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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 Third Quarter 2016 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 

made 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. Tom Atteberry is a Partner at FPA and 

joined the firm in 1997. Tom has been a Portfolio Manager of FPA New 

Income Incorporated since 2004. Abhi Patwardhan has been with FPA 

since 2010, Director of Research for the Fund since April of 2015, and a 

Portfolio Manager since November of 2015. 

  In summary, what we'd like to cover on today’s webcast are two 

large points that Abhi will go into more details in just a moment and those 

are the capitals flowing to credit risk assets with the relaxation on 

underwriting standards and that credit yields are approaching all-time lows 

of 2013 with substandard economic growth. I will briefly cover the Fund’s 

highlights while the Team will do a deeper dive into market commentary, 
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performance and portfolio activity, and then we'll do our usual question-

and-answer segment.  

  Now to Fund highlights. Long-time listeners of our webcasts will not 

see any changes on the first half of the page. And in terms of the second 

half of the page, in regards to downside protection, Abhi and Tom will be 

spending a lot of time on how FPA New Income’s yield-to-worst and 

effective duration and positioning compare not only to the Barclays U.S. 

Aggregate Bond Index—which was recently renamed to the Bloomberg 

Barclays U.S. Bond Index—but also to the overall bond market as well. 

  With that, I’d like to turn it over to Abhi for the market commentary 

section. 

Abhi: Thank you, Ryan. So let’s start off with this first chart here. Here we show 

in blue the change in the aggregate balance sheets of the global central 

banks on a rolling one-year basis. The chart also shows the yield on the 

Bloomberg Barclays Aggregate Bond Index, but plotted inversely. So 

when the red line is closer to the top of the chart that means a lower yield 

and vice versa. As central bank balance sheets globally increase the 

assets on their balance sheet through money printing and bond buying, 

that activity drives yields on bonds lower; both sovereign bonds, which are 

typically the target of central bank bond-buying programs, and risky bonds 



Q3 2016 FPA New Income, Inc. (FPNIX) Conference Call  
 
 
 

 
 

-3- 
 

 

like mortgages and investment-grade corporates which have also been 

the target of bond-buying programs.  

  The central bank activity has been so extreme that it has driven 

yields to historical lows. Here we show the yield on the 10-Year Treasury. 

We noted last quarter that the yield on the 10-Year Treasury reached an 

all-time low of 1.36% in July of 2016. Since then yields in treasuries and 

other risk-free assets have increased slightly. We've spoken at length over 

the past several months about how expensive the market is, notably in our 

Investor Day presentation earlier this year, so we refer you to our website 

for more detail on that. 

  This slide picks up where that presentation left off. This table 

shows the change in yield for a number of fixed income asset classes 

since the end of the second quarter through the end of the third quarter. 

As we noted earlier, yields on so-called risk-free bonds have increased 

recently. Treasury bond yields have increased slightly across the entire 

curve in the past few months with the two- to three-year area increasing 

the most in yield. 

  Other high-quality bond indices, the Aggregate Bond Indices, the 

ABS Index and the CMBS Index, have also increased slightly in yield, 

though by less than the increase in underlying treasury yields which 
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means that while base risk-free rates have increased, spreads on risk 

assets have continued to decrease. In other words, investors continue to 

drive the price of risk lower. This is particularly evident when you look at 

the change in yield on the Investment-Grade Corporate Bond Index and 

the High-Yield Bond Index which decreased in yield by 5 basis points and 

110 basis points, respectively.  

  This phenomenon can also be seen here as well where we show 

historical yields on subprime auto asset-backed security bonds which tend 

to have a short duration. Yields on these bonds have also come down 

despite the increase in yields on short-dated treasuries.  

  This is a similar chart for asset-backed securities backed by 

equipment, similar story here. Overall, yields have decreased despite 

higher shorter-dated treasury yields. Again, the culprit for driving the price 

of risk lower is central banks. Quantitative easing and negative rates have 

pushed investors worldwide into riskier and riskier asset classes in search 

of yield. Here's some evidence showing foreign demand for U.S. 

corporate bonds, both investment grade and high yield. 

  The dotted-line shows that demand has grown by double-digit rates 

over the past few years. That demand has led to higher prices and lower 

yields on U.S. investment grade corporate bonds. This chart shows the 
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yield on U.S. investment-grade corporates which has crept lower and 

lower over the past few months and remains near historical lows. Keep in 

mind that the average duration on investment-grade corporate bonds is 

seven to eight years. Most alarming is what has happened in the high-

yield corporate bond market. This chart shows historical spreads on high-

yield bonds and also shows the average spread throughout this period 

excluding the financial crisis. This data goes back through 1998.  

  We've spoken with a number of high-yield investors who justify 

investing in high yield based on spreads. They make the argument that 

spreads are not that far off from the historical average so high yield is not 

overpriced. And based on this chart, that is not an unreasonable 

statement. However, if you look at the high-yield market based on yields 

rather than spreads, it’s clear that the market is much more expensive 

than spreads would suggest. As we've noted many times in the past, we 

think that spreads are the wrong way to look at bonds because losses are 

absolute. So you should look at absolute compensation to compensate 

you for absolute losses. Yields—not spread—measure absolute 

compensation. 

  Similar to the last chart, this chart shows a history of yields on the 

high-yield market and shows the average over this period excluding the 
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financial crisis. The chart shows that with yield currently at approximately 

6.2%, yields are over 250 basis points lower than the historical average of 

approximately 8.7%.  

  This is another way to look at how expensive the high-yield market 

is. The top graph plots historical spreads, again, excluding the financial 

crisis. Rather than show the spread history by date, we've shown the 

spread history by the frequency with which the spreads occur. The red bar 

shows where current spreads are—or maybe neon orange, however it 

comes through. This graph demonstrates that today’s spreads have 

occurred in the past around 5% of the time historically. A lot of the history 

of spread ends up showing up around 5% of the time which suggests that 

current spreads are not that uncommon. In fact, today’s spreads are in the 

41st percentile of past historical spreads which means that spreads have 

been at today’s level or lower 41% of the time historically. 

  The bottom panel shows historical yields using the same 

methodology. As we noted earlier, it’s a different story when you think in 

terms of yields. The red bar shows where yields are today. Today’s yield 

has only happened 4% of the time. Said another way, today’s yield is at 

the 15th percentile which means that yields have been at today’s level or 
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lower only 15% of the time historically. Here's another sign of how whacky 

and expensive the market for risk assets has become. 

  This chart shows a spread between high-yield bonds and leveraged 

loans. The yield on high-yield bonds is within 50 basis points of the yield 

on leveraged loans, which is true whether you include or exclude 

commodity-sensitive bonds and loans. To us it doesn't make a lot of 

sense that there should be so little extra compensation for owning bonds 

versus loans considering that bonds are deeper in the capital structure 

and offer fewer protections for investors.  

  High-yield bond yields continue to decrease despite high-yield bond 

issuers’ leverage continuing to increase. We show here that leverage has 

increased over the past few years, again, even when you exclude 

commodity-sensitive issuers who have experienced deteriorating cash 

flow. Not surprisingly, despite historically low financing rates available to 

high-yield borrowers, interest coverage ratios have not improved 

meaningfully because issues have offset the benefit of lower yields by 

taking on more debt, meaning that credit quality has deteriorated on a net 

basis. 

  Now I’ll turn it over to Tom.  
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Tom: Well, thanks, Abhi. Going forward from what Abhi’s laid out as far as 

valuation within the fixed income markets I want to spend the next several 

minutes discussing why we feel that because of these market conditions, 

investors should consider a change in how they view a core or an 

intermediate-term bond fund in the context of their overall portfolio 

allocation and, further, how the FPA New Income fund could play a pivotal 

role going forward in that allocation of investors’ total portfolio. And we're 

feeling that we should either be used in combination or maybe in lieu of 

an intermediate-term or a core bond fund.  

  This graph when you look at it, the blue line is the same line that 

Abhi showed a minute or so ago, and then there's a red line below it that 

lists as a 10-year term premium, something that’s been popular in the 

press the last several months. And so what is a 10-year term premium? A 

10-year term premium is the excess yield that investors require to commit 

to holding a long-term bond instead of a series of short-term bonds. This 

is something put forth by the Federal Reserve Bank of San Francisco in 

an Economic Letter back in July of 2007. In looking at that red line you 

realize that at the time this was printed it’s -59 basis points, which is to say 

that the 10-Year Treasury yield’s less than that series of short-term 
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securities you may buy and it’s the lowest it’s ever been in the last 50 

years.  

  So why did this all of a sudden become important? At the last press 

conference that Chairwoman Yellen following their meeting, she had this 

comment as it relates to how QE works. Interestingly, this is a slightly-

revised comment about how QE works in relation to what Chairman 

Bernanke had stated in his November, 2010, editorial in the Washington 

Post explaining why we were going enter into QE to begin with. So her 

look is that…important factor that I think holding down the level of longer-

term yields but perhaps as important, or maybe even more important, the 

term premium is also low and has probably come down. Now when we 

engaged in long-term asset purchases, our purpose in doing this was to 

drive down longer-term yields by making the asset scarce. Hence, more 

valuable to the public that wants to invest in long-term securities. And we 

were consciously attempting to drive down that term premium. The 

previous explanation for QE was one of we wanted people to go buy risk 

assets by not buying the risk-free asset. But this is to explain why you're 

seeing so much talk about term premium.  

  Well, what's sort of the risk component to this idea and that what 

we have here is a year-over-year change in CPI during that same period 
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of time. The last reading is 1½%. The high was by the way 14.8% back in 

March of 1980. And the average had been about 4%. The lowest, June of 

’09: -1.4. So let’s take a second and look at the 1½% and the components 

that drive it. Well, if we look at the service components—housing, 

healthcare, other services people might undertake—that’s up about 3% 

year over year. If we look at commodities—food, energy, television sets, 

cars—they're down a little over 1%, about 1.1% during the same period of 

time. 

  The other thing of notice, this has turned up in the last several 

months. So we have a Federal Reserve driving a term premium down, 

that’s driving down the yield on a 10-Year Treasury at the time inflation is 

starting to rise and when you think about, well, what's the primary 

fundamental value of a 10-Year Treasury, it’s what is your expectations of 

inflation going forward because that’s the thing that erodes your value. So 

we see a conflict in this regard.  

  Carrying this forward, how has this been impacting the markets? 

We've shown this before. We wanted to update it and really get people to 

focus on the changes that already is starting to occur. The first change to 

look at is the green line which is the duration of the Bloomberg Barclays 
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Aggregate Index. In the beginning of 2009, it was roughly four years. 

Currently, it’s roughly five-and-a-half years. 

  If you look at the blue line which is the yield to worst, that same 

period of time it started out over 5%, now roughly 2%. And then finally the 

red line which is taking that ratio of yield to worst and dividing it by 

duration, the beginning of ‘09, slightly over 1, about 1.1. Now it’s .36. So 

you have a dramatically different look of risk and reward in the Bloomberg 

Barclays Aggregate Index at this time. Keep in mind that when you look at 

a core bond fund or you look at an intermediate-term bond fund, many 

times this is the index of which it’s managing against. This is what it’s 

compared to.  

  So what have we done during this period of time? How have we 

positioned the FPA New Income Fund? Well, as the bullet point points out 

to us, our yield to worst is about 32% higher than the Aggregate Index and 

our duration is about 76% less. The two graphs, looking at the graph on 

left, since December of ‘13 this portfolio has been building that 

relationship of between yield of ourselves and yield of that index. If you 

look at the right-hand side, which is that comparison of duration, during 

that same period of time, it has declined some and of recent it’s been 

pretty consistent at about .24 or .25. 
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  Looking at the bottom, something that Ryan referred to in the 

opening in the summary of the Strategy, that’s why you see this yield to 

worst divided by duration of 1.98. You have a much higher cushion to 

changes in rates, especially if you think those rates might be going more 

to increase than decrease than looking at either the aggregate in its total 

or the one to three-year portion of aggregate that are much less.  

  We had a similar event occur in the middle of 2012-2014 when the 

10-Year Treasury got down in sort of the 150 to 160 yield range. So if we 

look back at that period of time, look at the index, look at ourselves and 

say, well, what happened? How did the both of us act and what went on? 

Well, the first thing you notice is over the 1½-year period sort of the 

roughly end of July of 2012 through the beginning of 2014, the Index itself 

was down 1.6% and we were up 1.52. So we had a positive return of 

reaching one of the objectives that we seek for ourselves. 

  The maximum drawdown, the point where you're at your peak 

return to sort of the trough return, was about 4½% on the negative side. 

For the Index it was a little over 1 for ourselves, 1.14. And then as you 

would expect, the standard deviation and the volatility of that return for us 

is far, far less than that of the Index. So when you think through that you 

go, okay, you’ve built up a higher yield to worst while not talking on 
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duration in order to accomplish that objective is bringing value to the table 

in an event where you watch interest rates rise.  

  This graph, very telling to where you are today, what sort of went 

on and the kinds of risks that you might have. What we're looking at here 

is it’s the number of years it’s going to take your coupon to recover the 

loss and principle you’ve had from the low of the yields that occurred 

during the third quarter of this year to the yield level that was occurring on 

the 7th of October. 

  So go to the far-right-hand side and let’s look at that. So the low 

yield on the Aggregate Index was a 1.81%. At the end of this period we're 

looking at, it was 2.05. So it went up 24 basis points. The coupon on that 

index is 3.1%. The principle decline during that period of time was 1.70, 

so it’s going to take you roughly just a half a year for a 25-basis-point 

move. It’s going to take you a half a year of coupon to make up that loss. 

  If you want to think of it in its most dramatic terms, look at a 30-

Year Treasury where you have a situation where it went from a 2.10 yield 

to a 2.45 yield during that period of time, lost almost 8 points of value, but 

only has a coupon of 2½. Do some simple math; it’s going to take you 

more than three years to earn that back. So when you look at this, it really 

is a stark way of looking at that risk and reward that you're going to get 
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over a long period of time if you take on any kind of portfolio that is 

subjecting itself to an interest rate change of even in this case a fairly 

modest degree over a short period to time.  

  The next thing that we notice is you’ve got a really change in 

historical relationships. So the graph is showing on the top the forward 

P/E on the S&P 500, the bottom part is just the yield on the 10-Year 

Treasury. Sort of 98 into the early 2000s, the yield of the treasury was 

going up, the P/E was rising, the economy is doing very, very well. You're 

paying more and more of what you thought to be growing and growing 

earnings. You sort of looked past that and you tended to see a flat-to-

declining 10-Year Treasury, P/E ratio tending to decline as well, growth 

wasn’t necessarily great, it was just sort of okay, and so the P/E ratio was 

declining. 

  But then after this great recession, a very dramatic change has 

occurred. The 10-Year Treasury has continued to decline in yield, but all 

of a sudden you have an increase in the P/E ratio. But when you look 

economically, you're not going getting an increase in growth which is why 

you're seeing the 10-Year Treasury do what it’s doing. You're not getting 

growth but now you're paying a higher and higher multiple for that growth. 
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So when you think of that in the equity terms, there's more and more risk 

being built into that market as well.  

  This is a look at, okay, we're going to assume people own stocks 

and bonds in a portfolio and we're going to look at, okay, correlations. And 

we've got two columns. The first column is what's the percentage of time 

that, whether it’s the Bloomberg Barclays Aggregate Index or the 1 - 3 

Year Index or the New Income Fund, what's the percentage of the time of 

which the correlation was somewhere less than 20% to negative? About 

82% of the time from the Aggregate, about 76% of the time for us, and 

about 60 for the 1 - 3 Year. And then what's the actual negative 

correlation? Similar relationship goes on. So when we look at this, we 

realize our relationship to equities is similar to that of an aggregate index. 

It’s better than in sort of in terms than the 1 - 3 Year. And we're getting 

this because of this sort of shorter duration higher yield to worst.  

  And then the final thing that I wanted to spend a minute on is a look 

at sort of, all right, what kinds of risks are you taking versus the returns 

you're getting? And let’s factor in some of the volatility. Well, if you look at 

the one-year Sharpe ratio, we don't look particularly great. If you had an 

intermediate-term bond fund or the Bloomberg Barclays Aggregate Index, 

it’s much better. But when you look at the marketplace over that period of 
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time, for all rates that are three years and longer, they declined. For 

everything that’s three years and less and treasuries, they went up. 

  So if you had a long-duration asset, you benefitted from the fact 

those rates were coming down. We don't, it doesn't look that great for us. 

However, if you look at the 3s, the 5s, the 10s, the 20s, much different 

picture shows up. We're getting a risk-adjusted return much better than 

intermediate term, the Ag itself, it’s nontraditional short, all those others. 

So we're bringing value to the table and it’s coming from the fact is we're 

capturing that increased yield for that unit of risk of duration that we're 

taking.  

  This is just a summary of what we have coming out in both the 

shareholders letter and in another special piece that will be delivered 

shortly that looks more in depth to this idea of investors needing to look at 

their intermediate-term bond funds or their core bond funds, how they 

relate in their portfolio, and how the marketplace has changed for that 

relationship. And that they, in our view, need to reinvestigate that and look 

at either adding us to that equation or maybe substituting us for that 

equation because of the fact we've got this lower duration, we've got a 

lower risk to us, we've got a risk-adjusted return, and an attractive yield to 

worst that is at roughly 30% higher than the Index itself. 
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  On those notes, I’m going to turn it back to Abhi who’s going to 

then discuss more performance of the portfolio for the quarter and year--

to-date and how the portfolio is updated over the last three months.  

Abhi: Thank you, Tom. So let’s start with the performance for the Fund on a 

quarterly basis and then for the year-to-date period. For the third quarter 

FPA New Income was up 75 basis points after fees and on a year-to-date 

basis was up 2.17% after fees. On the next page we'll go through what 

contributed to and what detracted from that overall performance. 

  FPA New Income returned 85 basis points before fees during the 

third quarter. The largest contributor to performance was energy and 

metals-related corporate bonds driven by the continued increase in the 

price of oil and increased optimism on the commodities cycle.  

  The next-largest contributor to performance was bonds backed by 

non-performing residential mortgages. The performance of those bonds is 

embedded in the non-agency CMO line item on this page. The third 

largest contributor to performance was asset-backed securities backed by 

subprime auto loans. 

  The larger of the two detractors from performance during the third 

quarter was our Ginnie Mae project loan interest-only bonds, which are 

included under CMBS stripped. These bonds were negatively impacted by 
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a rise in the yield of the 5-Year Treasury and an increase in spread. The 

other detractor from performance was treasury bonds, which fell in price 

with the rising yields.  

  On a year-to-date basis, the Fund returned 2.59% before fees. The 

drivers of performance on the year-to-date basis are the same as they 

were for the quarter with the exception that interest-only bonds backed by 

agency residential mortgages, which show up as MBS stripped on this 

table, were an additional detractor from performance on a year-to-date 

basis and treasuries were a contributor to performance on a year-to-date 

basis.  

  The portfolio had a yield to worst of 2.58% and a duration of 1.3 as 

of the end of the third quarter. The yield to worst is down from 2.93% as of 

the end of the second quarter with the duration almost unchanged. Part of 

the decrease in yield is due to a continued increase in the price of the 

portfolio’s credit holdings. Separately, part of the decrease occurred 

because we decided to model one of our high-yield bonds to a zero-

percent yield, whereas it’s actual yield to worst is around 25% owing to its 

short maturity. We made this change because though we feel this bond is 

covered and we expect to receive par value, at this point in time there's 

uncertainty with a respect to the form of the value we will receive. As 
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such, rather than potentially overstate the yield on the portfolio, we chose 

to assume that the yield on the bond is zero until we have more clarity on 

the resolution of this particular investment.  

  These two pie charts show the composition of the portfolio by 

investment idea as of the second quarter and third quarter. There were no 

meaningful changes over the quarter as we essentially reinvested cash 

into the same investment ideas which we previously owned. Last quarter 

we announced a change in the ratings guideline for the Fund. Recall that 

we have to have at least 75% of the Fund’s assets in high-quality 

investments and we can have up to 25% of the Fund’s assets in credit 

investments. Previously high-quality was defined as an investment with a 

rating of AA- or higher. That threshold was changed so that high-quality is 

now defined as an investment with a rating of A- or higher and, 

conversely, credit is defined as an investment with a rating of BBB+ or 

lower.  

  We stated at the time that the change was made that we were 

making the change in anticipation of potentially finding attractive A-rated 

investments that could be a good fit for the high-quality portion of the 

portfolio rather than with an eye towards taking advantage of current 

opportunities. To that end, we have shown in this table the ratings 
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breakdown of the portfolio as of the second quarter and third quarter. 

Consistent with what we stated last quarter, the single-A exposure has 

increased insignificantly from 8 basis points of the portfolio to 57 basis 

points of the portfolio as of the end of the third quarter. 

  Finally, this graph shows the amount of protection the portfolio has 

against rising yields either in the form of rising risk-free rates or rising 

spreads. Our base case when making investments is that we try to buy 

bonds that could have a positive return if yields were to rise by 100 basis 

points over a 12-month period. Using that same test, we expect the 

portfolio would have a return before fees of approximately 1.6% if yields 

rose by 100 basis points. The analysis on this page shows on the right-

hand side that the portfolio should be able to withstand a yield increase of 

200 basis points and still have a positive 12-month total return before 

fees.  

  And with that, we will open it up for question and answer. 

Ryan: Thank you, Tom and Abhi. To those of you who submitted your questions 

in advance, the Investment Team attempted to answer those questions 

during their prepared remarks and if we didn't fully answer those 

questions or if you have additional questions, please feel free to submit 
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those questions now. We'll pause for just a moment as we compile the 

online submitted questions. Thank you.  

[SHORT PAUSE] 

Abhi: So the first question we have says, “I’ve had more interest from clients in 

structured products given the yield. I’m not inclined to go this route given 

the murkiness and complexity of the product. Any thoughts?” So the first 

thing I’ll say is that I think a lot of the investor universe feels the same 

way, which is why there is a perceived yield discount on a structured 

product investment versus more straightforward corporate bonds, let’s 

say. I think we can say this because we've spent so much time in the 

structured product universe, we generally feel that often times structured 

products actually have more clarity and they're a lot more simple in terms 

of the protection against adverse events than what you might find in a 

corporate bond. 

  So the most simple example I can think of is that in a typical 

structured product bond when you think about the lower rated tranches, 

let’s say a BB tranche, the prospectus for a structured product bond very 

clearly outlines the situations under which the bond gets paid and the 

situations in which the bond doesn't get paid. And there's not much 

leeway in terms of what could impact that payment sequence. 
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  On the other hand, if you think in comparison about a BB-rated, 

high-yield corporate bond, we actually view those structures as having 

much more murkiness than a structured product investment because the 

indenture for a high-yield bond gives the issuer a lot of leeway to divert 

payments away from the high-yield bond investor. So all things being 

equal, we generally find that structured products is actually less murky 

and less complex than what you would find in regular-way corporate 

bonds, for example. But, again, there's always exceptions to the rule. We 

generally try to adhere to the more simple and straightforward structures.  

  We got another question on Page 22 asking why the data gets 

fuzzier halfway through the presentation. The reason the data gets fuzzier 

is that at the point when it goes from clear to fuzzy is actually the point in 

which we have monthly data versus daily data. And so in the fuzzier 

portion we actually had daily data available which is why it looks like it’s 

fuzzier, but it’s actually not fuzzier. There's no change in volatility or 

anything else going on there.  

[SHORT PAUSE] 

Ryan: There's an additional question which we will be able to address offline. 

Let’s pause for just a moment because that was the last question that we 
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have. If there are additional questions, feel free to submit those online 

now, thank you.  

[SHORT PAUSE] 

Ryan: With no additional questions, we will wrap up. If there are any additional 

questions, feel free to reach out to us afterwards and we will be more than 

happy to answer your question. 

  Thank you for your participation in today’s Third Quarter 2016 

webcast. We invite you, your colleagues and shareholders to listen to the 

playback of this recording and view the presentation slides that will be 

available on our website within a few days at FPAFunds.com. 

  We got one last question: “Morningstar raised concerns about the 

longevity of the team now at FPA New Income. Any thoughts?” I will let 

Tom answer that question, but Abhi can also potentially chime in there as 

well.  

Tom: Okay, as it relates to Morningstar in thinking about the reports that they 

have put out on us, it’s my understanding that longevity is sort of the team 

has grown over the last several years and it doesn't have a long, long 

period of time of working together. And let me walk through that to a 

degree. 
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  The first thing to keep in mind, okay, I came in 1997, worked for 

Bob Rodriguez who had managed the Strategy since 1984. So I was sort 

of the first one that came in and worked as an analyst with Bob. In 2004, I 

hired Julian Mann to handle sort of the mortgage side of the business at 

the time that we had from an analytical standpoint. And he does now also 

do our trading with the exception of high yield. 

  At that time our assets were much smaller as it came to the credit 

component of the portfolio. We shared resources with the Contrarian 

Strategy and with what is the Small/Mid-Cap Absolute Value Strategy at 

that time. Post-2008, that sharing arrangement was not as productive for 

both of us; the main reason being is that the objectives of the Contrarian 

Strategy are different than the objectives of New Income. And at that point 

we set out to create our own credit team in that regard. The first person 

being hired to do that on corporate credit was actually Abhi. I’ll let him 

speak to his own experiences and he'll get a chance in a minute to do 

that. But he was the first to do that. 

  And then subsequently we have hired Joe Choi and Prakash 

Gopinath. We have also hired Nazanin Pajoom. I’ll start with Nazanin and 

work back. Nazanin was hired for a different set of skillsets that this team 

needed. She was hired because of the fact her background is computer 
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science. She also has a master’s in financial engineering so she 

understands the finance business, but was really to help us a lot on our 

quantitative needs. Since then she’s also worked her way—and she works 

with Julian at this point doing research in the asset-backed area.  

  Joe and Prakash both came as corporate credit individuals. There 

are now just credit individuals, both sides. So they do structured product 

credit, they also do corporate credit. When you look at Joe, you look at 

Prakash; you're looking at individuals with eight to eleven years of 

experience on the investment side. It’s a little less experience maybe 

being with us. I’ll let, again, Abhi speak to his. 

  I sometimes have accused Julian of being the other old person 

here because his experience goes almost back as far as mine does. So 

really it’s one of us just working together. So when we approach the 

working together, we spend a tremendous amount of time interviewing 

people to join the team. It may take up upwards to a year to find 

someone. And it’s not so much—it’s two things we're looking for: absolute 

value people and then personalities that will just fit in with the others. And 

I’ve not talked about Abhi because I’m going to let Abhi talk about himself 

and sort of his experiences and such since coming—before and then 

once he got here at FPA. 
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Abhi: Thanks, Tom. Yeah, I guess really the only thing I would add to Tom’s 

comment is that though the current team hasn’t been together for a really 

long period of time—and I say that because the most recent addition to 

the team has been here for about a year or so—we specifically focus our 

hiring process on people with investment experience prior to coming to 

FPA. 

  So myself, I have almost fifteen years of investment experience. 

I’ve been with the team since 2010, so six of those years have been with 

the FPA New Income Fund specifically and exclusively. So I do have a lot 

of experience on this particular product and the way it’s managed and 

have played a big role in how we've developed the strategy thus far. 

  And with respect to the newer additions to the team, Joe and 

Prakash specifically, as Tom mentioned those guys have ten to twelve 

years of experience each of them. So I guess, like I said, the only think I’d 

really add is, yes, the team as a unit has not been together for decades 

but, individually, everyone on the team has a lot of prior investing 

experience. And so we don't want our investors to think that there are a 

bunch of rookies working for them. 

Tom: [LAUGHS] Finally, to wrap this up, one of the things to keep in mind, it is a 

fairly small team. There's six of us. And that’s okay with us. If you think 
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about how we manage money, six is fine. It doesn't mean that we may not 

add one or two as we see down the road. And the reason I say that is look 

at the two objectives we have. We're trying to reach a positive return in a 

12-month period. We're trying to get CPI plus 100 basis points over a five-

year period. We're indifferent to whatever a benchmark looks like. We're 

only looking for those securities that solve for that equation. 

  And as an example, we have a chart in here that talks about yields 

on investment-grade corporates. We have one small holding in 

investment-grade corporates. It’s never been a piece of the puzzle for us. 

You see us a lot in structured product, but when you actually look at the 

pie chart of what's in there, 10 ideas make up almost 75% of this portfolio. 

So we are very focused on what we look at and there's big pieces of the 

bond market that just don't interest us because they don't solve for the 

equation we have of our two objectives.  

  And the last piece, with everyone that’s come in here, they bring in 

different sets. Many of them—in fact, I think everybody here to a degree, 

with the exception of Naz, has equity experience in some way, shape or 

form; either as an analyst, they were in private equity, they may have 

done stock options at one time. I used to be an equity portfolio manager. I 
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used to be an equity analyst in my prior career. So it’s also a unique set of 

people that we've constructed here for this team to manage these assets.  

Ryan: Thank you, Tom and Abhi. If there are any other additional questions on 

that topic or any topic, as I previously mentioned, please feel free to reach 

out to us and we'll be more than happy to answer those questions.  

  We urge shareholders and listeners to visit the website for 

additional information on the Fund such as complete portfolio holdings, 

historical returns, and after-tax returns. Following today’s webcast, you will 

have the opportunity to provide your feedback and submit any comments 

or suggestions. We highly encourage you to complete this portion of the 

webcast. We know your time is valuable and we really appreciate those 

comments. 

  Please free to visit FPAFunds.com for future webcast information 

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

towards the end of each quarter and expect the calls to be held roughly 

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 them going forward, please email us at 

CRM@FPAFunds.com. Again, CRM@FPAFunds.com and that’s the 

same email address you'd can use for questions.  
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  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, October 24th, 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 which to make 

an investment decision. 

  The information provided does not constitute, and should not be 

construed as, an offer or solicitation with respect to any securities, 

products or services discussed. 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. 
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  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] 


