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Ryan: Good afternoon and thank you for joining us today. We would like to 

welcome you to FPA New Income’s Fourth Quarter 2015 Webcast. My 

name is Ryan Leggio, and I’m a Senior Vice President and Product 

Specialist here at FPA. The audio, transcript, and visual replay of today’s 

webcast will be available on our website, fpafunds.com. 

  In just a moment, you will hear from Portfolio Managers Tom 

Atteberry and Abhi Patwardhan and members of the investment team of 

FPA New Income, Incorporated as they discuss the Fund, its 

performance, and their views on the fixed income market and the 

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

Tom has been a Portfolio Manager of FPA new Income since 2004. Abhi 

Patwardhan has been with FPA since 2010, Director of Research for the 

Fund since April 2015, and Portfolio Manager since November 2015. 

  Tom, over to you. 

Tom: Thanks, Ryan. Thank you, everyone, for joining us this afternoon. Start off 

with a couple of things as it relates to the team. As Ryan had mentioned, 

this year Abhi was named as a Portfolio Manager on the FPA New income 

fund and for the Absolute Fixed Income Strategy. He joined us in 2010 

originally to do corporate credit. Really has led the effort to the aircraft sort 

of backed bonds that we owned specifically—and we’ve talked about 
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this—to some clients, maybe not all of you. But we have a loan that was 

backing one 747 from Delta Airlines. Abhi was instrumental in getting that 

negotiated and getting that into the portfolio. He’s also done our asset-

backed container investments. We don’t have them now, but we had them 

several years ago—anything that dealt with credit in the CMBS sector in 

all our nonperforming loans on the single-family mortgage side of the 

portfolio. So he’s had a broad look research-wise at finding ideas into the 

portfolio, and I decided sort of in the fall that I thought it was more than 

appropriate to name him as a Portfolio Manager on the Strategy. 

  Before anybody gets all speculative, that doesn’t change my role 

here at all—none whatsoever. Abhi and I will now be moving forward 

managing the portfolio. When I look at the team, I look at the depth and 

experience of people that we have, I look at the challenges that the 

marketplace has before us, and I’m very comforted and confident that we 

can sort of address those challenges. It’s a good senior team of people 

who understands how the Strategy and the philosophy works. We will be 

adding somebody. We’ve been actively looking to add another sort of 

corporate credit person to the team—someone that’s got a similar 

experience to Prakash and Joe. Hopefully, we can get that done sooner 

rather than later, but we are in the active pursuit of that as it is now. 



Q4 2015 FPA New Income, Inc. (FPNIX) Conference Call 
 
 
 

 
 

-3- 
 

 

  As we always do, we like to ground everything in sort of this is what 

we’re trying to accomplish so everybody realizes exactly what we’re trying 

to do and we’re all sort of on the same page. We’ve got two goals in mind. 

We’re looking for an absolute return in a 12-month period, and then we’re 

seeking also to get CPI plus 100 over a rolling five-year period. Because 

of that, this is a very benchmark-indifferent portfolio that you all have—at 

least most of you—have gotten to understand… we just seek to find 

securities that’ll solve for those two objectives. 

  This information we’ve been sharing with you for quite awhile, and 

quite frankly I think it’s a very good set of metrics to give someone a quick 

sense of the risk tolerances the portfolio has. At the top is a look at the 

portfolio as it was at December 31st, 2014. It had duration of 1.64; it had a 

yield-to-worst of 2.46. So from just a simple metric of just taking your 

yield-to-worst and dividing your duration into it, you could get a sense of 

how much interest rate movement you could take instantaneously before 

you might reach a zero return. That was 150 basis points. And then a little 

more detail is the stress test that… you’ll see at the bottom is the actual 

formula itself. It was basically telling you that over a one-year period 

things moving up in a linear fashion by 100 basis points—everything in 

your portfolio—you’d have some return that was sort of in the 1.0, 1.3%. 
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Remember these are all gross; they don’t have anything to do with fees. 

And then you see both the 1-3 Year Agg and the Barclays Agg itself and 

the metrics that they had. 

  As we closed out 2015, there were some dramatic changes that 

have happened into the portfolio. Our duration’s about a third of the year 

shorter, but interestingly about 105 basis points higher in yield-to-worst, 

which makes that yield-to-worst to duration calculation even more 

attractive today than it was a year ago. It’s actually increased by 120 basis 

points, as the stress test is now twice as attractive, so to speak if you want 

to look at it that way, as it was a year ago. The other thing again looking at 

the Agg and looking at the 1-3 Agg, while the 1-3 Years improve, it still 

doesn’t have the metrics nearly as attractive as ourselves. And 

interestingly from the Barclays Aggregate perspective, it’s not improved 

very much in the metrics either—partly driven by the fact, as the duration 

is now 5.68%, which by the way… of 5.68 years, which by the way is the 

highest it’s ever been in its history. 

  So looking at this, while the metrics are better—a lot better—and 

we can take on significantly more risk than we could before and our 

risk/return metrics are much better, it has been a challenging road for 

2015 to get from where we were at the end of ’14 to where we are now. 
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So I’m going to turn it over to Abhi—I guess this is what happens when 

you get asked to be… brought on as a Portfolio Manager—and he’s going 

to go detail through sort of the return challenges… the positives and 

negatives that happened for us over this year. 

Abhi: Thanks, Tom. Before we discuss performance, to provide some context 

for our comments today, let’s start by discussing what happened last year 

in financial markets. One question we’ve received recently was: what 

happened in 2015? Well, it turns out 2015 was a perfect storm in the 

sense that a lot of things that are bad for financial markets happened at 

the same time. 

  First, Treasury rates increased. The spur for this was the Federal 

Reserve raising rates in the fourth quarter. At the top, this chart shows the 

Treasury yield curve as of the end of 2014 and the end of 2015. The bars 

at the bottom show the change in yield during the year for each portion of 

the curve. Notice that the portion of the curve that experienced the largest 

increase is the six-month to three-year section of the curve, which is 

where roughly 75% of our portfolio is situated. As a reference point, the 

two-year Treasury increased in yield from 67 basis points to 1.05%, which 

is a nearly 60% increase in yield. Keep in mind that rates have been at 
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historically low levels. So duration in the bond market is very high, 

meaning that bonds are very sensitive to changes in interest rates. 

  Commodity prices collapsed, and with them high-yield bonds 

tumbled. This chart shows the price of West Texas intermediate crude oil 

on the right axis and the return of the high-yield index on the left axis. Also 

on the left axis are the returns on the energy and metal and minerals 

subcomponent of the high-yield index. Oil prices fell 37% last year from 

$61 per barrel to $38 per barrel. Copper prices fell 25%. As a result, the 

high-yield energy index and the high-yield metals and minerals index each 

fell 24%. Because commodity-related high-yield energy bonds make up 

such a large component of the high-yield index, the overall high-yield 

index fell 5% in 2015. Excluding energy bonds, the high-yield index fell 

1.4%. 

  To put these high-yield returns in context, this chart shows the 

annual return for the high-yield index since 1986, which is as far back as 

the data goes. Red bars highlight negative returns, and the gray shading 

highlights recession years. On the far right is the negative 5% return that 

we just discussed for 2015 for the high-yield index. If we ignore recession 

years, last year’s 5% loss in the high-yield market was essentially tied for 
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the worst performance ever in a year where the U.S. economy was not in 

a recession. 

  As we discussed a few moments ago, a big driver of last year’s loss 

in the high-yield market was lower commodity prices. Another driver of last 

year’s loss was technical factors. The chart at the top of this page shows 

monthly flows into and out of the high-yield market since 2011 and the 

monthly return of the high-yield index. Clearly the direction of fund flows 

has a strong relationship with the returns. The table at the bottom 

provides more data on flows and performance. It’s a circular situation 

outflows pushing performance and lower performance creating more 

outflows. Investors sold high-yield last year. 

  Following years of easy monetary policy and quantitative easing, 

investors owned a lot of high-yield at expensive prices. Lower commodity 

prices caused investors to sell energy and commodity bonds. Now there 

are growing concerns about the strength of the U.S. economy. Couple 

that with high U.S. interest rates, a stronger U.S. dollar, materializing 

concerns about the robustness of China’s economy, and concerns about 

weak European economic growth and global economic growth in general, 

and the result is investors start selling risk assets, which pushes down 

returns in non-commodity high-yield bonds. These concerns don’t just 



Q4 2015 FPA New Income, Inc. (FPNIX) Conference Call 
 
 
 

 
 

-8- 
 

 

manifest themselves in high-yield; the manifest themselves in risk assets 

everywhere. 

  Consequently 2015 was a historically bad year in financial markets. 

This slide shows the return each year in a broad selection of financial 

assets including U.S. equities, U.S. bonds, cash, U.S. credit, emerging 

market equities and bonds, and non-U.S. developed market equities and 

bonds. This data goes back 25 years. The column on the right side shows 

the return on the highest returning asset class each year. 

  For example, in 2007 the adroit investor could’ve had a 36.48% 

return by owning emerging market equities. In 2008 the prescient investor 

could’ve had a 41.85% return by owning 30-year U.S. Treasury bonds. 

When you look at this table in its entirety, you could see that historically 

every year an investor could have had a double-digit return in some major 

financial asset. In 2015 that was not possible. The best return someone 

could get in 2015 was 1.68% in non-U.S. developed market bonds. That is 

the worst outcome in 25 years and the worst outcome since 1994, which 

was historic in its own right. 

  But that’s not the end of the story. It gets worse. This slide employs 

a similar review of historical returns using a similar analysis but with more 

limited data going back to 1926, which predates the Great Depression and 
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the stock market crash in 1929. By this measure, 2015 was the third worst 

year ever, so we’re in rare company now. In summary, in 2015 there was 

no safe haven for investors. In that market, FPA New Income had a 

positive return in 2015 of 67 basis points before fees. In the fourth quarter 

the return was negative 47 basis points before fees. 

  Before we discuss the contribution to returns shown on this slide, 

let’s remind ourselves of how we build the portfolio. As we’ve discussed 

many times in the past, one of our objectives is to deliver a positive 12-

month return. One of the ways we do this is to buy bonds that we expect 

will have a positive 12-month return if yields were to rise by 100 basis 

points. In addition, we try to buy bonds at prices that compensate us for 

the risk of permanent losses of capital. In employing this approach, our 

investors also know that we do not take a view on the direction of interest 

rates, but rather we try to provide our investors with protection against 

adverse interest rates and yield movements. 

  The reason I mention this is that there are two key takeaways from 

the next two slides. First, while we’re not excited about our performance 

last year, the portfolio performed the way it was design to, meaning that it 

protected investors’ capital against adverse rate movements and volatile 

markets. Second, the return last year was a function of short-term price 
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movements. There were no permanent losses, and we do not expect 

permanent losses going forward. As such, lower short-term prices set up 

what we expect to be a more attractive portfolio and return profile going 

forward. 

  This slide shows the sources of return in the portfolio for the first 

three quarter of 2015, the fourth quarter of 2015, and the full year 2015. 

So what worked and didn’t work? The answer is that our corporate high-

yield bonds didn’t work last year. The last line of the table shows that our 

corporate high-yield bonds detracted 42 basis points from the fourth 

quarter return and 45 basis points from the full year return. The vast 

majority of this was due to about 3% of the portfolio which is exposed to 

energy and commodities. The other piece of the portfolio which didn’t 

work for the year was our MBS stripped securities, which represent our 

agency residential interest-only bonds. These bonds detracted 6 basis 

points from the full year return, though they contributed a positive 4 basis 

points of return in the fourth quarter. 

  Other than that, for the full year everything else was a positive 

contributor to performance. The largest positive contributors were our 

non-agency CMO, led by our bonds backed by nonperforming residential 

mortgages. Other ABS was also a positive contributor, led by our wireless 
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cell tower bonds, and thirdly auto ABS was also a large contributor to 

performance for the year. 

  For the fourth quarter, in addition to high-yield bonds, the 

detractors from performance were our Ginnie Mae Project Loan Interest-

Only bonds, which had a negative return due to higher yields, and our 

agency CMOs due to high rates impacting our longer duration relocation 

mortgage bonds. Importantly, earlier in the fourth quarter, we have 

proactively sold a large portion of our relocation mortgages because of the 

duration risk. Tom will discuss this more later. Finally, auto ABS detracted 

from performance in the fourth quarter due to short-term price movements 

caused by overall spread widening in the market. 

  We started 2015 with a yield-to-worst of 2.46%. One question we 

received is: if we started the year with a yield-to-worst of 2.46%, how did 

we end up with a return of 67 basis points for the year before fees? 

Corporate bonds lost money last year. What other investments lost 

money? As we just saw, the agency mortgage interest-only bonds lost a 

little last year, but nothing else lost money. What happened is that the 

bulk of the portfolio had a positive return. It was just less positive than we 

expected it to be. 
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  This slide explains how we get from yield-to-worst to actual return. 

Yield-to-worst is an estimate of the long-term average annual return on 

our investments. Yield-to-worst inherently makes assumptions about the 

timing of bond maturities, call dates, and reinvestment rates. 

Simplistically, assuming no change in the fundamentals, the actual return 

on the bond each year will be more or less than yield-to-worst depending 

on whether prices move up or down. But over time the actual return 

should average out to the yield-to-worst. 

  The first column shows the yield-to-worst for each sector of the 

portfolio as of the beginning of 2015. Next to it is the actual return for 

2015. The third and four columns adjust for the weight of each sector in 

the portfolio. So the third column shows the yield-to-worst contribution, 

and the fourth columns shows the actual return contribution for 2015. The 

last column on this slide shows the over- or underperformance of the 

actual return versus the return assumed in the yield-to-worst. 

  For example, on our ABS the yield-to-worst was 1.09%. In 2015 

these bonds did better than that, returning 1.21%. As a result, the ABS 

holdings were expected to contribute 34 basis points of return based on 

the yield-to-worst but ended up contributing 40 basis points of return. So 

they outperformed by 6 basis points. 
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  Looking at the fourth column, which shows the actual contribution 

to return for 2015, as we saw in the previous slide, most of the portfolio 

had a positive return. Looking at the last column, the negative numbers 

indicate that the returns were just less positive than what had been 

expected in the yield-to-worst. 

  The most significant underperformers were the corporate high-yield 

bonds, as we discussed; our Ginnie Mae Project Loan Interest-Only 

bonds; and the relocation mortgages, which are included under a CMO 

agency. In total the portfolio underperformed a yield-to-worst by 179 basis 

points. 

  The important point is that, consistent with our investment process, 

most of the portfolio withstood the turmoil last year, and the portfolio 

overall produced a positive return 

  To add more context to this performance, the next slide shows the 

performance in meaningful sectors of our portfolio versus a relevant 

component of the Barclays Index. Given the performance discussed on 

the previous slide, there are no surprises here. Much of the portfolio 

performed better than or similar to the relevant index, except for our bank 

debt holdings, which did much better than the index for the quarter and 
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the year, and our high-yield bond, which underperformed the index for the 

quarter and the year. 

  Having said that, as we’ve discussed before, we view credit more 

broadly than just high-yield bonds. When we look at the universe of credit, 

we include anything with a rating of less than single-A, including structure 

products and municipal bonds. Our credit holdings shown in the last line 

of this table outperformed the high-yield bond index for the quarter and 

the year, with their credit holdings returning a positive 56 basis points for 

the year versus the high-yield index which lost about 5%. 

  Again, we view the price movements last year that impacted our 

returns as short-term movements. We have not had any permanent 

losses, and we do not expect permanent losses going forward. As such, 

these lower prices have made the return profile of the portfolio more 

attractive. 

  For a granular example, let’s look at Atwood Oceanics, which we 

discussed last quarter. Atwood’s 6.5% senior notes lost 30% last year as 

the bond’s price fell from around $81 to around $54. Atwood owns one of 

the best offshore drill rig fleets in the industry and has a contracted 

backlog of revenue, along with a highly regarded management team and 
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a strong operational track record. As of September 30th, 2015, the senior 

notes leverage is two times last 12-month EBITDA. 

  One of the challenges that Atwood faces is that much of its 

revenue backlog rolls off in the next two years. So as a backstop, we look 

to the value of its rig fleet to support our bond analysis. Based on 

research analysts’ estimates, which we don’t disagree with, at a price of 

54.25, the bonds create the mid-cycle value of the rigs at a 60% loan-to-

value, increase the trough value of the rigs at an 89% loan-to-value. In 

other words, the bonds have become cheap to the point where they 

create the rigs at a discount to their low case value while at the same 

time, at their price at year end, the bonds yield 25%. Even if you assume 

a haircut on the recovery value of the bond, we still would expect a high-

teens returns. At these prices, these bonds are now much more attractive 

than when we first started buying them. 

  This is a good, albeit extreme, example of how the rest of our 

portfolio has become more attractive as a result of lower prices. Tom? 

Tom: Okay, thanks, Abhi. And what I will now do is kind of step back and, as 

Abhi sort of outlined how asset classes in the financial area did for 2015, 

and how we did as well, a couple of things from a macro perspective that I 

think we look at as significant contributors to that type of performance—
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one of them from a positive perspective and one of them from a negative 

perspective. 

  So form the positive perspective, we’re going to look through labor 

and some things that have gone on in there. This graph looks at really 

June of 2014 through the end of the year and sort of divides the number 

of people who have been employed since then—during that period of 

time—into are you in the manufacturing sector, are you in the energy and 

mining sector, or are you in the service sector? And whether it’s 

manufacturing and the green line at the bottom or if you look at the red 

line, which is sort of energy and mining, which has declined, very little has 

been hired… people have been hired in those areas. Over the last 18 

months, it’s been service sector. Roughly about 3.7 million jobs in 18 

months have gone into the service sector economy. 

  As you would think, if you had that many people being hired in that 

part of the economy, that hourly earnings probably would tend to rise as 

you’re pushing up a demand for that labor that maybe is either equal to or 

exceeding its supply. So at the beginning of 2014, hourly earnings in the 

private service sector were increasing at about 1.5%. As we closed out 

2015, it had risen to 2.5%—a fairly significant move upwards. 
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  Going further and sort of in a slightly direction, we just wanted to 

share this with you from the standpoint of: if you looked at average hourly 

earnings and said, okay, average hourly earnings are $25.25 over this 

period of time of sort of the last five years, so how many people have we 

hired who we’ve hired at a wage level greater than that, and how many we 

hired that were at a wage level that was lower? So to give you a 

perspective—and it’s in the small print at the bottom, but is okay—those 

areas where average wages were less than $25.25 are things like 

transportation and warehousing, retail trade, some leisure and hospitality, 

and some of the other service sectors. For those above that is healthcare 

services and education, professional and business services, construction, 

manufacturing, wholesale trade, financial activities, and, believe it or not, 

mining and logging and extraction sort of from oil and gas. 

  So over the last 12 months about twice as many people who’ve 

hired with wages greater than the average than those less than the 

average, and over the last five years, a fairly similar relationship as well. 

This is one of the points… when you look at this, you realize that, as you 

hear discussions about income inequality, this would be one of the areas 

where it tends to manifest itself. 
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  Looking a little further and saying, okay, let’s look at it as those who 

probably have the highest skill set of labor and those who may have the 

lowest. So you’ve got college graduates in the red line, and blue line is 

less than a high school diploma from an educational standpoint. I realize 

this is sort of broad, but to give you a sense of where this economy’s been 

hiring people and when it hasn’t. And this is year-over-year growth in 

employment. 

   If you’re a college graduate, since 2009 it’s been pretty good. We 

continue to want… seek out college graduates. That would make sense 

when you think about some of the service sector areas I talked about that 

labor is looking for was healthcare, education, financial services. The 

lower skilled set, which will tend to be people with a high school diploma 

or in this case less has been fairly flat during that period of time. 

  So trying to put all this together to give you a sense of how jobs 

have been created after the recession of 2009-10, this graph looks at 

high-wage, medium-wage, and low-wage occupations. The red parts of 

the bar are the high-wage occupations; they’ve seen the most growth 

during this period of time. The medium, or purple, really in the last couple 

of years, you’ve tended to see it accelerate. And then the lower-wave 

occupations, they have not accelerated at all. So you’re having an 
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employment work that’s really coming from high-end employers higher in 

wages versus sort of medium and lower. So this paints you a fairly good 

picture about the labor market. 

  The next two pages, though, sort of put a little damper on that 

picture. So what this graph goes through and shows is: if I took the 

unemployment rate and left the participation rate static from 2010 forward, 

what would it have gone to? Oh, roughly 10% to 7.7. Well, it’s actually 

gone from roughly 10% to 5.1. So there has been a significant amount of 

decline in the unemployment rate associated with those that just dropped 

out of the labor force. 

  And then finally on this, looking at dropped out of the labor force, 

this is a somewhat disturbing, in a way, look at a graph, as you’ve got 

participation rates for those people 55 and older, which is the blue line in 

the left-hand scale, and those 16 to 34, which is the red line in the right-

hand scale. Well, the first think you look at, you look at the blue side of the 

blue scale and go, okay, for those who are 55 years and up, the 

participation rate since the economic downturn has been pretty 

consistent—sort of in a 41/42. Couple of things you might be able to glean 

from that: one of them is the economic downturn and financial downturn 

that we had in 2008/9/10 hurt them financially. They couldn’t retire. They 
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needed to continue to work in order to build their savings back up, okay? 

There is some who… oh, life expectancy, health is better, why don’t 

continue to work? 

  The red one is more disturbing because the millennials seem after 

2007 to have dropped off about a participation rate around 66 down to 62. 

And that seems to be one of the more difficult areas… is why are these 

people not finding themselves being employed? Part of it might be… is 

they can’t replace the 55 and older, as those people aren’t retiring. But 

this is sort of the negative to the growth side of employment and labor in 

this country. 

  So taking that and moving forward is, well, what does all that mean 

as far as the number of employed? What’s its impact sort of on income 

and spending? And so this a chart looking at buying power. So everything 

in here is a year-over-year change, so it’s Quarter 4 over Quarter 4 for 

each of the years, with the exception of 2015, which… the data’s not out 

yet for year end, so it’s just third quarter over third quarter. So this is just 

change. 

  So change in personal income as an example in 2005 was about 

558 billion. And as you would expect, it sort of increased in ’06, and then 



Q4 2015 FPA New Income, Inc. (FPNIX) Conference Call 
 
 
 

 
 

-21- 
 

 

in ’07 and ’08, yeah, okay it declines a lot. We sort of figured that out. And 

2009’s a big negative, and it has recovered rather significantly. 

  Personal taxes, if we look sort of 2010 forward, with the exception 

of ’12, they have tended to move up, which you would expect because 

you’re employing more people, they’re paying more taxes. Interestingly, 

mortgage interest has declined. It started declining in ’08, it peaked in ’09, 

and it’s continued to cross until this last period was in essence flat. It’s 

declined for two reasons. The first one is the amount of mortgage debt 

outstanding has declined. The other one is the rate on that remaining debt 

has declined as well. When you think through that and look where you are 

today, you’re going, okay, the benefit to the consumer of that is in the 

past—probably not in the future. 

  And then finally you see other interest payments. This is everything 

else. This is cars and credit cards and such. And it has started to 

increase, although from a very small number. Part of this is a function of 

consumers taking on more of this non-mortgage credit because they feel 

better about themselves and their lot in life, so to speak. So that 

highlighted part is cash flow. This is what you have left over to pay for 

everything else that’s out there. And it’s done quite well coming out of the 

recession, and it started to tail off in the last 12 months. Keep in mind 
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though, if you take the price of gasoline from… well, depending on where 

you are in the country… we’re all excited here by the way because it might 

be sub-3 someplace—$3.00 Understand that’s a little high. But if you just 

take the fact, okay, I’ve taken oil from $100 a barrel to 30, the price of 

gasoline has significantly declined, that is also a benefit because you’re 

just spending less on gasoline than you were in the past. 

  And then the bottom two sort of give you a sense of sort borrowing 

power a consumer might have, whether it’s consumer credit—credit cards 

and auto loans and such—or owner’s equity in real estate, which had 

continued to increase, albeit at a slightly lower… at a pretty substantial 

pace. And that’s just a function of house prices in general increasing, and 

your mortgage debt had decreased. So what’s left, which is the equity in 

your home, has increased over time. 

  So from that perspective, you look at income, and you said, okay, 

things look pretty good. This is another way of looking at it and trying to 

get a sense of impacts that things might have. This is a look at liquidity. 

So you’re going to take liquid assets minus all your liabilities. So liquid 

assets are going to be deposits, credit market instruments, consumer 

loans, municipal bonds or corporate bonds or government bonds, mutual 

fund shares, and corporate equities. Liabilities are going to be credit card 
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debt, mortgage debt, and auto debt. This analysis here takes out and 

does not include government student loan debt. It’s just looking at the 

private side. The reasoning… and you see a huge increase from ’08 

mostly driven by—hey, guess what—some decline in your liability side, but 

a pretty good increase in assets, being stocks and bonds. Real estate is 

not included in here because it’s assumed it’s not liquid. 

  The interesting thing about this is the author of this did an exercise 

and said at the beginning of the year, if I took equities down 20%, what 

would this line look like? Well, if I held everything else constant, the line 

would still be high above the dotted line, which is the long-term average. 

So from a financial standpoint, a huge decline in equities probably is not 

financially going to hurt the consumer. Psychologically it may have a 

different impact as far as on their spending. But from a hard financial 

aspect, it won’t. 

  So that’s sort of the good news. The consumer looks fairly good. 

The household looks fairly good. The employment looks fairly good. Now 

the bad news. So this is the secular headwind that we’re all facing, and 

this secular headwind is having an impact. It’s on growth for the 

economies in general. Most of this is going to look at the developed 

economies. 
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  So the first thing we have here is the developed economies—the 

20 large developed economies—a five-year average real GDP growth… 

sort of 1960 through the latest data, which is roughly third quarter of 2015. 

And growth is consistently slowing. At the same time that dotted line 

represents productivity. It is consistently slowing. So not only is growth 

slowing, but efficiency isn’t getting any better. 

  So taking that same 20 large developed economies, we’re going to 

look at two things, which is growth in nominal GDP, which is the blue line, 

and the dotted line: is what’s the growth in your nonfinancial debt? So this 

would be private debt; it would be government debt. And consistently 

across this graph debt is growing faster than nominal GDP. You could 

look at it from a company who said they’re borrowing more money than 

their revenues are growing. It’s an unsustainable path. The bottom tells 

you the ratio of that and says, guess what, debt as a percentage of GDP 

for these 20 developed countries has continued to increase. 

  Looking in more detail of how you get there is the next several 

pages. The top one looks at the United States. So it takes that total non-

financial debt—that’s the blue line—and divides it up with government and 

private. And since 2008 the government component’s gone up, and the 

private component’s gone down. If I look at the euro, not quite as 
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attractive because the government has gone up but the private area’s still 

flat. It has not declined nearly as much. The end result is leverage there 

continues to grow as well. And in Japan—that’s probably not really 

shockingly surprising—government debt has accelerated rather 

dramatically, private debt has declined, and the leverage number is quite 

high. 

  A little deeper look at three other areas. If you look at the United 

Kingdom, it looks a lot the U.S. This one I found interesting. This is 

Canada in the middle. Canada’s private non-financial debt is increasing, 

as is its government debt. Both are increasing, so its leverage to its GDP 

is increasing. 

  The bottom one is China. This is probably one of those big reasons 

why you’re seeing the kinds of things the beginning of this year. Private 

debt has significantly grown in China since 2008. They were very 

proactive when the world’s developed economies turned down to go on a 

huge stimulus program—building, buying, all those sorts of issues—and 

they’re now starting to pay the price of that as they have to digest the fact 

that they’ve become significantly more leveraged. And if you look at that 

blue line of leverage, it’s not that dissimilar to the U.K. or the U.S. or to 

Europe. Much of it though is in the private hands—not in “government 
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hands,” although in China’s case private may be a little bit different than 

what we may think of. 

  So that’s the amount of debt—the amount of leverage these 

economies are putting on. This is a look at, well, can you service this 

debt? These are debt servicing costs. Well, things like Quantitative Easing 

and Zero Interest Rate policies tend to help this. If you drive rates down, 

you can just make the monthly payment more attractive. And so in the 

case of the U.S., it’s one of the lowest numbers we’ve seen, declining 

precipitously since 2008. Again, this graph is sort of looking at 2002 

forward. Japan, not surprising, extremely low rates. Yeah, they can 

service the stuff, but they got a lot of it. U.K. looks a lot like the U.S. The 

dotted line down there, which is Canada, third panel from the top, you’ll 

notice that that debt service has not declined. So their private debt is 

increasing, their government debt is increasing, and their ability to service 

that debt is getting worse, not better—potentially could be a problem for 

them. And then the bottom one is China. Well, you look at that debt 

service ratio, and it has accelerated rather rapidly—not surprising you see 

some growth concerns that they might have today given their ability to 

service debt is getting more difficult. 
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  So when you put those two together, how did they impact 2015, 

and then how did that impact sort of manifest itself into the portfolio? So 

page 28, this looks at the one-year, the two-, the three-, and the five-year 

Treasury. And we’ve highlighted the fourth quarter because the first three 

quarters of the year they really didn’t change much. They went up; they 

went down. But at the end of the day they had been pretty much the 

same. Only in the fourth quarter did you see all of them increase, and they 

were increasing because there was an expectation that growth was going 

to be some better going forward and honestly the expectation that the Fed 

was going to get off a Zero Interest Rate policy and raise the Fed fund 

rate. 

  So as that as a backdrop, what did we do during that quarter? And 

this chart goes through and looks at the big additions we made to the 

portfolio and then some of the big subtractions that we made. Well, the 

first thing that stands out for those who have been listening to us for 

several years, we have Treasury two-year maturity listed. Well, there 

wasn’t any of it in the end of the third quarter, and it’s now 2.25% of the 

portfolio at the end of the fourth quarter, with a yield-to-worst of a little 

over 1%. The two-year Treasury started to be attractive from a risk and 

return perspective for us for a high-quality asset, and we added that. 
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  The non-agency CMO space, some of this is high-quality; some of 

this is the NPLs. But again it was something… we’ve almost put 2% of the 

portfolio into this. We have much better returns here… the fact that the 

yield-to-worst is up about 71 basis points over where it was the end of the 

third quarter. And we’re buying this with a duration that’s pretty much the 

same as the ones we had before. 

  The auto subprime is another area that manifested, as Abhi had 

talked about earlier. He mentioned that spreads in the subprime auto 

space had widened out and one of the reasons that performance is a little 

challenging in the fourth quarter for our holdings. That spread widening 

was to the tune of about 50 basis points. So we were able to buy 

something with a higher yield-to-worst and the same effective duration. 

And so we put about 1.5% of the portfolio into that. 

  And then again the Ginnie Mae project loan IO… something else 

that, as interest rates rose, it had a negative impact on it. We added to 

those as well because we could pick up another 59 basis points worth of 

yield on something, and that was on a high-quality asset. And again about 

1.5% of the portfolio went into that. 

  Two areas came off. One, the first one, the relocation mortgages, 

30-year, we constantly go through, stress test the portfolio, look at our 
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holdings, and go, are they performing the way we think they should? And 

in the beginning part of the fourth quarter, the relocation mortgages 

ceased to pass the stress tests that we run them through. All of a sudden 

if interest rates were to rise by 100 basis points, they were going to start to 

produce negative returns. They just weren’t prepaying fast enough. So a 

significant amount of that—and they had been roughly about 8% of the 

portfolio—a little over 4.5% because those did not pass anymore were 

sold. 

  As it relates to the ABS prime, it’s what we’ve talked about before. 

Things amortize for us. We don’t have to do anything. This is just the 

amortization of those… either they paid off completely in these cases. So 

those two items made up a little less than 6% of the portfolio. 

  So as we look forward to this sort of amortization and maturity, we 

thought it would useful to show this slide again. We’ve showed it many 

times in the past. There’s about—oh, give or take a little bit—7% of the 

portfolio in cash and equivalents. It’s why we highlighted in that first bar—

because, yes, it’s cash and equivalents. It’s going to mature on you. It’s 

like seven-day commercial paper. So it’s just sitting there. So we 

separated that out. And through amortization and maturity, roughly 8% of 

the portfolio’s probably going to come back to us in the first quarter. But if 
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you look across the second, the third, and the fourth quarter, it’s sort of a 

7–10%. Roughly a third of the portfolio will come back over this year for us 

to reinvest. So if interest rates have risen, okay, we can put high-quality 

assets, and we can buy them at more attractive yield. If high yield 

becomes more attractive, we have some cash to spend there. We have 

flexibility as to what we do. 

  Again, something we’ve shown in the past we want to continue to 

look at, this is a look at sort of the investment ideas that the portfolio has 

and the changes that have occurred. And as we’ve talked about, our auto 

subprime has increased. It was up. Our stripped performing CMBS 

increased. The corporates went down by about 1%. Quite frankly that’s 

price-driven—not much of anything else. The non-performing MBS is 

another area where we got small increases; we found opportunities there. 

And then this 15-year seasoned mortgage-backed securities that’s been 

about 7%, that hasn’t changed. Cash and equivalents is pretty much 

unchanged at sort of 7%. And then the nonperforming… the ABS 

equipment and credit cards are about the same. 

  You’ll notice that over the quarter the relocation mortgages dropped 

off the big ideas—big ideas being things that are more than 4% of the 

portfolio. They’re now in Other. There is another idea that is an Other that 



Q4 2015 FPA New Income, Inc. (FPNIX) Conference Call 
 
 
 

 
 

-31- 
 

 

we’ve been building on in the high-quality space we find quite attractive, 

but it hasn’t reached the 4% threshold so it sort of sits in there in between 

those two. That’s the main reason why that Other component has 

increased over the quarter. 

  So while 2015 definitely had its challenges and its disappointments 

as to performance and the way some things went that we invested in, we 

look at the additions that we’ve made in the high-quality space, we look at 

the re-pricing of the holdings and where they now look at from a on a yield 

and duration aspect, and they have a very positive outlook and attractive 

outlook to this portfolio going forward. We think its risk and its return 

perspective is much better now than it was at the end of 2014. So I guess 

you could say at this point, while there’s been a lot of difficulty, we’re still 

very optimistic about the possibilities. 

  And I just draw your attention to the bottom to conclude with this. 

You look at this, and the average maturity of the portfolio is 1.83 years. 

That’s about 0.4 years shorter than it was a year ago. The yield-to-worst is 

a little over 100 basis points higher. The duration is about a third of a year 

shorter. And its spread versus Treasuries is about 84 basis points higher. 

So when we look at this, we’re very encouraged about what’s going to go 

forward with this portfolio and it’s opportunities that it might have and the 
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way it could perform, and realize that to get there there was some painful 

things that had happened, most of which occurred during the fourth 

quarter. 

  At this point that sort of concludes our formal comments, and we’ll 

open up for question and answer. 

Ryan: Thanks, Tom and Abhi. For those of you who are on the webcast, please 

feel free to submit your questions at this point. We’re going to pause for 

just a moment as we compile the questions. 

  Okay, so the first question we have is: regarding the asset-backed 

securities, has the team seen any signs of trouble similar to our early 

finding in the mortgage market before the real estate bust in 2007/2008? 

Abhi: Yes, so the… look I’m not going to draw an analogy to the real estate 

bust. I think a lot of people try to do that. I personally think that that’s 

overstated. What I can say is that we have… we’ve seen some 

concerning things happening in the asset-backed market. Specifically, I’m 

referring to the auto ABS market. So among the concerning things that 

we’ve seen is that a lot of the issuers are taking on what we consider to 

be too much leverage. We’ve seen aggressive lending practices in the 

form of longer loan terms, lower rates, lending to older cars, lending to 

higher mileage cars. So those things have been happening. I think 
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recently there has been an uptick in delinquencies and a slight uptick in 

losses. So too early to say whether that’s a start of some big catastrophe 

on the horizon. 

  For our Fund specifically, because we’ve been seeing those things, 

we purposefully stuck to a select group of issuers that we have comfort 

with, and we have comfort that they’re not getting over their skis in terms 

of their leverage. And we’ve also been sticking to very specific bonds near 

the top of the capital structure so that we insulate ourselves from any bad 

behavior on the lending front. 

Ryan: Thanks, Abhi. Next question is: has the team found more high-yield 

securities to add to the portfolio? 

Abhi: So we continue to look. Certainly parts of the market have become very 

cheap. I’m not sure that they’re necessarily cheap enough for us to get 

involved, but we have a couple of ideas in our back pocket that, if prices 

get to the right level, we may consider adding. 

Ryan: Okay, next question: what’s the team’s take on the issue of bond rating 

downgrades and the potential rush to exit by pension funds if their A-rated 

portfolios are downgraded? 

Tom: So if you think… the pension funds have been a fairly active participant in 

the bond market for several years, as they look for ways to reap sort of 
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the actuarial returns that they want to achieve. And I think one of the 

challenges they’re going to have going forward is: they’ve moved into the 

credit space mostly investment grade to get there. That has become more 

challenging. That means the returns that they’re getting are further away 

from what they’re trying to achieve. Just think of it this way. If the returns, 

as we showed in a very early slide, for bonds is in sort of 0.5%, 1, 1.5 total 

return, 2% total return, and you’re trying to get 7 for your actuarial, bonds 

are going to tend not to get it for you. So that does look to us as an area 

that can see sort of a movement of bonds being sold as they try to find 

other areas where they can get something that will get them close to 7%. 

Well, we’ve seen that somewhat for awhile in the past, but I would expect 

to see it going forward. Hard to gauge how that’s going to impact prices in 

general. But you think of that and go, okay, that may tend to be a source 

of selling in the bond market as we move forward. 

Ryan: Thanks, Tom. Next question is a clarification into how much of the 

portfolio is in energy, and are those high-yield corporate bonds? 

Abhi: So in energy, it’s less than 1% of the entire portfolio. So it’s around 60 

basis points of the portfolio I believe as of the end of the year—maybe a 

little bit higher than that, but definitely less than one percentage point. 

Three percent of the entire portfolio is in the combination of energy and 
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commodity-sensitive bonds. So that math means that roughly 2% of the 

portfolio is in commodity-sensitive bonds. 

Ryan: Thanks, Abhi. We got an observation from one questioner, which is: in 

Ohio gas this week was as low as $1.29. Tom, do you want to take that? 

Tom: Oh, yes. First off, for someone who now lives in California that hurts, 

okay, because we don’t get it for $1.29, wherever it was in Ohio. For 

someone who grew up in Ohio, I guess it’s one of the things I could say, 

well, gee, that would be one reason I might want to move back. However, 

as I walk out of the office this afternoon and go over to the west side of 

the building, I can look out and it’s a very glorious and clear day here, and 

it’s about 65 or 70 degrees. And I can usually remember Januaries in 

Ohio tended not to be that. They tended to be like 30 and 20 degrees and 

icy. But it is good to know that gasoline is cheap there. 

  But to a serious note on that, when you look at that type of gasoline 

price—and there are gasoline prices in the country of less than $2—that is 

a benefit to the consumer. They’re just spending less on a commodity that 

they need to acquire, and so over time they have money in their pocket to 

spend on something else. 

Ryan: Thanks, Tom. Another question is: wondering whether or not interest rates 

are the biggest risk faced by bond investors. 
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Tom: So in general to this comment as we look forward, with an increase 

obviously in Treasury rates, just the general level of rates and its risk to 

the portfolio and to bond investors in general has diminished some. And if 

you think about real rates, you can also get to that as far as, if you think 

you’ve got an inflation rate that’s sub-2%, then, okay, if I have longer-term 

interest rates at the Treasury level—2 or better—there’s probably not as 

great of a risk there as there has been. 

  Now keeping that in mind, one of the early slides that was shown, I 

want to go back to. Even with the low level of rates, we showed financial 

asset returns for the year on an earlier slide, and it has U.S. bonds. It 

shows the ten-year Treasury note. Well, the ten-year Treasury note last 

year earned you a whopping 45 basis points. The 30-year was a negative 

3.72. So there’s still a tremendous amount of that sort of risk out there. It 

has just diminished some. 

  As you look forward at other risks that are out there, there is 

obviously some credit risk if the economies continue to grow at a slow 

level. It’s going to be difficult for credit spreads to narrow. They may 

increase for certain industries and certain companies. Hard to make a 

blanket statement about which ones, but you realize, okay, that risk is 
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going to continue to be out there as well, especially if we had sort of 

sluggish growth that we continue to have. 

  And as we’ve talked about before, it is a growing piece of the risk 

that’s out there. If we had this conversation ten years ago, it wouldn’t be. 

It’s just liquidity. You look at the activity of the last four months, and I don’t 

think you need much more evidence than that if you’re a bond market 

participant that liquidity has gone away. Life is a lot more difficult trying to 

sell bonds. There are fewer people around to buy them, and the dealers 

just don’t want to own them. They just back away. They don’t answer your 

phone. They said, I don’t have an interest—all sorts of excuses. I’m on 

vacation. My dog died, whatever a thing might be. Someone ate my 

newspaper. I have no idea. You get every excuse you can think of of I 

don’t want to bid your bond. And that I think going forward will continue to 

be an elevated risk. And how it will manifest itself to a bond investor is 

you’re going to tend to see volatility in the bond market at times—

sometimes more than others, but it’s going to be at an elevated level 

because of this lack of liquidity. 

Ryan: Thanks, Tom. Another question on energy: is the team still holding the 

energy bonds in the portfolio? What type of workout strategies and 
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timeframe is the team thinking about in terms of energy bonds and various 

issues? 

Abhi: Yeah, so we still own our energy bond. We have a couple of commodity 

bonds. So I’m going to lump those two together and just address the 

question more generically. In terms of workout strategy, it’s really 

situation-specific. It depends on the bond that we own and whether we 

have collateral, what we’re secured by, what we’re not secured by. It also 

depends on the maturity of the bond. So some of our bonds are longer 

maturity. That gives us a lot of optionality in terms of potentially a rally in 

commodity or energy prices. So it may turn out that no workout is 

necessary, and we just get paid at par. 

  Having said that, every time we buy a bond, we assume that we 

are going to have to go through a workout. I think the specific strategy 

really will just depend. It could be anything as simple as our bond just 

stays in place and potentially we actually get repaid as part of the 

restructuring process. Or alternatively we may be involved in some sort of 

debt exchange. It’s just too early to say. 

Ryan: Thanks, Abhi. Question about the economy interest rates: what do you 

see is the economic and interest rate scenarios that suits the Strategy 

best and worst? 
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Tom: So I guess this is… because we’re bond people and we think about what 

we can lose first, we’ll start with the worst. If you look at this portfolio and 

where it would have its most difficulty in performance would be a scenario 

in which we went into a heavier dose of deflation and we got a much 

slower growing economy. And it’s not so much that our credit holdings are 

going to have a huge problem. That’s not where the problem lies. It’s the 

portfolio just doesn’t have enough duration because the only thing that’s 

going to tend to work in that is the ten-year and the 30-year Treasury. And 

the way we look at risk and return to invest in that and say, okay, we’ll buy 

some ten-year in case that happens. If it doesn’t, it made no sense as an 

investment. You really put capital at risk. So I look at the worst case as a 

much more serious deflation, much slower growing economy to where the 

only thing that’s working is longer term Treasuries. 

  If I think of the best scenario where this works… is the growth is at 

least what we’ve had in the past—sort of let’s say 2, 2.5% real GDP 

growth—and maybe it increases and finds itself more like 3… doesn’t 

have to be huge, but just 3. And we look at that and go, okay, the short 

duration of this portfolio will be very good. The fact that we got this 

systematic cash flow coming to us will be great because the Fed will be 

raising rates on a more timely fashion and we’ll be able to invest at higher 
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and higher levels. And the things that we own in high-yield, that have been 

sort of a challenge for us in the last three to four months, will become far 

less of a challenge and will actually find themselves improving. 

  So that’s sort of the two what you want to put… best and worst 

scenarios in how this portfolio might act. 

Ryan: Thanks, Tom. We got a question on how some of our data is reported on 

morningstar.com, and the question is: interesting that Morningstar shows 

your average bond rating is double-B when 77% of your holdings are 

double-A, triple-A. Do you know why that is? And I’m happy to briefly 

explain that. I’m going to quote just briefly from the Morningstar fixed 

income methodology document. And if any of you would like links to that 

after the call, you can read it more in detail. Please email us at 

crm@fpafunds.com. 

  So first, the data quoted is accurate according to morningstar.com. 

The way they calculate our credit quality is double-B, and roughly 77% of 

our portfolio is in double-A and triple-A securities. So historically 

Morningstar followed the industry practice of reporting the average credit 

rating of a bond portfolio by taking a weighted average of ratings based on 

data provided by fund companies. However, because default rates tend to 

rise at a nearly geometric pace between the lowest grades, this method 
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systematically understated the average default rate of the portfolios. So 

Morningstar gives an example. 

  For U.S. corporate bonds as of the date of their methodology 

document, the spread in default rates between triple-C and triple-B bonds 

was more than 21 times that of the default rate spread between triple-B 

and triple-A bonds. Yet the conventional averaging method assumed that 

those spreads are equal. And so to correct this, Morningstar takes the 

convexity of default rate curves into account when calculating the average 

credit rate in the portfolio. 

  So how that impacts us is approximately 11% of the portfolio is in 

non-rated bonds, and Morningstar treats those bonds approximately as 

single-B rated securities. So under the convexity calculation, that’s how 

they get with 77% of our portfolio double-A/triple-A and, by essentially 

using that single-B rating for our nonrated stake, that brings our average 

weighting down to double-B. 

  Now there’s two points I want to make on that. The first is I’d like 

Abhi and Tom to give a little more color on our nonrated stake so that 

people have an understanding of exactly what that is. And many of these 

issuants are just too small to be rated. The second point I’d make is, if you 

look at the average rating of our Fund as double-B, that would imply the 
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Fund is essentially a high-yield bond fund. And if you look at our 

performance last year, as Abhi went over, clearly the performance of the 

Fund did not act like a high-yield bond fund. And so with that, I’ll turn it 

over to Abhi and Tom. 

Abhi: Yes, thanks Ryan. And so actually to lump this in with another question 

we got, that other question was: can you explain what you mean by non-

performing MBS? What are your return expectations for this part of the 

portfolio? So to take Ryan’s questions first, the vast majority of our 

nonrated holdings are in fact in our non-performing MBS. And what those 

are are those are new issue bonds that are backed by portfolios of non-

performing residential mortgages. We talked about this at length in the 

past, and we can refer you to past webcasts and letters where we’ve gone 

into detail. But when you boil it down, effectively through these bonds we 

are the first recipient of any cash flows derived from resolving these 

nonperforming mortgages. 

  When you do the look through math, we effectively are buying 

single-family residential properties in the United States at somewhere 

between 45 and 50 cents on the dollar to their appraised value. And so as 

Ryan mentioned, just because of the way these bonds are structured and 

created, the bond issuance size tends to be small enough where 
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economically for the issuer it doesn’t make sense for them to spend 

money to get them rated and they typically issue them to a handful of 

investors, that number somewhere between four and six. 

  In terms of our return expectations for this part of the portfolio, 

these bonds have historically had returns for us somewhere between 3.5 

and 4.5%, and they tend to have durations between one and 1.5 years. 

Going forward we expect the same to be true. I think at this point our 

return expectation is probably a little bit higher—hewing toward the high 

end of that range I just gave. But we still expect to have a similar duration 

going forward. 

Ryan: Thanks, Abhi. To what extent, if any, would the Fund invest in non-U.S. 

debt on a hedged or unhedged basis? 

Abhi: Yeah, so we would… we potentially could invest in non-U.S. debt on a 

hedged or unhedged basis. I doubt it would ever be a huge position size 

in the portfolio. Realistically speaking, I think the chances of us doing that 

on a not-hedged basis are extremely slim because we would need to buy 

the bond so cheap where we could feel that, if we had an adverse 

currency movement against us, that we would still get an acceptable rate 

of return. So I think the chances of doing it on an unhedged basis are very 

low. At this point in time, given where things are trading, the chances of us 
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doing it on a hedged basis are still probably pretty low because we’re just 

not seeing a lot of value out there. 

Ryan: Thanks, Abhi. Does the portfolio every by bonds that are involved in the 

Small Business Administration SBA loans? 

Abhi: We’ve looked at them in the past. We have not bought anything to date. 

Last time I looked at them, they weren’t that interesting. I’m not really sure 

if that’s changed. And sorry, Julian’s telling me that the size of that 

market’s also quite small. 

Ryan: Thanks. Do you anticipate using the cash that will become available from 

one-third of your portfolio this year? Asked differently, how opportunistic 

or cautious do you plan on being this year in light of your comment on 

liquidity? 

Tom: Well, actually when you look at how we’ve decided to structure this 

portfolio to deal with what we see as this ongoing lack of liquidity in the 

capital markets for fixed income securities, we look at this amortization 

and maturity of liquidity element force to give us the capital to come back 

to make investments. 

  As far as are we cautious, are we not cautious about where we 

might put it, it’s just as it comes back, the team is constantly sitting down 

and looking at, whether it’s in the high-quality side or it’s in the credit side, 
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where are the best opportunities? Are there some new things that came 

forward? It’s very interesting when I saw… it’s been a few years since I’ve 

seen the SBA loans. Julian and I have looked on them on and off in the 

past. We know about them. But that’s the kind of kind of thing you try to 

ferret out and see if you can find an opportunity in. And to have this side 

of liquidity come back, we like that—to go find that sort of idea. The NPL 

idea—the non-performing loan idea—that Abhi talked about is another 

one where you realize, okay, I might be able to put something to work 

there. Sadly, in the SBA loans, they’re just too small at this point. There 

are just aren’t enough of them around. But as I look out in the cash that’s 

coming back to us just through amortization and principal, I do think with 

the yield levels we see today we should be able to find some pretty 

attractive opportunities to put that money to work throughout the year. 

Ryan: How much competition has the team seen for the bonds that they want to 

buy? Is it an abundance or a shortage of bonds to buy in our areas of 

interest? 

Abhi: Great question. So it really depends on the asset class. I think for one-off 

issues it’s often tough to get the bonds that we want to buy. And for 

practical purposes the reason is, if we like it, the guys that own it probably 

like it as well. So it’s kind of hard to just get the supply for those. There 
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are certain sections of the bond market where the issuers and the dealers 

that underwrite them know that we are very interested in owning those. 

And so it’s not that hard. It can be a battle sometimes, but generally we’re 

able to get the bonds that we want. More liquid markets is another story. 

In high-yield for example, even though we’re not tremendously active in 

that market, it is certainly a very competitive market, and a lot of times it 

really just depends on whether you’re the first guy to respond. 

Ryan: Thanks, Abhi. And with that, we are already running a few minutes over 

time. I think we have at least one or two questions that we will follow up 

with after the call that we didn’t get to. If we missed a question or if you 

have any further questions, please feel free to email us at 

crm@fpafunds.com, and we’ll try to get back to you in the next hour or so 

with those questions or if you need anything else. 

  Thank you, Tom and Abhi, and thank you for your participation in 

today’s fourth quarter 2015 webcast. We invite you, your colleagues, and 

shareholders to listen to the playback of the recording and view the 

presentation slides that will be on our website within a few days at 

fpafunds.com. We urge you to visit the website for additional information 

on the Fund, such as complete portfolio holdings, historical returns, and 

after-tax returns. 
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  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 really appreciate and review all your comments. 

  Please visit fpafunds.com for future webcast information, including 

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

the end of each current quarter and expect the calls to be held 

approximately three to four weeks following each quarter’s end. If you did 

not receive an invitation via email for today’s webcast and would like to 

receive it in the future, please email us at crm@fpafunds.com. We hope 

that our quarterly commentaries, webcasts, and special commentaries will 

continue to keep you appropriately informed on the Fund. 

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

on this call are as of today, January 26th, 2016, 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 
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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 such securities, products, or services discussed. 

  Past performance is not a guarantee of future results. It should not 

be assumed that recommendations made in the future will be profitable or 

will equal the performance of the security examples discussed. Any 

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

their accuracy and completeness cannot be guaranteed. 

  You may request a prospectus directly from the Fund’s distributor, 

UMB Distribution Services LLC, or from our website, fpafunds.com. 

Please read the prospectus and policy statement carefully before 

investing. FPA New Income Incorporated is offered by UMB Distribution 

Services LLC. 

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

day. 

[END FILE] 


