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(00:00:00) 

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

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

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

  During the presentation, we’ll have a question and answer session. 

You can ask text questions at any time by clicking the green Q&A icon on 

the lower left-hand corner of your screen, type your question in the open 

area and click Ask to submit. If you would like to view the presentation in a 

full-screen view, click the Fullscreen button in the lower right-hand corner 

of your screen. Press the Escape key on your keyboard to return to your 

original view. For optimal viewing and participation, please disable your 

popup blockers. 

  And finally, should you need technical assistance, as a best 

practice, we suggest you first refresh your browser. If that does not 

resolve the issue, please click on the Support option in the upper right-

hand corner of your screen for online troubleshooting. 

  It is now my pleasure to turn today’s program over to Jonathan 

Rahbar. Jonathan, the floor is yours. 

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

like to welcome you to FPA Paramount Second Quarter 2018 Webcast. 
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My name is Jonathan Rahbar and I am a 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 Greg Herr and Pierre Py, the 

portfolio managers of the Fund. 

  Initially, we’d like to highlight the key fund attributes for those who 

may be listening in for the first time. I will quickly mention a few of these 

attributes. 

  First, the Fund has a broad, benchmark-agnostic mandate. By 

broad, we mean that the team can invest in equities in both developed 

and emerging markets, as well as in companies with market 

capitalizations as small as $2 billion and as large as $300 billion plus. 

(00:01:46) 

  By benchmark-agnostic, we mean that the team is unconstrained 

by the geographic or sector weightings of the MSCI All Country World 

Index. That being said, as the team invests around the world, the Fund 

will usually maintain a minimum of 20% exposure to US-domiciled 

companies and also a minimum of 20% exposure to ex-US-domiciled 

companies. This still affords the strategy significant investment flexibility. 
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For example, US-domiciled companies are roughly 50% weight in the 

MSCI ACWI index. 

  Finally, the Fund is relatively concentrated, as the team has a 

strong bias to quality companies that trade at a significant discount to the 

team’s estimate of intrinsic value. 

  For more detailed information regarding the strategy, we encourage 

you to visit the strategy’s policy statement available at FPAFunds.com.

 At this time, I will go ahead and turn the line over to Greg and 

Pierre. Gentlemen. 

Gregory: Okay, Jonathan, and thank you for the introduction and thank you, 

everyone on the call, for joining us today. 

  We are going to start, as we usually do, with performance. During 

the first half of 2018, the Fund gained 0.63% compared to a decline of 

0.43% for the MSCI ACWI index. Over the last 12 months, the Fund has 

gained 11.70% compared to an increase of 10.73% for the same index. 

  And if we take a step back to look at the results for the first six 

months of the year, there were several factors that drove the positive 

performance. 

  First, the portfolio benefited from broad-based strength across a 

number of our technology holdings including Scout24, Booking Holdings, 
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Microsoft and Capgemini. Now, even though the GICS classifications 

lump all these companies together, the reasons for their strong 

performance are more individual. But that said, I think we can probably 

make the case that Microsoft and Capgemini continue to benefit from the 

transition of customers to cloud computing. 

(00:03:57) 

  Now, the second factor, despite continued concerns about 

pressure from online competitors, we own several retailers that we 

believe, while not immune from these threats, are relatively well-insulated 

from them, and performance from that group was led by O’Reilly 

Automotive and Dollar General. 

  Finally, the takeover battle for 21st Century Fox’s studio and TV 

assets also boosted portfolio performance. 

  On the negative side, there were no broad themes to report. Our 

biggest detractor was Ambev, which suffered from negative sentiment 

surrounding its home market of Brazil. We also experienced a drag from 

Mednax. Mednax had generated strong gains in the fourth quarter as a 

prominent activist firm disclosed a significant stake in the shares. But 

during the first half of the year, there wasn’t any substantive 
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announcement by the company, and that caused the previous enthusiasm 

around the shares to reverse. 

  We’ll finish this slide with the same comment that we make every 

call, and that’s to say that as pleased as we are with the performance of 

the last 12 months, we continue to believe short-term performance is not 

the best way to judge results. As value investors, we are obviously trying 

to buy businesses at a discount to what we think they're worth. Stock 

prices can and often do, however, decline after we make those 

purchases. We also know that market sentiment toward a country, an 

industry or even a specific company often shifts significantly from one 

year to the next. It typically takes several years for our discounts, the 

discounts that we have to the estimates of the company’s value, to 

unwind. That’s why we advocate evaluating the Fund’s performance over 

longer periods, ideally over a market cycle. 

(00:05:55) 

  Okay, so with that, let’s turn to the key performers and I’m going to 

start with 20th Century Fox, which was our best-performing holding over 

the last six months. You can see it gained about a little over 45% over the 

two quarters, and on the last conference call, the end of the year, we had 

discussed that the company had been a strong performer during the 
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second half of last year. In the fourth quarter specifically, Fox announced 

that it had agreed to sell its film and TV studios, some of its TV networks, 

to Walt Disney Company. Now, as home TV and movie consumption 

shifts from traditional cable bundles to internet-based offerings, things like 

Netflix and Hulu and Amazon, the companies that are providing 

entertainment content are consolidating. And prior to announcing the deal 

with Fox, Disney had unveiled a plan to make its movies and TV shows 

available over the internet. Acquiring the Fox content clearly enhances 

that offering. Despite the strong performance in Fox shares, on the last 

call, we explained we continued to own them, believing that the total 

assets remained undervalued by the market. In the second quarter of this 

year, Comcast issued a higher bid for the same Fox assets. Disney then 

subsequently responded with a higher counteroffer, which drove the 

performance that we saw in the period. 

  With that, let me turn it over to Pierre to talk about the detractors. 

Pierre: Thank you, Greg. We’re moving now to the Fund’s worst-performing 

holding for the first half of 2018, which was Ambev, with a share price 

down 26.84% for the whole period, and actually down 35.6% in the 

second quarter alone, and that’s all in US currency. 

(00:07:54) 
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  Ambev is based in Brazil. It is the leading beer company as well as 

Pepsi’s exclusive bottler in the country and as such, it is exposed to many 

of the challenges the Brazilian economy has had to face in recent past, 

and the stocks of many companies, including Ambev obviously, have 

suffered accordingly in the past few months. 

  As a country, Brazil has been struggling to recover from a 

particularly severe economic downturn both in terms of its magnitude and 

in terms of its duration. While economic growth has technically returned, it 

remains very weak, particularly considering that the country went through 

an unprecedented period of three consecutive years of negative GDP 

growth. Unemployment remains at record high levels as a result. Most of 

Brazil’s political class along with parts of its business class is mired in 

corruption scandals at a time when the country is preparing to choose its 

next president. Many Brazilian companies are experiencing abnormally 

weak levels of business activity and often short-term disruption as 

executives of these companies find themselves named in one 

investigation or another. 

  As a function of these economic challenges, the country’s currency, 

the Brazilian real, has been under pressure for quite some time. More 

recently though, and throughout the first half of the year, this devaluation 



FPA Paramount Fund - Second Quarter 2018 Webcast Transcript 

 

 

 

 
 

-8- 
 

 

has meaningfully accelerated. This follows sharp declines in other 

emerging markets like Argentina and Turkey as fears develop over the 

financial situations of these countries. 

(00:09:45) 

  In typical capital markets fashion, this combination of economic and 

monetary issues have indiscriminately turned most Brazilian stocks into 

toxic assets regardless of individual underlying fundamentals, and that 

includes Ambev. For reference, the Ibovespa Brasil Sao Paulo Stock 

Exchange index declined 19% through the first half of the year and 27% in 

the second quarter alone, and that is all in US currency. 

  As I think we mentioned several times in the past, it is not 

uncommon for us as value investors to run into a building, so to speak, 

when it’s on fire. That is the case at the moment for the Brazilian market. 

Very often, although not always, our new purchases will be stocks that are 

experiencing negative short-term price pressure. This is clearly stating the 

obvious, but discounted stocks are more typically being sold off than 

bidded up. 

  We had also commented in the past on increasing price 

attractiveness across some of the Latin American markets, many of which 

we last visited about a year ago and more specifically, Brazil. This is one 
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corner of the international markets that has experienced significant 

challenges in recent years and with prices around the world pushed to 

very high levels, in part by strong economic momentum, that makes Brazil 

a bit of an oddity in the equity space. 

  Now of course, as always, we’re not interested in everything in 

Brazil or in some of the other Latin American markets for that matter. We 

are bottom-up, not top-down investors. We are not interested in the whole 

building but rather in the valuable items that have been left behind in the 

fire. While we didn’t invest much in that market in the past, particularly 

during the BRIC craze where we found prices to be irrationally high at the 

time, we have been to Brazil many times in the past few years. For our 

troubles, we took the time to identify the businesses that we would want to 

own, the managers who could run operations effectively, give reliable 

disclosure and act as good stewards of capital, as well as the few families 

and owners that we could trust. We established relationships to help us 

gain knowledge about specific industry and to ultimately gain comfort with 

individual investments. 

(00:12:14) 

  At a fundamental level, what we have found in our travels is that 

Brazil harbors many well-run, high-quality companies that we want to own 
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at the right price, and the economic and political crisis has now provided 

us with the opportunity to buy their stocks at significant discounts to our 

estimates of their intrinsic values, while also taking advantage of a highly 

depreciated currency. 

  With the uncertainty surrounding the ongoing NAFTA negotiations 

and the recent presidential election, Mexican shares share some of the 

same characteristics as Brazilian equities, although we do not find it to be 

generally as attractively priced, we have been able to identify some 

opportunities in that part of the world as well. 

  With that, we are now moving on to portfolio activity, starting with 

new purchases. 

  It seems all forgotten but equity markets experienced quite a bit of 

volatility in the first few months of this year. Enthusiasm for stocks led 

investors in January to pour a record $102 billion into mutual funds and 

ETFs that all invest in equities globally, which helped push prices to 

record levels at the time. The index jumped 7% for most of January on the 

international markets only to decline by more than 9% in the next couple 

of weeks, and that’s all in US currency. Overall, this produced little change 

in the market trend we have observed in recent years. However, as is 

often the case with short-term market volatility, some stocks temporarily 
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presented attractive points and we took advantage of that opportunity to 

invest in a few new names in international equities. 

(00:14:13) 

  Of course, a benefit of our ongoing research is that we can do 

precisely that. We can be ready to take advantage of these opportunities 

to add some of our coverage companies to the portfolio and comparing 

prices when they are presented to us. Our small size and the relatively 

concentrated nature of our approach also typically allow us to move quite 

quickly. 

  In addition, some of our recent research trips, in particular to 

several European markets, proved productive in terms of new ideas. With 

that, we made several purchases in the first quarter on the international 

side, including Capgemini, GrandVision, IMCD, ISS and Randstad. All five 

of these companies are based in Europe. Capgemini is a leading global 

information technology consulting company. GrandVision is a global 

leader in optical retail. IMCD is a global distributor of specialty chemicals 

and food ingredients. ISS is a leading global provider of facility services 

including cleaning, catering and security services. And Randstad is a 

leading global employment recruiter for both temporary and permanent 

staffing. 
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  In the second quarter, we also acquired Air Liquide. Air Liquide is 

based in France and it is a leading global gas distribution company, and 

when we talk about gas here, what we mean are things like oxygen and 

nitrogen. These are used in many industrial, manufacturing and chemical 

processes as well as medical applications. 

(00:15:57) 

  That covers the purchases and with that, we will now discuss some 

of the positions we sold in the past six months. 

  In the first quarter, we liquidated several positions which included 

holdings of Ansell, Howden Joinery, Novo Nordisk, Swatch and WorldPay. 

These stocks had all reached our estimates of intrinsic value and no 

longer offered the margin of safety that is required for us to remain 

invested. However, we continue to view these companies as suitable for 

the strategy and high-quality companies that we would be happy to own 

again at the right price. 

  In the case of WorldPay specifically, the company was acquired by 

Vantiv. While the deal gave us the option to hold shares of the combined 

entity, we chose to sell our shares while we assess the value of the 

merger and whether we can trust Vantiv’s management as we did that of 
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WorldPay. Now, subject to the positive outcomes of this analysis, of 

course we could become shareholders of the company again. 

  In the second quarter, we exited several positions which included 

Amadeus IT Group, Ashtead and WPP. The share prices of Amadeus and 

Ashtead had both converged toward our estimates of intrinsic value and 

no longer offered the margin of safety that is required for us to remain 

invested. 

  Our decision to sell out of WPP followed the abrupt departure of 

the architect and CEO of the company, Martin Sorrell. There were 

effectively three main reasons behind our decision to sell out of WPP. 

  One, we believed Martin Sorrell was an important driving force for 

the group, especially at a critical time for WPP, which faces significant 

industry changes. 

(00:18:02) 

  Second, the way his departure was handled, including succession 

management and how it was communicated to the market, in our view, 

failed to meet our governance standards. Third, as we continued to 

monitor and research the advertising business, we found that the 

structural changes impacting it are potentially more severe than we initially 

saw. That’s further highlighting the need for strong leadership. As we 
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explained in the past, we think that strong leadership with companies in 

particular facing material change is extremely important, and Martin 

Sorrell is a true adman who had built WPP from the ground up and 

certainly had the required charisma to command many strong 

personalities in that business. We considered him uniquely suited to steer 

the company through hard times. 

  Aside from these new purchases and divestitures, we of course 

continue to add to holdings that we believe offer compelling discounts to 

intrinsic value and to trim positions that are becoming less attractively 

priced throughout the period. We also consistently rebalance individual 

positions based on relative discounts to intrinsic value. 

  While this helps ensure that our most compelling investments are 

always more heavily weighted and can drive performance, it can also 

artificially inflate turnover, and that is something to keep in mind. 

  That takes us to the overview of the portfolio as at the end of the 

period and for that, I will turn it over back to Greg.  

Gregory: Okay, thanks, Pierre. At the end of the quarter, our portfolio was about 

98% invested with 45 disclosed positions, which remains very much in the 

range of 25-50 businesses that we would expect to own at any given time. 

When we look at the size of the portfolio companies, there's a wide range 
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of market capitalizations from roughly $2 billion up to some of the largest 

public companies, and so we see a weighted average market cap of 

around $87 billion and a weighted median cap of about $19 billion. 

(00:20:20) 

  Now the Fund’s geographic exposure was about 23% of the equity 

assets invested in US companies, the rest invested in companies outside 

the US. The majority of those international holdings continue to be 

domiciled in Europe. Exposure to the category Pacific Basin tends to be 

mainly in Australia, and emerging market positions continue to remain 

broadly limited, with several holdings in Asia and Latin America. 

  Ultimately, we have wide discretion on the weightings. That means 

that even though we typically have a minimum 20% invested in the US 

and 20% outside the US, the remainder is determined by where we find 

opportunities with individual companies. 

  Now in terms of the sector weightings, it’s also worth highlighting 

that they are purely a reflection of where we found opportunities in the 

past. So as an example, our long-term investors will remember back in 

2014-2015 we were leaning into the wind and buying businesses exposed 

to cycles in the commodities, energy, as well as the emerging market 

slowdown that was underway at the time. 
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  Now subsequently over the last few years, those holdings 

purchased in that period drove strong performance for the Fund. When 

we look at the sector weightings today, we can see how this is played out 

practically. 

(00:21:51) 

  Looking back at the portfolio, halfway through 2016, so two years 

ago, industrials were 36% of the invested portfolio or 8 points higher than 

the current weight. Technology was 21% then compared to 20% today. 

And as we've sold out of commodity-exposed businesses, staples have 

increased from just 5% in 2016 to 19%. And consumer discretionary, 

which in 2016 included luxury retailers with emerging markets, that’s 

declined from 26% to 18% today. And finally when we look at the 

weighting in energy, it’s gone from 7% to 2% currently. So that gives some 

perspective on how the portfolio has changed over the last two years, and 

we would expect weightings to similarly fluctuate over time depending on 

future opportunities. 

  Now beyond that, we expect the Fund to be relatively diversified 

and we naturally gravitate toward businesses that generate significant 

cash flow and have limited capital needs. 
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  Now let’s turn to our case study for the call and this time it’s going 

to be Oracle, and we’ll start the discussion by considering Oracle through 

the three categories that we use to assess business quality. The first is 

the quality of the company’s business model or its fundamentals. The 

second is its financial strength. The third is the quality of the management. 

  Starting with the quality of the business model, Oracle is one of the 

world’s largest enterprise software companies. We would argue that most 

of its software is mission-critical for the business customers running it. 

Oracle’s ERP software, for example, allows customers to track and 

manage their businesses in real-time. It typically becomes integrated into 

all production and financial functions, which makes operating without it or 

switching to another system very difficult to achieve. 

(00:24:02) 

  Oracle’s database software, which leads the industry in speed and 

reliability, is used on customers’ most important data needs. As examples, 

airlines typically use that for their reservation systems and banks use it to 

maintain their customer records. Now the premium position among 

database software has led Oracle to have more than 40% global market 

share over time. 
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  Now turning to its customer base, the company is well-diversified 

geographically with more than 400,000 customers around the world. More 

than 80% of Oracle’s annual revenues are coming from recurring spend 

from these customers. The business is also very profitable, with operating 

margins typically north of 40%. Capex needs are relatively modest 

compared to the size of the business, and the working capital position is 

favorable, which produces more than 30% returns on capital employed 

and that includes goodwill and other intangible assets. It would triple-digit 

returns if we were to exclude those intangibles. 

  Now turning to the second category, business quality, the company 

has abundant financial strength. It produces somewhere around $13-$14 

billion of free cash flow annually and it has $6.5 billion of net cash on the 

balance sheet. If we look back over the last ten years, it’s had a 

substantial net cash balance every one of those years. 

  Finally, our third category of quality is quality of management. In 

this case, Larry Ellison owns around 25% of the company’s shares and 

ensures that the business is very much run for the long term. When it 

comes to capital allocation, the company has relatively modest capital 

spending needs so currently about 80% of the free cash flow is returned 

to shareholders through dividends and repurchases. 
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(00:26:05) 

  So that brings us to the opportunity for the business today. Now for 

the software industry overall, customers are shifting what they run from 

their own on-premise data centers to data centers run by third parties in 

the cloud. And the first cloud software companies, examples like 

Salesforce.com or Workday, they had no legacy on-premise customers. 

They’ve only ever offered subscriptions to their cloud services. And for the 

last 15 years, they’ve grown very rapidly. Then there are companies like 

Adobe and Microsoft that have legacy customers that are already in the 

process of shifting a meaningful portion of their workloads to the cloud. 

And the final category are software companies like SAP and Oracle that 

are much later to see a shift of existing customers to the cloud, and we 

hold both of them in our portfolio and it’s still very early in the transition for 

both, and this creates the opportunity for Oracle. 

  The market is skeptical about its ability to grow and it’s concerned 

about the threat from new cloud-based competitors. We believe the 

company has made the necessary investments to ensure its ability to shift 

customers. It’s rewritten code for the applications and the database 

software, and we believe the products will continue to be competitive in 

the cloud. We expect the transition to take place over the next several 
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years, and this should cause growth for the business to accelerate and 

margins to improve from the already high levels. 

  In the meantime, we think we are being paid to wait, as we still 

have the installed base with more than 80% recurring revenues, high 

profitability and 80% of free cash flow being returned to shareholders. The 

market’s valuing the business at 9 times operating profit and 8% free cash 

flow yield and a little more than a 1.5% dividend yield. We continue to be 

pleased to remain a shareholder of Oracle. 

(00:28:06) 

  That’s the end of our prepared comments. Before we open it up for 

questions, do you want to take a minute and discuss the Fund’s 

philosophy? 

Pierre: Sure. I think it’s always good to remind everyone on the call, as we do 

every six months on these calls, of the key tenets of our investment 

philosophy. As a reminder, we are long-term fundamental value investors 

with a strong bias towards quality, and what that means is that we look for 

well-run, financially strong, high-quality businesses whose stocks we think 

we can purchase at a significant discount to what we believe the intrinsic 

value of these businesses to be. 
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  And with that, we’ll take a minute and then we’ll open it up for 

questions. 

Jonathan: Greg and Pierre, thank you. We’ll pause for a moment to poll for 

questions. Thanks for those who have submitted questions in advance. 

  Okay, the first question that’s come in: could you comment on the 

relatively low cash level in the Fund versus FPA International Value? 

(00:30:08) 

Gregory: Yes, I think just very broadly speaking, as Jonathan mentioned at the start 

of the comments on the call, the Paramount Fund has a very broad global 

mandate, meaning across sectors, up and down market caps, as well as 

across geographies. And so one of the big differences between the Fund 

and FPA International Value is just including the US as part of the 

geographic mandate. Typically, what we would expect over time is that 

broader mandate translates into it being a more fully invested portfolio 

between the two. 

Jonathan: Okay, great, and for the period starting after the portfolio’s transition 

roughly from US to a global strategy, can we just comment briefly on 

turnover? 

Gregory: I would make a couple of general comments about turnover. First would 

be, as the question alludes, the portfolio did completely turn over in the 
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second half of 2013 as we were reinvesting into positions that we thought 

met both our quality criteria as well as reasonable and attractive discounts 

to our estimates of valuation for the businesses. 

  Since then, we continue to approach turnover very much on a 

company-by-company basis. We will sell out of positions when either the 

discounts have been eliminated or no longer exist, or something 

fundamental has changed at the company to cause us to believe that our 

initial assessments might not come to pass. What we've experienced 

particularly in the last few years has been rising markets globally, and 

that’s led many positions that we've owned to see reduced discounts, and 

we've ultimately eliminated those positions. 

(00:32:19) 

  The example I gave a few minutes ago, we had bought into some 

commodity, energy and emerging market-related companies in 2014 and 

’15. As those businesses had share price appreciation in 2016 and ’17, 

almost all of them have exited the portfolio. And at the same time, we've 

been able to find new additions that met both the quality and the 

discounted valuation criteria. 

Jonathan: Great, thank you, Greg. Thank you all for your participation in today’s FPA 

Paramount Second Quarter 2018 Webcast. I’ll now turn it over to the 
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system moderator for closing comments and disclosures. Have a great 

day. 

Moderator: Thank you for your participation in today’s webcast. We invite you, your 

colleagues and shareholders to listen to the playback of this recording and 

view the presentation slides that will be available on our website within a 

few days at FPA.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. 

  Following today’s webcast, you will have the opportunity to provide 

your feedback and submit any comments or suggestions. We encourage 

you to complete this portion of the webcast. We know your time is 

valuable, and we do appreciate and review all of your comments. 

  Please visit FPA.com for future webcast information, including 

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

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

four weeks following each quarter end. 

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

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

(00:33:57) 
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  We hope that our quarterly commentaries webcasts and special 

commentaries will continue to keep you appropriately informed on the 

strategy. 

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

on this call are as of today 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. Past 

performance is not a guarantee of future results. 

  Any statistics have been obtained from sources believed to be 

reliable, but the 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, FPA.com. Please 

read the prospectus carefully before investing. FPA funds are offered by 

UMB Distribution Services, LLC. 

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

day. 
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(00:35:17) 

[END FILE] 


