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

welcome you to FPA Paramount’s second quarter 2017 webcast. My 

name is Brande Winget and I’m a Senior Vice President 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 would 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 caps as small 

as $2 billion and as large as $300 billion plus. 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 a minimum of 20% 

exposure to ex-US-domiciled companies. This still affords the strategy 

significant investment flexibility. For example, US-domiciled companies 

are roughly 50% weight in the MSCI ACWI index. Finally, the Fund is 
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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 read the strategy’s policy statement available at FPAFunds.com. 

 At this time, it is my pleasure to hand the call over to Greg Herr and Pierre 

Py. 

Gregory: Okay, thanks, Brande. We are going to start today, as we typically do, 

with performance, and you can see on the slide, we’re going to start with 

second quarter, which is the far-right column. 

 During the second quarter, the Fund gained 6.6% in US dollars compared 

to an increase of 4.3% for the MSCI ACWI index. Now, since the start of 

2017, which is the year-to-date column—that’s the second one from the 

right—the Fund has gained 14.6% compared to an increase of 11.5% for 

the index. 

  But when we step back to look at the results for the first six months 

of the year, about half the performance was driven by several factors. 

  First, the portfolio benefited from a rebound in market sentiment 

toward many of the high-quality industrial and consumer discretionary 

businesses that we bought in 2014 and ’15. At the time when we made 

those purchases, the companies were under pressure due to the slowing 
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Chinese economy and the impact that that had on emerging markets’ 

growth and commodity demand. Subsequently, the businesses weathered 

that storm and companies like Prada and ALS produced about 10% of the 

gains we had from the first half of the year for the portfolio. Next, there 

were UK companies like Britvic and PageGroup that continued to rebound 

from the 2016 Brexit selloff and those as a whole generated about 25% of 

the portfolio’s gains. Finally, we had several of our traditional software 

companies, including Oracle and SAP, which continued to demonstrate 

evidence of traction as they transition customers to the cloud from on-

premise computing, And together, those companies drove about 15% of 

the performance. 

  Now, on the negative side, there were not too many factors these 

last two quarters because of how strong the markets have been, but for 

the portfolio specifically, there were three companies that together 

reduced the performance by about 10%. 

 First, we had Shawcor, which suffered as oil prices weakened and 

customers deferred new international and offshore pipeline projects. 

Second, there was weakness across mall-based retailers including Signet 

Jewelers, which was hit with declining sales. And then finally, Mednax 

declined because of a slowdown in patient volumes and a shift in 
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reimbursement that may be related to some uncertainty about changes to 

the ACA healthcare law in Washington. 

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

quarter. Pleased as we are with the last several 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 are worth, and stock prices can and often do decline 

after we make purchases. We also know that market sentiment towards 

an industry or even a specific company often shifts significantly from one 

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

estimates to unwind and that’s why we advocate evaluating the Fund’s 

performance over longer periods, ideally over a market cycle. 

  Okay, so with that, we’ll turn to the key performers and Pierre, I’ll 

turn it over to you. 

Pierre: All right, thank you very much, Greg. 

  So we’re now moving on to the key performing holdings for the 

period starting with the best-performing holding, which was also the best-

performing holding of the International Value Fund in the last quarter, and 

that is Ryanair, which was up 34% in US currency in the first six months of 

the year. 
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 So Ryanair is based in Ireland. It is Europe’s leading low-cost airline and 

despite fears that growth in industry capacity would outstrip demand and 

therefore put pressure on airfares in the short term, the group has actually 

continued to deliver robust operating performance and to strengthen its 

position in the market, which we suspect has helped support the stocks. 

More fundamentally, contemplating the possibility of fare deflation, that 

would ultimately benefit Ryanair, as it enjoys a massive structural cost 

advantage on all of its competitors, and that’s not only the bloated legacy 

airlines but it’s also the other low-cost providers. That obviously 

contributes to make the company’s core business model extremely 

powerful and very difficult for anyone to either replicate or fend off and 

what that means going forward in longer term is that Ryanair has 

tremendous opportunity to significantly expand its current lead in the 

European market. Furthermore, the group is able to leverage its unique 

proprietary relationship with customers to grow ancillary revenues and 

also roll out new digital-based services. 

  Management has consistently delivered superior execution across 

the board and it’s now firmly established itself as the best-in-class team, 

not only in the transportation sector but I would argue at a much broader 

level as well. With operating margins in excess of 20%, return on capital 
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employed north of 30%, cash conversion near 100%, and net cash on the 

balance sheet, Ryanair is an exceptional company and certainly not what 

you would think of a typical airline. 

  So with that, despite the increase in share price over the last six 

months, we remain shareholders of Ryanair and will continue to manage 

the weight of that investment in the Fund in line with what the stock’s 

discount to intrinsic value is relative to the rest of the portfolio as it has 

increased meaningfully over the last six months. 

Gregory:  Okay, so moving from best-performing to worst, our worst-

performing holding for the first six months was Signet Jewelers, which 

declined 32.4% in US dollars. The company is domiciled in Bermuda. 

They are the largest operator of chain jewelry stores in the United States. 

They have popular store banners like Kay, Jared and Zales. The group 

also operates the leading chains in the UK and Canada. 

  During the period, the first two quarters of the year, Signet reported 

lackluster results for the holiday 2016 session as well as for the first 

quarter 2017, and that’s very much in line with the results from most of the 

other US mall-based retailers. The cost of the company’s diamonds and 

the precious metals is already embedded in their cost of goods expense 
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and with labor and store lease expenses difficult to shift in the short term, 

the declining sales squeezed Signet’s margins. 

  Now, offsetting a portion of the deleveraging are synergies that 

they get from the Zale acquisition. Going forward, we think there should 

be additional benefits from Zale. The company has recently announced 

plans to close its US regional chains, and those were the locations in the 

malls that had been the biggest drag on sales and margins. 

 So based on these actions, we expect the company will continue to have 

relatively strong profitability and generate good cash flow. 

  Financial strength remains reasonable as the balance sheet will be 

further strengthened following the disposal of the company’s credit card 

portfolio, which will also free up significant working capital going forward. 

  Following the recent decline and with the potential for sales to 

recover over the next several years, the shares are trading at about 8.5 

times our estimate of normalized operating profit, and subject to remaining 

at a sufficient margin of safety, we remain invested in the company. 

  With that, we’re going to turn to portfolio activity and again, Pierre, 

do you want to start? 

Pierre: Sure. So starting with new purchases, we made several new purchases in 

the last six months. In the first quarter specifically, that included Empire, 
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Novo Nordisk and Philips. Both Novo and Philips are actually names that 

we had followed for many years. In fact, Philips was one of the early 

holdings in the International Value Fund and a name that we had 

discussed as a key performer of that fund in the first couple of quarterly 

commentaries on FPIVX. 

  So specifically, Philips is based in the Netherlands. It is a large 

conglomerate with strong positions in various healthcare-related segments 

which include sleep and respiratory care, medical imaging, patient 

monitoring as well as more personal care and wellness-type segments 

such as oral care and shavers. The group historically was in the lighting 

business, and it’s in the process of exiting that particular field. 

 With respect to Novo, the company is based in Denmark. It is a leading 

global manufacturer of pharmaceutical products to treat diabetes, and 

because of its longstanding exclusive focus on diabetes, together with 

now the tremendous scale and strength of its business, it is a leading 

innovator in the field. 

  With respect to Empire, the company is based in Canada. It’s a 

leading supermarket operator and wholesale food distributor. The group is 

under new management and is it currently going through a significant 

restructuring. The turnaround was initiated following a set of almost 
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inexplicably poor operating results even in the context of what we would 

consider, as many, a generally challenging environment for retailers. 

Gregory:  So those were the first quarter purchases. In the second quarter, we 

established new positions that included Alicorp. Allied Irish Banks and 

Ashstead Group. 

  Starting with Alicorp, the company is based in Peru. It’s one of the 

country’s leading consumer goods product companies with dominant 

positions across several food and homecare categories. They also 

participate in B2B and animal nutrition markets and are present outside of 

Peru in Argentina and Brazil. 

  The second company is Allied Irish, which is based in Ireland and 

is one of the country’s leading financial institutions, with a particularly 

strong position in the domestic residential mortgage market. The group 

also has small exposure to the UK and was recently IPOd by the Irish 

state, which IPOd about 25% of its share. 

  Finally, based in the UK, Ashstead is a world-leading rental 

company. They rent industrial and construction equipment, which includes 

things like aerial work platforms, forklifts and other earthmoving vehicles. 

The group has significant exposure to the US, where you may have seen 

rental locations under the Sunbelt banner. 
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  So those are the new positions in the first and second quarter. We 

also added to several of the existing holdings, as you can imagine, and 

now we’ll spend a minute on positions that we’ve sold. 

Pierre: So starting with the first quarter, here again in the first quarter we sold our 

holdings of Robert Half, Sandvik and the Taiwan Semiconductor 

Manufacturing Company. Some of these companies have been long-time 

holdings of the Fund, and we continue to view these businesses as high-

quality, well-run companies that we would be happy to own again. 

However, their stocks no longer offer the margin of safety that is required 

for us to remain invested, so consistent with our investment discipline, we 

sold out as the share prices converged with the assessment of intrinsic 

value per share. 

  Just a couple of additional comments on two of these businesses, 

on Sandvik specifically, this is yet another example of one of these 

commodity-related businesses that we aggressively purchased in the 

commodity and industrial cyclical downturn and that have strongly 

contributed to the performance of the Fund in the last 18 months. 

  Also, I think the Taiwan Semiconductor Manufacturing Company or 

TSMC is another interesting example of the way we invest in a few 

interesting ways. First of all, these cheap manufacturers are now the toast 
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of town as they benefit directly from the strong demand, driven by the rise 

in technology products and equipment and the need for ever-larger 

processing power. 

  All of these trends are things that we try to incorporate at the time 

of purchase in our assessment of the intrinsic value of the businesses, 

when capital markets, which need to be more spoon-fed when it comes to 

that and can’t look beyond an 18-24-month horizon, were failing to 

encapsulate that in their assessment of the value of the businesses. 

  Today, it finally does include these opportunities and tend to price 

these stocks more appropriately, and that’s why we now view them as 

more fully valued. In fact, for all the current hype around these names, 

TSMC just released sales for the quarter and they have come short of 

market sales expectation now and the stock has been downgraded by 

some of the sell-side analysts as a result. So typically, when stocks, I think 

what it shows is that when stocks get momentum and they may look to 

many as the place to be all of a sudden, that’s precisely when you will see 

us getting out of the position. 

  I think TSMC is also a good example of a highly cyclical yet very 

high-quality name, something that we often highlight and that we've tried 

to explain several times over the years, that you can have a tremendously 
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high-quality business with a very high cyclical business. Demand for chips 

is certainly highly cyclical. The production of each generation requires 

billions of dollars of fresh capital with huge risk associated with that. So 

what that does is it causes the weaker players to go away each cycle and 

to place players like TSMC in a great position to continuously get stronger 

and stronger over time. 

  Lastly, I think TSMC is an interesting example of one nuance we've 

made a couple of times between businesses that are capital-intensive and 

capital-hungry. So TSMC is a very, very high-return business—it 

generates returns well north of 35%—but it does require $10-$12 billion of 

free capex every year, and it operates on a property, plant and equipment 

base of almost $30 billion. So certainly a capital-hungry business but very 

high-return nonetheless and very high-quality despite the cyclical nature of 

it. 

  So it’s all a question of buying it when the market is a skeptic and 

the cycle is weak, and underappreciating the value of the business and 

selling it at the other end of that sentiment. 

Gregory: All right, so turning to the second quarter, we also liquidated several 

positions in that period as well. That includes companies like Aggreko, 

Burberry, Fugro, Metso and Prada. And in the case of Burberry and 
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Metso, similar to what Pierre said a minute ago, these were businesses 

that were impacted by the slowdown that we experienced in 2014 and ’15. 

They have subsequently had fairly strong rebounds and the stocks had 

reached our estimate of intrinsic value and so they were sold. 

  However, for Aggreko, Fugro and Prada, the reason for selling 

those was different. As has been referenced in some of the commentaries 

in the past, where we suggested that these holdings were mistakes that 

were made over the last several years of managing the Fund, and so as a 

result, we still had unrealized capital losses associated with the positions 

and many of the investments in the portfolio have worked well over the 

last 18 months. We have realized some gains, and so we thought it was 

appropriate to monetize the losses, as we had identified these businesses 

as mistakes. 

  We also, as you can imagine, trimmed some of the existing 

positions as necessary during the quarter, and so that takes us to the end 

of our activity section and we’ll turn to just an overview of the portfolio. 

  At the end of the quarter, we were about 90% invested, with 46 

disclosed positions. That remains in the range of what we would expect to 

own at any given point in time, which is typically 25-50 businesses. 
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 When we look at the size of the portfolio companies, there’s a wide range 

of market capitalizations here from the roughly $2 billion up to some of the 

largest public companies, effectively, with a weighted average market cap 

for the portfolio around $69 billion and the median around $17 billion. 

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

assets invested in US companies at the end of the quarter, the rest 

obviously being located outside the US. The majority of the international 

holdings continue to be domiciled in Europe. Exposure to companies 

located in the Pacific Basin mostly revolve around Australia. There are a 

few emerging market positions but they continue to be fairly limited in 

terms of the total portfolio. We have some holdings in Asia and Latin 

America. 

  Now, ultimately, we continue to have wide discretion on the 

weightings. That means that even though we typically will have a 

minimum of 20% invested in the US and 20% outside the US at all times, 

the remainder continues to be determined by where we find opportunities 

with individual companies. 

  Now, turning to sector exposure, one item that we mentioned a few 

minutes ago was our investment in Ireland-based Allied Irish Banks. It’s 
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worth mentioning that’s the first position we've had in financials in some 

time, so that’s a change in that sector weighting. 

  In terms of bigger moves in sector weightings overall, it’s worth 

highlighting that they are purely a reflection of where we found 

opportunities over time and we would expect those weightings to fluctuate 

based on the opportunity set. 

  So as an example, at the end of last year, industrials were 36% of 

the invested portfolio or you can see 9 points higher than they were at the 

end of the June quarter. Technology was 18% back in December 

compared to 23% at quarter end. And finally, staples have increased from 

10% to 19% and consumer discretionary has declined from 22% to 16% 

over the last six months. 

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

diversified and we’re always looking for businesses that have limited asset 

needs and generate significant cash flow over time. 

  All right, with that, we’re going to turn to the case study for the 

quarter, which this quarter is Dollar General. This company, for those of 

you who may not be familiar, it’s one of the largest discount retailers in the 

US, more than 13,000 stores and they are across 43 states. 
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  Let’s start with a brief history of the business because it sets the 

stage for where they are today. The Turner family started out with one 

store back in 1955 and then they grew the business and managed it all 

the way until 2003. Over the years, their emphasis was very much on 

growth in the store base and that came at the expense of profitability and 

returns. So over long periods of time, the return that they got on the 

capital employed hovered just around the company’s cost of capital. 

  But in 2007 when the business was sold to KKR, significant 

changes to the approach were made. It brought in new and strong 

external managers and they completely overhauled the processes and 

invested in systems that allowed them to accurately measure the 

business. This permitted the company to implement a program of 

continuous testing and learning across all aspects of the business, so they 

looked at store layouts, they changed significant aspects of their 

merchandise that they were carrying, store locations as well as the overall 

customer experience. We’ll talk about what that’s meant in terms of 

returns in just a minute. 

  But stepping back to the business model for a second, it’s worth 

noting that as a retailer, Dollar General bases the model on three 

elements. 
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  The first is convenience, and this means both proximity to stores, 

which for the majority of the customers means living less than a ten-

minute drive away from the store, and convenience also means ease of 

access, so they have plenty of parking and the small store size means it's 

easy to get in and out with whatever shopping you need to do. 

  The second element in the model is selection, which is focused on 

national brands of frequently consumed products. 

  The third element is an everyday low-price strategy. Rather than 

having markdowns and discounts, they try to make it so that items in the 

store are consistently priced at very, very competitive levels. So the 

company’s marketing slogan for years has been “Save Time. Save 

Money. Every Day.” and that’s the proposition to the customers. 

  When we think about the customers, it’s important to note that this 

is a very rural customer base. About 70% of the stores are in towns with 

less than 20,000 people and the average income of the customers is 

typically between $25,000 and $40,000 a year. So these are people that 

are very much shopping for price. They care about brands but they also 

want convenience. 

  So the typical products that are in these stores are national brands, 

but most of the items are less than $10 and three-quarters of them are 
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less than $5. In terms of the product mix, about three-fourths of the sales 

are consumables, and that’s led by food-related items at 20% of sales, 

candy and snacks at 19%, paper and cleaning at 15%, health and beauty 

at another 13%. The final quarter of the company’s sales are non-

consumables, and here there are things like seasonal items at 13% of 

sales, and apparel and home each about 6%. And those percentages are 

very different, by the way, if we went back and looked at them before the 

management change in 2007. 

  Now, the stores are small boxes as retailing goes. They average 

about 8,000 square feet. And to overcome that relatively small size 

limitation, the company uses very high shelves and it makes the stores 

feel like they are full of merchandise. When we look at the economics of 

the stores, we find them quite attractive. It only costs about $250,000 to 

open a store and more than half of that amount is actually inventory. So 

new locations are able to produce positive cash flow in the first year and 

almost always pay back the capital investment in the second year. 

  Now, when we turn to competition for the business, we think the 

company has several strong competitive advantages. 

  The first is scale of suppliers. When we first looked at this 

business, we didn’t understand how it was possible for Dollar General to 
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price their products at parity with Walmart but to have gross margins 5 

points higher, despite only having $22 billion in sales compared to roughly 

$300 billion for Walmart in the US, but we had conversations with several 

vendors and they made it clear why this is the case. 

  So Dollar General has about 10,000 SKUs in the store versus 

about 40,000 at a typical grocery store or 150,000 at a Walmart 

Supercenter. So despite having about one-fifteenth the sales level of 

Walmart, having about one-fifteenth the SKUs means that the impact for 

suppliers can be similar, and this is why Dollar General is typically a top 

five customer at most of the vendors. Having fewer SKUs also makes 

Dollar General simpler to serve. The vendors are also willing to offer 

favorable terms because Dollar General typically carries only one national 

brand so it can play the suppliers against one another to get the best 

terms. It also helps that they are still growing compared to other 

competitors and channels. 

  The second thing we think is a significant advantage for the 

business is the distribution network. The company has 14 distribution 

centers along with its own fleet of trucks and drivers, and what we think is 

that over time, this has allowed them to supply the 13,000 predominantly 

rural locations at a cost that competitors can’t match. 
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  So as we look ahead for the business, we think growth prospects 

appear favorable. Comp store sales have been positive every year for the 

company for the last two and a half decades. Even during recessions, the 

business has had positive same-store sales—it’s been countercyclical—

so when people lose a job or they're under financial stress, they are more 

likely to drive less and when they do shop, they shop for value and they 

typically consume smaller package sizes. So historically, including 2008-

2009, Dollar General’s sales have actually accelerated during periods 

when unemployment rises in the US. 

  So this gives us confidence that modest same-store growth is 

possible in most economic environments. On top of this, we believe sales 

from new stores could additionally grow at a mid-single-digit percentage 

rate. 

  Now when it comes to profitability, the combination of the strong 

gross margins and the store base with limited labor costs and low lease 

expenses make for industry-leading profitability. Working capital for the 

business is relatively modest, at about 6% of sales, because they turn 

inventories relatively quickly, about five times a year. And the combination 

of this strong profitability, the limited store and working capital investment 

needs means that returns on capital employed have been running north of 
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30% since the change in management in 2007. The company has a very 

strong financial position. The balance sheet leverage is 1.2 times net debt 

to EBITDA, or about 2.5 times even if you include the off-balance sheet 

store leases. The business also generates about $1 billion a year free 

cash flow. 

  So selling at 10.5 times operating profit with a 1.5% dividend yield, 

we continue to think Dollar General’s shares are attractive at these levels. 

And with that, let me turn the call back to Pierre. 

Pierre: Yes, I think that is that for prepared remarks. Let me just, in conclusion, 

quickly reiterate, as we typically do on these webcasts, the key tenets of 

our investment philosophy and the fund mandate. We are long-term value 

investors with a bias towards quality. We look for well-run, financially 

strong, high-quality businesses whose stocks we can purchase at a 

discount to our estimates of intrinsic values. 

  And I think that concludes our prepared remarks for today, we’ll 

give it a minute and then we’ll take questions. 

Brande: Sure, thank you, gentlemen. So we have a few questions that have come 

in. The first is: As value investors, how do you think about your exposure 

to tech? 
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Pierre: All right, so I’ll take that one because it kind of is a question that we heard 

on the International Value Fund webcast as well, and then we had a 

couple of follow-up questions after the webcast which we answered by 

email and phone call, and so I wanted to share more publicly some of our 

thoughts on the topic, and expand a little bit on that. 

  So I think investing in a time like the time we’re dealing with today, 

which is a time of such intense business disruption from the unique 

combination of dramatic changes in industries which are often technology-

related together with an age of finance when capital is readily available in 

limitless quantities and at very cheap price. It’s an environment that can 

be, and it’s an exercise that can be particularly treacherous for long-term 

value investors. 

  And when we talk about dramatic changes here, we aren’t talking 

about new technologies. This isn’t only about electric cars or 3D printing, 

automation or the Internet of Things. It’s also about the threat of disruptive 

capital, everything as a service, and obviously the overarching Amazon 

threat. It’s Tesla for General Motors, but it’s also Dollar Shave Club for 

Gillette. So it’s sort of everything and everywhere, and in fact I’d argue 

that some of the disruption and its impact on our thinking goes beyond 

new technologies and new products or new services. 
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  What we have found is that fundamental analysis, the way we 

always run it ahead of an investment, now often needs to go beyond the 

sort of basic by force part of framework that we've used historically, 

specifically things like customer relationships, branding power and intense 

product innovation can prove remarkably powerful as key tenets of the 

business model, particularly when it comes to managing high complexity, 

at least in part through technology. And here I’m thinking about 

companies like WorldPay or Amadeus. 

  Now, this is an environment that is particularly challenging for us as 

long-term value investors because none of the disruptors come at cheap 

multiples of current or forward profits. The current buoyant markets 

certainly makes things worse in that regard but irrespective of the market 

conditions, these companies won’t look cheap on short-term trading 

multiples. 

  And what makes it even more challenging is that asset 

management industry practices are putting tremendous pressure on 

managers to operate in style boxes that effectively look no further than 

these very short-term trading multiples. If you want to be classified as 

value investors nowadays, you kind of have to own at least some retailers, 

coal and oil-related businesses, if not newspapers. So I’m not sure how 
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many sustainable value compounders, companies that fit the quality 

criteria that we keep talking about we can find there. 

  These companies whose business models are challenged, if not 

permanently impaired, are sometimes seducing or sometimes their 

historical fundamentals, as a matter of fact, but most of all because they 

now trade at very low short-term multiples of profit, which is in sharp 

contrast with kind of everything else in the market. Yes, what we've said 

repeatedly and will say it again today is today’s profits don’t matter, or at 

least they matter very little. It is the present value of all future cash flows 

that investors should care about, and that is what we care about. And 

when I say “all future”, I include 10-20 years out. 

  So when we look at a business, we must apply ourselves to 

thinking how a business model might be destroyed, needs to adapt, or 

can prevail in the face of material changes, and we must apply ourselves 

to making sure that the management teams in charge of these businesses 

are thinking ahead and following strategies, developing and following 

strategies, that incorporate those challenges in a way that will make their 

businesses stronger and to continue realizing value for their shareholders. 

 Now as we do that, it is possible that we may come across, as we have—

and I think the most striking example of that was Purplebricks in the 
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International Value Fund—we may come across businesses with great 

long-term business prospects that we think are very underappreciated by 

capital markets and it’s been a source of recent opportunities and that’s 

contributed to an increase in our exposure to IT and technology. 

  That said, when you look at that technology exposure, you look at it 

more closely, you look at what the individual businesses are, you might 

realize that many of them aren’t technology companies per se. It’s more 

that their GICS classification hasn’t quite caught up yet with these major 

business developments and is often inadequate to provide a good proxy 

for what these businesses actually are. 

  So hopefully that helps everybody understand why we have seen a 

rising and today, why we have a meaningful exposure in both of our funds 

to this category even though behind the category, you'll find things like air 

transport, you'll find things like automation, you will find things like 

inspections, you will find things like payment processing which aren’t 

always as simple as a piece of software sitting somewhere on a server. 

Brande: Thank you, Pierre. Another question: what are the World Value relative 

valuations, compelling, average or overvalued? 

Pierre: Multiple choices. 
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Gregory: Yes, so I’ll take a shot at it. I’m not sure exactly what the question is trying 

to get at but I will kind of give you a few thoughts. So when we think about 

sources of potential performance, the best opportunities often comes from 

dislocations in the market, and we talked a few minutes ago about 2014 

and ’15, Chinese economic growth slowed, emerging markets slowed. 

That impacted commodity-related businesses, luxury retailers that had 

Chinese shoppers as customers were impacted. Similarly, those kinds of 

businesses when they rebounded, things that we had purchased drove 

results for us in 2016 and again helped the first half of this year. Then we 

had in 2016 the Brexit dislocation caused some businesses to get pretty 

attractively valued. There will be other dislocations in the future but as we 

all know, there have not been a lot of those lately and when they have 

occurred, they have been very brief. 

  So as we look at the portfolio today, I would say the discount is less 

than it’s been at points in the past. We've still been able to find a few new 

names, as we discussed a few minutes ago, but given what's happened 

with the markets overall, I would say it’s very tough to find high-quality 

businesses that are selling at significant discounts. 

Brande: A question came in regarding Dollar General and how large do you think it 

can get, stores, that is the store count? 
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Gregory: Yes, so it’s a good question. That is certainly part of the future growth 

prospects. They have a little over 13,000 stores today. We think there's 

room for them to get north of 20,000 stores over time, and they're typically 

adding somewhere around 700 stores a year. So we will reach a point, 

potentially a decade into the future, where we start getting close to a 

saturation point, but we also know that they're experimenting with some 

different models of stores, meaning some that are smaller, and they are 

venturing into some different geographic locations than where they’ve 

been in the past and depending how successful those moves are, you 

could see that potentially increase the number of ultimate stores they 

might end up having. 

  So it’s something we are paying attention to, it’s going to play out 

over a fairly long time period, and in the meantime, the stores that they’ve 

been adding most recently, based on our analysis, are still generating very 

attractive returns, and so we’d expect these incremental investments 

they're making in the next few years to do that as well. 

Brande: Thank you, Greg. We have a question regarding your thoughts on the 

recent Advisor Perspectives interview with Bob Rodriguez. Any thoughts 

on that? 
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Pierre: We do, yes. That came across our desks, I guess, as you can imagine, 

but given that the question was actually placed with us ahead of time, I 

personally—I think Greg has some thoughts as well—but I personally took 

the time to go back and reread the interview. And I think that there are a 

handful of points there that go to facts and points that—and I’ll speak for 

myself—I very much agree with. 

  The first point that Bob was, I think, making in the interview is that 

we are, from an economic standpoint and from a market standpoint, living 

in exceptional times and that outside of the 1942-1951 period when the 

Fed and Treasury had an accord to keep interest low to help finance the 

World War II effort, I think this is the only time we've had a period of multi-

years, almost nine years, of manipulated price controlled interest rates, 

which I would certainly agree, like Bob is making the case, has led to 

significant distorted pricing in the market and disrupted the normal 

function of these markets. 

  The second point that I saw in there is that despite this reality, the 

economics laws of gravity, like the law of gravity itself, does not change 

and this will not go on forever. As far as I know, there is no historical 

evidence of sustained government-controlled, socialised economy. They 
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can last for a very long period of time but they never last forever. So at a 

given point in time, this will change. 

  The third point that I saw in there was an indictment of the Fed. I 

think Bob was referring to the US Central Bank, but I think it can be 

extended to some of the European and Asian peers, and the belief that 

Bob seems to have is that the Fed is clueless, in his opinion, and that it’s 

never known what a bubble is beforehand. I think that’s beyond the 

opinion stage at this point. I think they’ve demonstrated that they were the 

architect of all these distortions, and historically they have failed to 

demonstrate their ability to manage the tail end of an up-cycle even when 

they were the creator of that cycle, and they're not being held accountable 

for these past failures. There is no introspection whatsoever. They refuse 

to be held accountable, and that doesn’t help them to get better. So I think 

that they are manufacturing a situation that is very, very damaging indeed. 

  The fourth point that I saw in that interview was that with that 

backdrop, without establishing causalities, but I think we could, more and 

more money went into or is going into—this is not over—fewer and fewer 

stocks, and the ETFs and index funds are acting as such destabilising 

forces in the market. And the point that Bob is making is entirely right: an 

investor will have to sell but it’s not obvious that there would be a buyer for 
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these stocks any more, and with 60% of equity assets now in the hands of 

this strategy at some point, they're going to run out of incremental inflows 

to buy the same stocks. So when they stop doing it or even worse, when 

they hit the sell button and they panic, they won’t find a buyer left around 

to buy these stocks any more, and it’s very likely that their prices will fall. 

And for that matter, at the pace we’re going, I would say that there might 

not even be a qualified manager either around there, so when that 

happens, good luck finding one. 

  The fifth point that I saw in there was that—and I think Bob was 

referring directly to government-type organisations but I think that can be 

extended—I think that the people responsible behind these allocations 

and these distortions, and the shift to passive in particular, well, the reality 

is that they have no exposure whatsoever to the downside of what they're 

doing, and one has to question whether they are really putting investor 

first when they're doing all of this, given that what happens next is 

relatively indifferent to them at this stage. 

  The sixth point that I saw in there is that Bob was trying to remind 

us of how costly it’s been to his business to try and do the right thing for 

his shareholders and how he was penalised rather than rewarded for 

trying to do the right thing ahead of the downturn, and I think we would 
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very much echo that and say that we are still fighting today, struggling to 

make clients understand the merits of our discipline and the virtues of that 

discipline. 

  The last point that I saw in there was a slightly different one but 

interesting philosophically nonetheless, which is that models, which very 

often are behind these allocations, are an excuse for these allocations, 

don’t always work. They are predicated on history, they are predicated on 

past evidence, and consistency in their past evidence; and when history 

changes, they have got to be thrown out. So that’s in sharp contrast with 

what I would guess a manager does. The manager does react, if not 

anticipate, changes and that’s the difference between the machine, the 

mechanical, the automatic if you will, and the intelligence in the 

etymological sense of the world, which is the ability to adapt, to 

understand the situation and to adapt to that situation, and interregulate, 

so making choice between different circumstances as they occur. So we 

would certainly argue that models are not infallible—not that managers 

are—but that at some point, we will see the limits of them. 

 And then the last thing I’d say, which isn’t so much a point, is that Bob 

seemed to be eagerly aware of the fact that saying these things and, more 
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importantly, acting on these things makes it really hard to make friends 

and make friends with clients, which we can certainly echo. 

  These are my two cents on the interview, for what it’s worth. 

Brande: Thank you, Pierre. I think that concludes the question and answer session 

of the webcast. 

  So thank you for your participation in today’s second quarter 2017 

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 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 FPAFunds.com for future webcast information, 

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

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

three to four weeks following each quarter end. 
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  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 webcast 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, July 14, 2017 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 recommendation made in the 

future will be profitable or will equal the performance of the security 

examples discussed. Any statistics have been obtained from sources 

mailto:crm@fpafunds.com
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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, or from our website FPAFunds.com. Please 

read the prospectus carefully before investing. FPA Paramount is offered 

by UMB Distribution Services. 

  Thank you again for your participation. This concludes today’s call. 

[END FILE] 


