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Ryan: Good Afternoon, and welcome to FPA Paramount’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 

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 

Strategy. 

  Initially we would like to highlight the key Fund attributes for those 

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

of these attributes. First, the Strategy is run with an absolute value 

philosophy. The team seeks genuine bargains in the equity markets rather 

than relatively attractive ones. Second, 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, and across sectors. The team 

can invest in companies with a market capitalization as small as $2 billion 

and as large as $300 billion-plus. 

  By benchmark-agnostic, we mean that the team’s starting position 

is cash, rather than the weightings of the MSCI All Country World Index’s 

geographic or sector or market cap weightings. That being said, as the 

team invests around the world, the Fund will usually maintain a minimum 
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of 20% exposure to U.S.-domiciled companies and a minimum of 20% 

exposure to ex-U.S.-domiciled companies. This is still affords the Strategy 

significant investment flexibility. For example, U.S.-domiciled companies 

are roughly 50 percentage point weight in the MSCI ACWI Index. 

  Finally, the Fund is relatively concentrated, as the team focuses on 

only high-quality companies that trade at a significant discount to the 

team’s estimate of intrinsic value. It is important to note that the Fund can 

(2:00) be more concentrated than most other world equity strategies given 

its non-diversified status, which allows the team to concentrate the Fund’s 

assets in the most compelling ideas. 

  And at this point, I’d like to turn over the call to Greg Herr. 

Greg: Okay, Ryan, thank you, and thanks very much everyone on the call for 

taking the time to be with us today. We wanted start with performance. 

And starting with the fourth quarter of 2015, the Fund gained 3.6% in 

dollar terms compared to the MSCI All Country World Index’s increase of 

just over 5%. For 2015 the Fund’s performance was really a tale of two 

halves. In the first half of the year, the Fund gained almost 4.5% versus a 

gain of 2.7% for the Index. The advantage that we have over the Index 

disappeared over the second half of the year, however, leaving the Fund 

with a 4.6% decline for all of 2015 versus the Index’s decline of 2.4%. 



Q4 2015 FPA Paramount Fund (FPRAX) Webcast 

 

 

 

 
 

-3- 
 

 

  These weak results for 2015 come on the heels of a disappoint 

2014. When we look back over the last 18 months, be believe there are 

two major factors that have impacted the results. The first involves how 

the portfolio’s position compared to the market overall, and the second 

relates to the impact of foreign currency. 

  So I’ll start with the positioning versus the market. If we go back 18 

months ago to the second quarter of 2014, we had a portfolio in which 

many of the companies were becoming fully valued. At that time, when we 

looked at our best-of-breed list of companies which we identified around 

the work that we’d be happy to own, most of them had similar valuations, 

and it wouldn’t have made sense to sell fully priced holdings in the 

portfolio and replace them with similarly valued businesses. 

  There were several areas of the market falling out of favor though 

where a strong valuation case could be made. (4:01) These involved the 

slowdown in China and the related emerging market growth concerns, as 

well as weakness in commodities. Rather than own businesses in the 

Fund that were approaching 100 cents on our estimates of each dollar of 

value, we exited those positions, and we reinvested into the depressed 

areas. 



Q4 2015 FPA Paramount Fund (FPRAX) Webcast 

 

 

 

 
 

-4- 
 

 

  Once we bought these new undervalued businesses, the thing that 

often happens in value investing occurred. The market sentiment 

worsened, and they became even cheaper. So looking at our 2015 

performance, this phenomenon was clearly at work, as seven of the ten 

largest attractors were companies tied to the related exposures of China, 

which included Prada and Swatch; emerging markets growth where 

Aggreko and DKSH were penalized; and commodities, which impacted 

Joy Global, ALS, and ShawCor. 

  Now in hindsight, if we had held onto the fully priced companies, in 

most cases they would’ve become 100, 10-cent, or even more dollars and 

wouldn’t have had the price declines our newer positions experienced. On 

the surface that might seem appealing—at least the lack of price declines. 

But it makes no sense to us to own a business where the valuation 

destruction is already priced in. Instead what we have today is a 

repositioned portfolio that has certainly taken its performance lumps over 

the last 18 months but now contains some extremely cheap companies 

while the broader market appears precarious. 

  Now the second drag on performance has been currency-related. 

The strengthening dollar continued to weigh on absolute performance 

throughout the period. As an example, the euro declined 10% versus the 



Q4 2015 FPA Paramount Fund (FPRAX) Webcast 

 

 

 

 
 

-5- 
 

 

U.S. dollar in 2015. Because of the amount of U.S. dollar-denominated 

cash flows produced by all the companies in our portfolio being high 

enough, we’ve chosen not to hedge currency exposure. (6:00) With the 

majority of portfolio companies domiciled in Europe however, the euro 

decline has been a negative drag on performance. 

  And then the last thing I would on the performance subject—and 

this is something we mention every time we do a call—is just a reminder 

about how we go about trying to achieve performance for the Strategy and 

also how we think about volatility of returns in general. So these 

comments are informed by the experiences we had last year, as well as 

the second half of 2015, in our belief that short-term results are not a very 

meaningful way to evaluate performance. We believe it’s important for 

shareholders and future investors to understand our performance object 

and the return profile implied. 

  Our portfolio management goal is to continuously maximize the 

Fund’s discount to intrinsic value and therefore maximize long-term 

potential returns. Doing so with concentrated portfolio means performance 

will be lumpy. We’re going to have periods of underperformance. As fellow 

shareholders in the funds we manage, we’re willing to tolerate this type of 

short-term volatility because we believe it often provides us with the 
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opportunity to increase discounts, which create the best chances for long-

term outperformance. 

  Now I’m going to turn it over the Pierre to discuss portfolio metrics. 

Pierre: Thank you very much, Greg. So looking at the usual slide with a selection 

of key portfolio metrics which we think are somewhat useful, we find that 

the general profile of the Fund has not changed dramatically at least since 

the reporting at the end of the second quarter of the year and is still 

generally consistent with our approach as investors, although we have 

cautioned repeatedly on these webcasts that we think that these metrics 

at the very least need to be considered with a grain of salt. 

  Now what we can highlight here is that first in terms of valuation, 

again even though we do not think price-to-earning (8:00) ratios are very 

meaningful metrics, we note that the portfolio traded at a forward price-to-

earning ratio of 16 time at the end of the year, which compared to 15.7 

time for the Index. And that price-to-earning ratio for the Fund is up 

slightly from 15.3 time as at the end of the second quarter of the year. 

  Now while as value investors we are somewhat frustrated with this 

multiple in absolute terms on the face of it, we note, as we have in the 

past, that the Index includes businesses that typically trade at lower 

multiples and to which we continue to have little, if no, exposure, such as 
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financials. On an equal footing, as we usually put it, we believe that the 

Fund’s holdings would actually be trading at a lower weighted average 

multiple and more meaningfully would be cheaper than the market and 

thus that the current portfolio is attractively valued relative to the rest of 

the market. 

  Now along the same line, like we mentioned on the International 

Value call, that multiple is also a function of the cyclical nature of many of 

the businesses that we now own and the challenging operating conditions 

that they are currently facing. That price-to-earning ratio is higher because 

it is based off highly depressed earnings, as many of these businesses 

are going through a meaningful downturn in activity. On a normalized 

basis, we would argue that the multiple would be significantly lower than 

presently shown, thereby highlighting again how attractively price, in 

particular relative to the rest of the market the portfolio holdings are. 

  Secondly in terms of quality, (10:00) we think that the Fund’s 

businesses generally have greater staying power, stronger earning 

generation power per dollar invested, and superior management teams 

relative to the market. And to this effect, at the end of the year, the 

portfolio holdings generated a weighted average return on equity of 14.7% 

versus 16.2% for the Index. And that return is down from 16.6% as at the 
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end of the second quarter and not dramatically different for the Index over 

the period, which also goes back to the cyclicality nature of some of these 

holdings. So once again these returns are generated while many of the 

holdings are either going through a severe downturn in activity or/and 

undergoing significant business changes and improvements—all of which 

typically put temporary pressure on earnings. 

  We think that the returns that those businesses are generating 

nonetheless are in fact a testament to the fundamental strengths of these 

businesses, as well as a testament to the quality of their management 

teams as they are in most cases adjusting their cost basis and adjusting 

their levels of CapEx spending through hard times and continuing to show 

good financially discipline overall. 

  Thirdly, the Fund’s businesses are able to generate these types of 

returns still without much financial leverage and thus without taking on the 

associated risk which, given the point about cyclicality and the importance 

of the ability of these businesses being able to weather the downturn, is 

obviously very important. And if you look at the portfolio’s weighted 

average debt-to-equity ratio, it stood unchanged at the end of the year at 

close to 0.6 time (12:01) versus about one time, also unchanged, for the 

Index. 
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  Now as I mentioned many, many times in the past, we’re not strong 

supporters of these selected portfolio metrics, but I do recognize that they 

continue to be generally consistent with our approach… what we see in 

the market from more of a bottom-up perspective and what it says about 

how the portfolio is as an output of our process effectively positioned 

relative to the rest of the market 

  Moving on to the key performers for the reporting period, our best 

performing holding was Hypermarcas. I started with this one on the 

International Value call, so I will start with this one again here, even 

though typically we prefer to start with what goes wrong rather than what 

goes well. But as I said in the International Value call, Hypermarcas is 

based in Brazil. It is the second largest consumer goods company in the 

country, and it is also the third largest pharmaceutical company. 

  Now our original investment dates back further and, although we 

had substantially reduced our holding at the share price run-up to the end 

of the second quarter of 2015, we have subsequently added back to the 

position as the share price came back down in the third quarter of 2015. 

Now this decline had been a function of continued weakness in the 

domestic Brazilian economy, which has impacted all sides of the business 

including Hypermarcas pharma division, which typically experienced faster 
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growth. The free cash flow generation of the business had also lagged 

and, with added negative impact from currency, (14:00) the balance sheet 

did not improve as expected. And that is when we took advantage of the 

resulting short-term weakness in the stock price to buy back most of the 

shares that we had previously sold. 

  We’ve not reweighted the portfolio that should’ve been according to 

the widened discount to intrinsic value, and that was because we thought 

that the group had departed from its stated strategy by chasing volumes 

at the expense of margins rather than increasing focus on core activities 

extracting efficiency gains, and generating free cash flow in order to 

reduce leverage. And as a function of that, we had actually placed the 

company under review with the goal of interacting further with 

management to get a better sense for where they stood and potentially 

even exiting the position if that was the appropriate action as a function of 

these conversations. 

  Now in the fourth quarter, however, management did provide us 

with a strong demonstration of their strategic focus and their good 

financial discipline. The group announced that they had sold their beauty 

product business to Coty for 3.8 billion reals. The sell will materially 

improve the group’s positioning. It effectively frees the balance sheet of 
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debt. It was done at an attractive price. It provides an opportunity for the 

group to utilize some of their valuable tax credit. And so for all of these 

reason, obviously our perspective changed. The deal certainly reinforced 

our conviction in the management team, as well as in, more generally 

speaking, the group’s attractive prospects. 

  Now because of all this and even though our holding needs to 

reflect the relative (16:00) discount to fair value that the stock offers, 

especially following its recent increase in price, we remain very interested 

in being long-term owners of Hypermarcas as a business alongside that 

management team so long as we can do it with the appropriate margin of 

safety. 

  Our worst performing holding was Meggitt, which is one of the more 

recent additions to the portfolio. Meggitt is based in the U.K. even though 

it has a rather global business with a little under 50% of the business in 

North America. The company manufactures components and subsystem 

for commercial and military aerospace, as well as industrial and energy 

customers. 

  As such, the group currently has been under pressure of late and 

continue to be currently under pressure. On the defense side, obviously 

the business, which tends to be lumpy in nature to begin with, has been 
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under pressure due to governments’ efforts to cut defense spending, in 

particular in Europe, even though in the U.S. actually we’re starting to see 

some positive signs. 

  On the energy side, things have become more challenging as the 

sector experiences cyclical challenges. We’ve heard that from many 

different sources and experienced it firsthand through other holdings. And 

on the aerospace side, multiyear strong new build cycle which had 

restrained margins, is now showing signs of weakness. So it’s kind of a 

double-whammy negative effect here. And more importantly the 

aftermarket part of the business, which generates a significant portion of 

the company’s profits, has not yet benefited from new aircraft requiring 

repair and replacement parts, yet it has been negatively (18:00) impacted 

by the early retirement of old planes and the increased use of recycled 

parts for replacement purposes from these retired planes. 

  Now while Meggitt’s share price had already experienced a decline 

of more than 20% from its 2014 peak as a function of all of these 

headwinds, the company issued a trading statement in late October to 

once again warn the market about the continued weakness in operating 

performance, which caused the stock to fall another 20% by year end. 



Q4 2015 FPA Paramount Fund (FPRAX) Webcast 

 

 

 

 
 

-13- 
 

 

  Now we had long anticipated the decline in the aerospace new 

build cycle, although we had underappreciated, in fairness, the industry’s 

ability to use surplus part from recycled airplanes on the aftermarket side. 

But we expect the transition from there to improved aftermarket result will 

take time. With all that being said, believe this transition will indeed take 

place and, with the decline in jet fuel prices, we also expect the increased 

rate of retirement, which is often done to improve fleet fuel efficiency, to 

come down. 

  More fundamentally we view Meggitt as a unique franchise with a 

strong positioning in an attractive line of business, a quality management 

team, and a long history of strong margins, stellar cash conversion, and 

high operating returns on capital employed. In the face of weaker 

business performance, management has maintained strong financial 

discipline, and it is focused on improving operating efficiency to respond 

to this temporary weakness. They’ve also been buying shares personally 

as the share prices come down. 

  Lastly, the company’s balance sheet is reasonably strong, (20:01) 

with a net debt-to-EBITA right around two time. In particular in light of the 

business, good free cash flow generation, and in particular as CapEx to 

support increasing production rates starts to tail off. With the business 
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selling at less than 11 time operating profit, we think that the current share 

price fails to properly reflect these compelling characteristics, and 

therefore we have taken advantage of the weakness in the stock first to 

initiate the position and on additional weakness to add to this position. 

  Now with that, we’re going to move to portfolio activity, and I will 

turn it over to Greg for this. 

Greg: Okay, thanks, Pierre. I said earlier about performance that 2015 was a 

year of a tale of two halves. The activity in the portfolio for the second half 

of the year was also very different between the third and the fourth 

quarters. As the concerns about China and the related areas picked up in 

the third quarter, we took full advantage of the market selloff, and we 

bought seven new positions and increased the weights in several others. 

  So the new positions are businesses that we had known for many 

years, and in some cases we had owned them previously. So Ansell was 

our first purchase. Based in Australia, it’s a global provider of health and 

safety products including gloves and protective clothing. Based in the 

U.S., 21st Century Fox, which I’ll talk more about in a few minutes for our 

case study. It’s a media company with global broadcast and cable assets. 

Richemont, based in Switzerland, owns luxury brands including Cartier, 

Piaget, and Mont Blanc. And another position actually, which is related to 
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Richemont, is Swatch. Based in Switzerland, the company owns a 

collection of watch brands including Omega and its namesake Swatch 

brand, (22:01) as well as serving as the largest supplier of mechanical 

components to the rest of the Swiss watch industry. Finally, DKSH, which 

is based in Switzerland, offers international market expansion services 

mostly across Asia. The company acts as an outsourcer, helping 

customers establish or expand their products, brands, or services that 

they may provide. 

  Now in the third quarter, three companies completely exited the 

portfolio as well. Based in France, Christian Dior is a luxury goods 

manufacturer. Accenture, which is based in Ireland is a management and 

technology consulting provider. And finally Patterson, which is based in 

the U.S., is a distributor of dental products and veterinary supplies. In 

each case, the valuation increases had reduced the margin of safety in 

these companies, causing us to sell the positions. 

  Now if we move ahead to the fourth quarter, it was a different story. 

As valuation opportunities in the market decreased, we made no new 

purchases, although we did add to several existing positions. Similarly we 

reduced weightings of a few positions because the discounts to our 
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estimates of their intrinsic values shrank, but we sold out of no positions 

completely. 

  So with that, we’re going to turn to the portfolio overview. And at 

the end of the quarter, the portfolio remained relatively concentrated with 

about 43% of the assets invested in the Fund’s top ten positions, a little 

over 25% in the top five positions. The 38 disclosed positions we have are 

slightly higher than what we mentioned on our last call, based on these 

third quarter additions that I mentioned a minute ago. 

  Looking at the size of the portfolio companies, they’re a wide range 

of market capitalizations—from roughly 2 billion up to some of the largest 

public companies, with a weighted average market cap of around 66 

billion and the (24:00) median market cap of about $13 billion. 

  The Fund’s geographic exposure was broadly similar to our last 

report, with 26% of the equity assets invested in U.S. companies and 74% 

invested in companies domiciled outside the U.S. The majority of those 

international holdings continue to be domiciled in Europe. Exposure to the 

companies located in the Pacific Basin is mostly in Australia, which is 

increasingly under pressure from the emerging market growth slowdown 

and the downturn in its mining-related industries. 
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  Exposure to companies based in emerging markets also remains 

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

However we continue to work on potential new emerging markets 

investments, as significant share price declines are continuing 

   It’s also worth mentioning the Fund has no exposure to Japan, 

though that’s not for lack of trying. Pierre and Jason both visited the 

country last year, but we continue to struggle with management teams 

there lacking financial discipline and expensive valuations among the 

higher quality companies. 

  At the end of any discussion about where companies are located, 

we always suggest that domicile matters little. Most portfolio holdings are 

sizable enough to operate globally, which means they often generate a 

significant portion of their free cash flows outside their home countries. 

What matters more is where free cash flow is generated and therefore 

business value created, along with the risks associated with this value 

creation. 

  In terms of sector exposure, the largest weightings continue to be 

industrials. When I talked earlier about portfolio companies that had 

already suffered from sharp price corrections, it’s generally part of this 

industrials weighting. Now we continue to also have no exposure to 
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financials. Banks remain challenging for us to analyze, and they tend to 

have very pedestrian returns despite high levels of financial leverage. 

Ever time another (26:00) class of financial settlements with government 

authorities gets announced, we read that the regulatory tide is ebbing. 

That will eventually be true one day, but the structural changes imposed 

by the regulators do not appear to us to be conducive to attractive future 

returns. Beyond that, the Fund is relatively diversified while naturally 

gravitating toward businesses that generate significant cash flow and have 

limited capital needs. And when we talk about that, we typically think 

about service-type businesses. 

  So with that, we’re going to turn to our case study for this call, and 

it’s going to be 21st Century Fox. This is a company that operates a global 

media business, with leading broadcast networks in the U.S., the U.K., 

Germany, Italy, some of the largest development market countries, as well 

as having film studios that produce television shows and movies for those 

networks, as well as other networks. 

  Now even though Fox has a vast array of media assets, the 

business model’s relatively simple. Its broadcast networks represent 

around 75% of the company’s operating profit and get paid for each of 

their subscribers and by advertisers desiring to reach those viewers. The 
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amount paid per subscriber and by the advertisers is based on the 

amount of the audience and which viewers are watching. It’s also worth 

noting that the subscription fees the business generates recur monthly 

and are very stable. Advertising is more cyclical. It typically ebbs and flows 

based on the strength of the economy. 

  Now the Fox network in the U.S. reaches almost all of the more 

than 100 million U.S. households that have televisions. The company 

receives retransmission fees from the distributors for those viewers and 

also benefits by giving advertisers access to reach such a large audience. 

Of course it’s ultimately the content that drives viewership, and Fox’s U.S. 

cable channels have leading positions, (28:00) allowing them to receive 

premium subscription fees and advertising rates. 

  International broadcasting reaches the U.K., German, and Italy 

through the Sky Satellite offerings, and the international cable 

broadcasting segment has strong developing markets reach, with leading 

positions in Brazil and India. Now all of Fox’s networks are also captive 

distribution for the TV programs produced by the Fox studios. 

  Sports is another large part of the business model and the reason 

we would own 21st Century Fox. In the U.S. the company comes to 

market with its content in three ways. The Fox Network shows National 
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League Football and Major League Baseball games to national 

audiences. In 17 cities around the country, the company’s sports networks 

have exclusive rights to air the games of local professional teams. And 

finally over the course of the last several years, the company’s taken the 

little watched Speed channel and rebranded it Fox Sports 1 to show 

sports to a national audience similar to the strategy of Disney’s ESPN. 

Now for Fox’s international broadcast networks, the picture’s similar, with 

important sports rights secured in each of the international markets. 

  Now we believe this sports programming is some of the most 

valuable content for media companies to offer today. That’s because of 

the great importance of seeing it live. We think there are very few people 

other than coaches and some crazy fans that watch sporting events on 

replay after they already know the result. So sports programming also 

produces some of the highest TV advertising rates because it delivers the 

male 18-to-49-year-old viewers that advertisers covet. Finally, as viewers 

shift to watching some broadcasts online, we believe sports content will 

continue to maintain its value. 

  Because of the breadth of its (30:00) transmission assets and 

especially the irreplaceable sports content, we think Fox is in a very strong 

position when negotiating affiliate and retransmission fees with cable and 
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satellite distributors. Historically we believe the company’s been able to 

achieve high single-digit rate increases across these fees. 

  Now I mentioned in the portfolio activity section that we added Fox 

to the portfolio in the third quarter. In that period, the market had become 

very negative on media companies because of concerns about 

consumers cutting their cable cords or recent graduates never even 

subscribing in the first place. During 2015 what the pay TV industry 

actually experienced was a gradual decline in subscribers in the low 

single-digit range. While it’s clear that behaviors are shifting, we believe 

the changes will occur gradually. We see no evidence that Fox will not be 

able to receive similar price increases in future negotiations, which should 

be far in excess the rate of subscriber declines. 

  In the meantime we continue to own a business that generates 

operating margins in the low 20% range and around 30% returns on 

capital employed on an operating basis. We’re happy to own these high-

quality assets selling at roughly nine times operating profit and with a 6% 

free cash flow yield. 

  With that, do you want to… 

Pierre: Yeah, sure. Yeah, just as we always do for people who would be listening 

to the call for the first time, in terms of who we are as investors, just want 
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to reiterate the key tenets of the team’s investment philosophy. We’re 

absolute, not relative, long-term value investors with a strong bias towards 

quality. We look for well run, financially strong, high-quality businesses 

with stocks we think we can purchase at a significant discount to their 

estimated intrinsic value. 

  (32:02) And with that, we have no further prepared remark, and we 

like to open it up for any questions. 

Ryan: Thanks, Greg and Pierre. As Pierre just mentioned, we will shortly be 

taking questions. For those of you who are on the webcast, feel free to 

submit those questions now. And we’ll pause for just a moment as we 

compile the questions. 

  Firs question relates to why Fenner is in the International Value 

Fund but not in the Paramount Fund. 

Greg: It’s a good question, Ryan. I’m reading the question on the screen, and it’s 

talking about if its position size is relative to perceived discount, why is it 

not in there. And that’s the right way to think about it because that’s 

absolutely how the portfolios get constructed, as the questioner seems to 

know. In this case it’s a matter of market cap size. So the policy we have 

on the Paramount Fund and the World Value Strategy is to purchase 

positions that are $2 billion U.S. in market cap at the time of purchase. 



Q4 2015 FPA Paramount Fund (FPRAX) Webcast 

 

 

 

 
 

-23- 
 

 

And when we made our investments in Fenner, I don’t believe the market 

cap was ever in excess of that to allow us to make that purchase. 

Pierre: Significantly below. 

Greg: Yeah. 

Pierre: And I think along with that, it’s important to realize, because Fenner 

obviously has come down quite significantly in price, meaning it’s also 

come down quite significantly in terms of market capitalization as a 

company, that, if were ever in that position in the World Value Fund 

whereby we would invest in something with right around $2 billion in 

market cap and it was going on to lose 20% of market cap, that we would 

under no circumstances be forced out of that name and would have the 

(34:00) ability to continue to add relative to the… based on the change in 

the relative discount to intrinsic value. 

Greg: That’s a great point. 

Ryan: Thanks, Greg and Pierre. Next question is: should the U.S. dollar happen 

to decline in the second half of this year versus the euro, yen, yuan, etc., 

which companies in the portfolio would likely be most impacted? 

Greg: Yeah, so it’s an interesting question, and there’s a couple ways to answer 

this. I mentioned when I was talking about performance that one way 

there’s an impact on the portfolio would be if a company is domiciled in 



Q4 2015 FPA Paramount Fund (FPRAX) Webcast 

 

 

 

 
 

-24- 
 

 

another country and is typically traded in a different currency… and so 

there’s sort of that impact on the portfolio. But the way we look at sort of 

currency impacts is directly on the businesses themselves, and almost 

every single company in the portfolio… in fact I can’t think of any that 

don’t have global currency exposures across the businesses. So it’s going 

to be case-by-case where you look at the mix of what the domestic 

currency is and then where the currency exposures are. 

  The one that comes to mind when I see the question is Aggreko, 

and this is one where it’s not very intuitive about what the currency 

exposures are because the company is domiciled in the U.K. So it’s 

reporting currency is British pounds. It is a company that provides 

temporary power rental, and it does it in both developed market counties 

and in emerging markets countries. Typically those contracts are priced in 

U.S. dollars. So there is the translation impact of whatever the contract 

valued pricing back into the reporting currency in the U.K. (36:00) But then 

there’s also an economic impact to the business because in emerging 

markets, if the currencies are weakening versus the U.S. dollar and the 

service is being priced in dollars, it makes potentially power rental that 

much more expensive than it would’ve been previously. So a business like 

Aggreko has currency impacting it in multiple ways. And if the dollar 
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continues to strengthen, all things being equal, it will be a drag on demand 

for power services in some of these countries, and then there will be a 

translational impact in the business as well. 

Ryan: Thanks, Greg. Next question is: why does the team hedge some of the 

effects risk in the International Value Fund and none as of 12/31 in 

Paramount? 

Pierre: So for both strategies, we employ exactly the same hedging philosophy 

whereby we’re trying to hedge back any one currency that would be a big 

outlier in terms of its contribution to the consolidated free cash flow of the 

portfolio. So if the euro for instance account for 20% of the consolidated 

free cash flow of the portfolio, then we hedge that back to 10% based on 

the capital at risk that is denominated in that currency. And that’s a 

situation we have with International Value specifically with respect to the 

euro, as well as the British pound. 

  Now on the World Value side, because we have the contribution of 

U.S.-based company, there’s incremental dilution of these currency, if you 

will, because a lot of the business that we own on the U.S. side bring a big 

U.S. dollar contribution from a free cash flow standpoint. So we have no 

international currency (38:00) that accounts for meaningfully more than 
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10% of the free cash flow of the portfolio. And as a result of that, we do 

not need to hedge any of these currencies. 

Ryan: Great, and with that, that was the last question we see on the screen. But 

since we have more time, I’ll pause for just an extra moment in case there 

are any outstanding questions that we missed. 

  And seeing no questions, we’re going to wrap it up. In case we 

missed your question, feel free to email us at crm@fpafunds.com and 

we’ll be back to you within the next 24 hours. 

  Thank you for your participation in today’s fourth quarter webcast. 

We invite you, your colleagues, and shareholders to listen to the playback 

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

available 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. 

  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 of your comments. 

  Please visit fpafunds.com for future webcast information, including 

replays. We will post the date and time of prospective calls towards the 
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end of each quarter, and expect the calls to be held 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, 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 Strategy. 

  We want to make sure that you understand that the views 

expressed on this call are as of today, February 1st, 2016, and are subject 

to change based on market and other conditions. These views may be 

different from other portfolio managers and (40:00) 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 
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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 Paramount is offered by UMB Distribution Services LLC. 

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

day. 

[END FILE] 


