percentage of principal that’s coming back to the portfolio will 

increase. In this case, it increases a little more rapidly than it did in New 

Income, and it gives us money to reinvest in what looks like could be 

better opportunities. That’s not to say that if we find things that are 

attractive and we want to, we can sell some of the existing holdings to 

improve the quality of the portfolio. 

 [Please reference slide 48] So for now, let me sum up really what we’ve 

talked about today, and that is that, in these closing comments, is that 

both funds had a dramatic increase in yield-to-worst during the quarter, 

without a material change in either their credit quality of their effective 

duration, or sort of sensitivity to changes in interest rates. Both funds have 

potential for increasing coupon payments due to significant floating rate 

coupon exposure, and have the ability to take advantage of Fed funds rate 

increases that are now being telegraphed by the Fed that Abhi laid out in 

one of his earlier slides. 
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  So the increase in yield-to-worst, the floating rate exposure, what is 

(an asset @ 00:49:35) to the unchanged effective duration has really 

created an opportunity for both funds to have an improved risk and reward 

profile. And when you look at all those elements, you know, this is some of 

the real drivers of why Abhi and myself added additional money to the 

fund, both funds, during the quarter. 

  Now, with that, I’m going to turn it back to Kristina for questions and 

answers. 

(00:50:02) 

Kristina: [Please reference slide 49] Thank you, Tom, and thank you to those of 

you who submitted your questions in advance. We addressed many of 

them in the prepared remarks, and now Abhi will take some of them as 

well, and then we’ll go into live Q&A. Abhi, over to you. 

Abhijeet: [Please reference slide 50] Thanks, Kristina. So we have a few questions 

that were submitted ahead of time, and they all relate to investment 

alternatives. So while we discuss these questions, let’s show this chart, 

which is a repeat of New Income’s March 2022 duration tests which we 

showed earlier in the presentation, though we’ve added return simulations 

for the 1-3 Year Aggregate Bond Index and the 2-year Treasury, and 

we've applied the same assumptions to the 1-3 Year Aggregate Bond 

Index and the 2-year Treasury that we apply to New Income. We assume 
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gradual changes in benchmark yields over 12 months, and we assume 

there's no buying or selling of bonds during that time. 

  So the first question is, “Why not buy bank loans because they 

are floating rate and because of the spread, they have higher 

coupons? So if you believe that we’re on a path to higher rates, this 

investment should do well.” 

  Well, first, let’s ignore the coupon floor for purposes of this 

discussion. Without a coupon floor, there may technically not be interest 

rate risk on floating rate leveraged loans but there is certainly 

spread/duration risk. Bank loans or leveraged loans have relatively long 

maturities of 5-8 years, which means that there is significant 

spread/duration risk. If there is a risk-off environment and spreads 

increase, there could be mark-to-market losses. 

  Longer term, I would say that people should be thoughtful about 

buying bank loans. I think the general trend in the bank loan market has 

been a degradation in credit quality owing to more leverage and looser 

covenants. The combination of those two things could lead to permanent 

losses if the business struggles for idiosyncratic reasons or if a business is 

cyclically exposed to a recession. 

  For what it’s worth, we buy loans directly ourselves in both funds. 

Flexible Fixed Income, which can have more credit exposure, only has a 
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5.8% exposure to loans. So that should give people a sense of the value 

that we see in loans. 

(00:52:09) 

  The second question is, “Why not own 2-year Treasuries instead 

of New Income?” 

  So, one simplistic data point to look at is what would the returns 

look like if yields moved the way the market expects them to move? The 

forward market expected the 2-year Treasury yield to increase from 2.33% 

in March 2022 to 2.96% in March 2023, or about 60 basis points. For 

purposes of this analysis though, the more relevant number is that the 

forward market expected the 1-year Treasury yield to be 3.05% in March 

2023. So if you owned a 2-year Treasury and hold it for a year, your yield 

goes from 2.3% to 3.05%, which is a 72 basis point change. 

  So looking at this chart, if we use a 75 basis points scenario as an 

estimate, the 2-year Treasury would return about 2% over a year versus 

approximately 2.7% before fees for New Income, based on market 

expectations. So New Income is a better choice there. 

  But, as we discussed throughout this webcast, the market is often 

wrong. Scanning to the right, in these scenarios where rates increased by 

more than 75 basis points, New Income does much better than the 2-year 

Treasury due to the shorter duration, higher yield and floating rate bonds. 
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Interestingly, even when you scan to the left and start to evaluate some of 

these decreasing yield scenarios, New Income is better or competitive 

with the 2-year Treasury due to New Income’s higher yield.14 

  Overall, we think that the upside versus downside on New Income 

is more attractive. Said another way, if we were only considering changes 

in benchmark yields and not spreads, there are more ways to win with 

New Income. 

(00:54:00) 

  And then the last question we had on this topic was, “Why not sell 

all of your fixed income holdings and sit in cash until rates stop 

rising?” 

  Well, if you are 100% certain that rates are going to keep rising, 

and you are 100% certain about the amount the rates will rise, and you 

are 100% certain when rates will stop rising, then yes, you should 

absolutely sell all of your bonds and sit in cash. And by the way, I want to 

give you all of my money because you would be one of the greatest macro 

traders of all time. 

                                                 
14 Stress Test data is hypothetical and provided for illustrative purposes only, and is intended to demonstrate 
the mathematical impact of changes in yield. No representation is being made that the FPA New Income Fund, Inc. 

will or is likely to achieve results similar to those discussed. Hypothetical results do not reflect trading in actual accounts, 
and does not reflect the impact that economic or market factors might have on the results discussed. Hypothetical 
results have certain inherent limitations. There are frequently sharp differences between simulated results and the 
actual results subsequently achieved by any particular account, product or strategy. 
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  However, we don’t have that level of conviction and there's an 

opportunity cost to being wrong. Looking at this stress test, if rates rise by 

200 basis points over the next 12 months, we would expect to earn around 

2% before fees, which is much better than what you would get in cash, 

even if you give cash the benefit of the Fed tightening cycle. 

  Of course, while the portfolio should be able to produce positive 

returns before fees if yields increased by over 200 basis points, as we've 

seen, sometimes that’s not always enough protection. If you want more 

protection than that, it’s tough to ever own bonds. Then you might as well 

sit in cash all of the time. And by the same token, you probably never 

should take any risk at all. 

  Kristina? 

Kristina: [Please reference slide 49] Thank you, Abhi, and we do not have any live 

questions at this point. We had a couple of them that came up during the 

presentation that we believe were addressed in prepared remarks. But if 

you need to follow up, please feel free to reach out to us at crm@fpa.com. 

Thank you for listening to FPA New Income and FPA Flexible Fixed 

Income First Quarter 2022 Webcast. We now turn it over to the system 

moderator for closing comments and disclosures. 

(00:55:51) 
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Moderator: [Please reference slide 51-56] 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, typically within a week, at FPA.com. We urge 

you to visit the website for additional information for the funds, 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. 

  Please visit FPA.com for future webcast information, including 

replays. We post the date and time of upcoming webcasts towards the 

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

weeks following each quarter end. 

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

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

  We hope that our quarterly commentaries, webcasts, and special 

commentaries will continue to keep you appropriately informed on the 

strategies discussed today. 

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

on this call are as of today, and are subject to change without notice, 
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based on market and other conditions. These views may differ from other 

portfolio managers and analysts at the firm as a whole and are not 

intended to be a forecast of future events, a guarantee of future results, or 

investment advice. 

  Past performance is no guarantee nor is it indicative of future 

results. 

  Any mention of individual securities or sectors should not be 

construed as a recommendation to purchase or sell such securities, 

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

sufficient basis upon which to make an investment decision. It 

should not be assumed that future investments will be profitable or 

will equal the performance of the security or sector examples 

discussed. 

  Any statistics or market data mentioned during this webcast have 

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

completeness cannot be guaranteed. 

(00:58:11) 

  You should consider each fund’s investment objectives, risks, 

charges, and expenses carefully before you invest. The prospectus 

details each fund’s investment objective and policies, risks, charges, 

and other matters of interest to a prospective investor. Please read 
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the prospectus carefully before investing. The prospectus may be 

obtained by visiting the website at FPA.com, by email at 

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

the fund in writing. 

  FPA funds are distributed by UMB Distribution Services, LLC. Not 

affiliated with FPA. 

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

day. 

(00:59:00) 

[END FILE] 

 


