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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 in 

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

area and click 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 Mr. Jonathan 

Rahbar, Vice President Product Specialist. The floor is yours. 

Jonathan: Thank you, Kelly. Good afternoon and thank you for joining us today. 

We’d like to welcome you to FPA Paramount’s Fourth Quarter 2017 
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Webcast. My name is Jonathan Rahbar and I’m a 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 FPA Paramount Fund and World Value strategy. 

  Prior to today’s call, I wanted to remind our listeners that we’ll be 

hosting our Investor Day here in Los Angeles on May 3 of this year. For 

those who may not have seen the invitation, registration is open and can 

be found on the landing page of our website, www.FPAFunds.com. We 

hope to conduct an informative and enjoyable event, and look forward to 

seeing those of you who are able to make it. 

  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. 

(00:02:00) 

  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 or more. By benchmark-agnostic, 
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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. For example, US-domiciled 

companies are roughly a 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 read the strategy’s policy statement available at FPAFunds.com.

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

managers. Greg. Go ahead. 

Gregory: All right, Jonathan, thanks for the introduction and thank you to everyone 

for being with us today on the call. 

  We’re going to start with performance, and during the fourth quarter 

of 2017, the Fund gained 4.6% in US dollars compared to an increase of 

5.7% for the MSCI All Country World index. Now, when we look back on 
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the full year of 2017, the Fund gained 27.2% compared to an increase of 

just about 24% for the index. 

  So when we step back to look at the results for the second six 

months of the year—we last did a call like this six months ago—there are 

several factors that drove performance over that period. 

(00:04:02) 

  First, we would say the portfolio benefited from strength in 

consumer sentiment, which boosted the results for several of the 

companies selling consumables, companies like Britvic, Alicorp and Dollar 

General. 

  Technology companies in the portfolio also continued to produce 

strong results. Several of the companies have been demonstrating 

evidence of traction as they transition customers to cloud computing. This 

quarter, these two quarters actually, the performance was led by Baidu, 

Microsoft, Alphabet and Amadeus. 

  And then finally, we had two positions in the portfolio which 

received takeover offers. The first is Worldpay, which is based in the UK. 

The company is a leading global provider of payment processing services, 

and during the third quarter, they announced that they had agreed to be 

purchased by the US merchant acquirer Vantiv. 
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  During the fourth quarter, 21st Century Fox also announced that it 

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

Disney. As home and TV movie consumption has shifted from traditional 

cable providers to internet-based offerings like Netflix and Amazon and 

Hulu, the companies providing entertainment are consolidating. And prior 

to announcing the deal with Fox, Disney had already unveiled a plan to 

make its movies and its TV shows available over the internet. So acquiring 

the content from Fox clearly enhances that offering. Now, despite the 

strong performance in the Fox shares, we continue to own them as we 

think the assets that are still remaining with the business are being 

undervalued by the market. 

(00:05:51) 

  On the negative side of performance, we would point to a few 

different groups and companies, the first on the healthcare side. Weak 

volume growth and reimbursement concerns weighed on Mednax and 

LabCorp over the period. The negative impact for Mednax was really 

concentrated in the third quarter in terms of the market price impact. It 

was our worst-performing holding in the third quarter. It rebounded in the 

fourth quarter when a prominent activist firm disclosed that it had taken a 

significant stake in the shares. 
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  We also had weakness in Publicis and WPP during the period, 

which hurt performance, as traditional media agencies have struggled. 

Some of their consumer spending, their customers have reduced 

spending levels because of shifts in consumer behavior, and the 

companies are also shifting advertising to online, which has been 

somewhat of a challenge for the traditional agencies. 

  And then finally, there’s not really a good way to categorize this, but 

some of our positions across many different sectors that had performed 

strongly in prior periods were laggards over the past six months and were 

somewhat detrimental to performance. 

  So we’ll end the performance discussion with the same comment 

that we make every quarter. We are very pleased with the results over the 

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

the best way to judge results. We would suggest, as value investors, that 

we are trying to buy businesses at a discount to what we think they are 

worth, but oftentimes stock prices can and do decline after we make 

purchases. We also know that the market sentiment toward an industry or 

even a specific company often shifts significantly from one year to the 

next. So it typically takes several years for discounts to our estimates to 
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unwind, and so that’s why we advocate evaluating the Fund’s 

performance over longer periods, ideally over a market cycle. 

  And with that, we’re going to turn to key performers and let me turn 

it over to Pierre. 

(00:08:06) 

Pierre: Thank you, Greg. So we’ll start with the right side of this slide. We’ll start 

with the weak performers, and specifically the worst one for the period. 

  So the worst-performing holding in the second half of 2017 

technically was WPP. However, WPP is a relatively recent position for the 

Fund. It was not one of the Fund’s holdings at the beginning of this 

reporting period. Like other advertising agencies, WPP has experienced 

negative sentiment as it grapples with the impact of digital marketing on 

its traditional model as well as with some weakness in the level of 

spending in marketing by some of the large fast-moving goods companies 

in the world that have traditionally been large clients of the advertising 

agencies. 

  But more to the point here, the next worst-performing holding, 

which the Fund owned at the beginning of this reporting period, was 

Ryanair. Ryanair’s stock declined 11.73% in US currency in the second 

half of 2017. For those of you who don’t know, the company Ryanair is 
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based in Ireland and it is Europe’s leading low-cost airline. What’s 

transpired with the company in the latter part of the year, the company 

experienced a series of negative developments. 

  To begin with, a European Court of Justice ruling established that 

the habitual place of work used to determine where cabin crews can sue 

their employer isn’t limited to the nationality of the airline and its aircraft, or 

to the concept of home base. The news was perceived as a challenge to 

Ryanair’s use of Irish law in its labor contracts, and a potential threat to its 

cost advantage relative to other industry participants. 

(00:10:16) 

  At the same time, the company announced that it had to cancel 

flights due to a temporary shortage of pilots. The shortage appeared to 

have been the result of a scheduling mistake by management, although a 

regulatory change involving the timing of pilot’s annual leave also played a 

role in the incident. 

  These developments created a lot of bad press for Ryanair and it 

put tremendous pressure on management to take a more institutional 

approach to the relationships that it has with its pilots, the air crews and 

the personnel on the ground. In an attempt to avoid further disruptions in 

the busy yearend period and to return to normality, the company offered 



FPA Paramount Fund – Fourth Quarter 2017 Webcast Presentation 

 

 

 

 
 

-9- 
 

 

to pay special bonuses and to increase pilots’ salaries. More recently, the 

group announced that after utilizing independent labor throughout its 

history, it would now agree to union representation. 

  The combination of all of these events has negatively impacted 

sentiment on Ryanair and it’s put downward pressure on the company’s 

stock price. 

  Yet despite these later changes and the more temporary flight 

cancellations, we believe that Ryanair’s long-term business fundamentals 

remain strong. Our market analysis suggests that the company still enjoys 

a material cost advantage on its competitors, including other low-cost 

providers. Ryanair’s business model remains powerful and difficult for 

other airlines to battle or replicate. We believe that the company still has 

significant opportunities to expand its current lead in the European 

market, and we also think that the group will be able to further leverage its 

unique proprietary relationship with customers to grow ancillary revenues 

and to roll out new digital services in the years to come. 

(00:12:15) 

  With operating margins in excess of 20%, return on capital 

employed north of 30%, a cash conversion rate near 100%, net cash on 
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the balance sheet, and a valuation that represents a significant discount 

to our estimate of intrinsic value, we remain shareholders of Ryanair. 

  Moving on to the left side of the slide with regard to the strong 

performers, our best-performing holding over the last six months of the 

year was Worldpay. Worldpay’s stock price gained 40.97% in US currency 

in that period. 

  Greg talked a little bit about the company earlier, but it is based in 

the UK. It is one of the world’s leading providers of merchant acquiring 

and payment processing services. 

  Around the world, consumer behavior is shifting away from physical 

payments, both using cash and using physical cards, and moving into 

various modes of digital payments. With that, it has become critical for 

consumer-facing organizations to be in a position to offer a broad range of 

electronic payment solutions across multiple geographies. These payment 

solutions need to be tailored to the specific dynamics of a given industry. 

It is critical for these organizations to allow for as many transactions as 

possible to complete, while also limiting the risk of fraudulent activity. 

Technologically advanced payment services providers are therefore well-

positioned to take advantage of this opportunity and to perform very well 

as these trends continue and even accelerate. 
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(00:13:59) 

  This is the case of Worldpay’s ecommerce business, which today 

enables merchants to accept a wide range of electronic payments in more 

than 100 countries. Getting access to these new technologies, as well as 

to longstanding relationships with entire industries and with that, to the 

knowledge of the unique business dynamics of these industries, is 

therefore critical for all industry participants. Covering as much of the 

global markets as possible is also key to their long-term success. 

  Furthermore, the growth of the payment services industry, together 

with the ubiquity of new technologies, has attracted a lot of competitors, 

from payment service providers to POS hardware businesses to new 

fintech companies. With that, corporate alliances, including cross-border 

initiatives, have been a recurring theme of the industry in the past few 

years. And in the third quarter of last year, one of them was the 

Vantiv/Worldpay transaction, where US merchant acquirer Vantiv 

announced its plans to acquire Worldpay, which led, obviously, to a 

significant increase in the company’s stock price. 

  Now we are still in the process of refining how we should be 

thinking about the merged entity, the potential synergies one might expect 

from the transaction, and what it means in terms of the intrinsic value of 
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the newly formed group. But in the meantime, we remain shareholders of 

the company. 

  With that, we will move on to portfolio activity. 

(00:15:37) 

Gregory: Okay, so we’re going to move through this relatively quickly, but just to 

give a little bit of a flavor for things that we purchased and sold over the 

last six months, on the purchases side, in the third quarter, we bought 

O’Reilly Automotive, based in the US, which is a leading aftermarket auto 

parts provider. They provide parts for both do-it-yourself customers and 

commercial mechanics. O’Reilly is something that we had held in the 

Fund in prior years but hadn’t owned it recently because of an unattractive 

valuation, and we reestablished the position as a broad industry slowdown 

weighed on the shares, and we were able to get back into that position. 

  With that, let me turn it back to Pierre. 

Pierre: So we are on the international side in terms of purchases, and specifically 

in the third quarter, we bought Compagnie de Saint Gobain and Scout24. 

  Compagnie de Saint Gobain is based in France, and is one of the 

world’s leading manufacturers of glass products and high-performance 

building materials, and the group also operates a retail building 

distribution business. 
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  Scout24 is based in Germany. It operates the country’s leading 

online real estate classified advertising portal and it also operates several 

automotive classified portals across Europe, and a leading one in 

Germany. 

  In terms of new purchases in the fourth quarter, we also 

established new positions in three other international companies, 

Frutarom, Edenred and WPP, which we talked a little bit about earlier on 

the call. 

  But with regard to Frutarom, the company is based in Israel. It is a 

leading global provider of flavors and fine ingredients mainly used in the 

food and beverage industries. 

  Edenred is based in France. It operates networks that enable 

employees to receive and redeem benefits vouchers, primarily used for 

purchasing meals, and the business operations are primarily focused on 

Brazil and, to a lesser degree, on the French market. 

(00:17:59) 

  WPP now is based in the UK but is a global company. It is a 

leading global advertising, media management, public relations and 

communication services company. 
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  In addition to these purchases, obviously in the period, we also 

added to several of our existing holdings as a function of our continued 

effort to rebalance individual positions based on each position’s individual 

discount to intrinsic value relative to the rest of the portfolio. 

  That’s for purchases over the period, so with that we can move on 

to the positions that we sold in the last six months of the year. 

Gregory: And let me mention a few. Starting in the third quarter, we sold out of 

Patterson Companies. Patterson is based in the US, and they are one of 

the leading distributors of dental and veterinary supplies, both in the US 

and starting to be in some international countries as well. 

  We also sold out of Hugo Boss, which is a world-leading brand for 

both formal and casual clothing, as well as fashion accessories, primarily 

for men. The company is based in Germany. 

  And then lastly IMI, which is based in the UK. It’s an engineering 

company that manufactures equipment used to control the precise 

movement of fluids. 

  In each case—Patterson, Hugo Boss and IMI—the companies had 

reached their estimated intrinsic values and we decided to sell them on 

that basis. 

(00:19:38) 
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  Then in the fourth quarter, we liquidated several other positions 

including CVS Health, Adecco and Carlsberg. In the case of Adecco and 

Carlsberg, it’s a similar story to the ones I just mentioned in the third 

quarter. Adecco and Carlsberg had reached our estimate of intrinsic value 

and we decided to sell the positions. 

  For CVS, however, the valuation was not the reason we sold the 

shares. CVS is, as I’m sure most of you know, based in the US, a leading 

pharmacy benefits manager, also operating the country’s largest 

drugstore chain. During 2017, the company announced that they had lost 

a prominent client on the PBM side of the business, and there were 

continuous concerns in the market about Amazon entering the drug 

distribution business. And these issues combined really to put pressure on 

the share price, so the valuation was under pressure and was one of the 

reasons why we were invested in the shares. But during the fourth 

quarter, the company announced the strategic acquisition of Aetna, the 

health insurer, and while we recognize that there is a strategic desire for 

the companies to be vertically integrated all the way from insurance 

through the delivery of medications, we believe that the combination only 

is beneficial in that regard on a limited basis, and we think that there are 

significant risks involved with successfully combining the two businesses. 
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So despite the relatively inexpensive valuation, we decided to exit out 

CVS position due to concerns about the deal. 

  And then as we often do, as Pierre mentioned on the purchases, 

there were a number of positions where we trimmed weightings a little bit 

during the third and fourth quarters as well, as is the normal course of 

business. 

(00:21:45) 

  So with that, let’s turn to the portfolio overview, and at the end of 

the quarter, the portfolio was 47 disclosed positions, which remains at the 

high end of the range. We typically target 25-50 businesses that we would 

expect to own at any given time. Looking at the size of the portfolio 

companies, there is a wide range of market capitalizations from roughly 

$2 billion up to some of the largest public companies in the markets today, 

and you see that with a weighted average market cap of around $76 

billion. 

  In terms of the geographic exposure, about 20% of the equity 

assets were invested in US companies, the rest in companies located 

outside the US. The majority of those international holdings continued to 

be domiciled in Europe. We have exposure to companies located in the 

Asia Pacific area, mostly in Australia, and there are some emerging 
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markets positions located in Asia and Latin America. Ultimately, we have 

very wide discretion on the geographic weightings. That means that even 

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

outside the US at all times, the remainder is going to be determined by 

where we find the opportunities with individual companies. 

  Now, turning to sector weightings, it’s also worth highlighting that 

they are purely a reflection of where we’ve found opportunities in the past, 

and we would expect the weightings to fluctuate over time. I think 

Jonathan referred to that in his introduction. So as an example, at the end 

of 2016, industrials were 36% of the invested portfolio, and you can see 

that’s 9 points higher than where they ended in 2017. Technology was 

18% at the end of last year compared to 24% here. Staples have 

increased from 10% to 17%. Consumer discretionary declined from 22% 

to 18% over the last 12 months. 

(00:23:56) 

  Beyond that, we would just say the Fund tends to be relatively 

diversified. While we do gravitate ideally toward businesses that generate 

significant cash flow and have limited capital needs and requirements. 

  And so with that, the last topic today for the call is our case study, 

and this quarter the case study is Priceline Group, which is based in the 
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US, and I’m sure many on the call think about the company because of its 

name brand website, which is known for discounted air travel, and you 

may remember ads on TV with William Shatner. That used to be the 

entire Priceline business, but today Priceline is one of the world’s largest 

online travel companies. Its various platforms do allow customers to make 

reservations for rental cars and airlines and restaurants, but the lion’s 

share of the business rests on reservations made for hotels and vacation 

rentals. In fact, if we searched Priceline’s various sites today, it would 

yield about 27 million rooms available for reservation, spread across 1.5 

million properties. So the largest part of the business’s online reservation 

for hotels and vacation rentals is represented by the Booking.com 

website, which is the dominant provider of those reservations across 

Europe. Listeners in the US may also have seen advertising for the 

company over the last few years as they’ve expanded into the US as well. 

(00:25:40) 

  Now, making reservations for these hotel and vacation rentals, the 

business model works as follows. The company signs up various hotel 

and vacation properties to supply rooms, and then makes the inventory 

available on its website. It then advertises online, predominantly buying 

keywords that customers use to search Google or other search engines, 



FPA Paramount Fund – Fourth Quarter 2017 Webcast Presentation 

 

 

 

 
 

-19- 
 

 

and then the website is returned near the top of that list of results. So for 

example if someone searches hotels in Rome near the Colosseum, the 

Booking.com listing would show up the top of the results. And then finally, 

when the company reserves the room through Booking.com for example, 

the company receives a percentage of the revenue from the property 

owner. 

  So looking across the travel industry, the 1.5 million properties and 

the 27 million rooms are the largest inventory assembled in one place for 

travelers to search. That number is actually many times what even the 

largest hotel companies typically offer. So this scale provides significant 

advantages for the business. They have the largest number of listings, 

and that means it’s more likely that travelers will find what they’re looking 

for. This leads to the highest online conversion rate, which means the 

number of reservations booked versus the advertising spend it took to 

drive the customer demand. 

  In turn, the company has the industry’s highest sales, and that 

means they can afford to sign up more properties, they can spend more 

on advertising, which drives more users to the site. And so the 

combination of the most listings, leading to the highest sales and the 
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greatest ad spend, in turn driving more traffic demand to the website, is a 

very virtuous circle. 

  When we look at the growth prospects for the business, they look 

favorable to us over the long term. We have an increasing number of 

people traveling each year, as standards of living grow around the world. 

But the most important part of the long-term growth here is the penetration 

of online reservations. So only about 33% of hotels are booked online 

today, and we would expect online to continue taking share from 

traditional bookings over the next decade. And then even within online 

reservations, companies like Priceline are taking share from hotels and 

smaller competitors that have their own online offerings. 

(00:28:17) 

  So when we put all this together, Priceline’s bookings are expected 

to grow at a mid-teens level for at least the next several years. 

  Now I mentioned a minute ago that the business model involves 

Priceline getting paid a percentage of hotel reservations that are made 

through its sites. As a rough rule of thumb, the company receives about 

25% of a reservation’s revenue. It then spends about two-thirds of that on 

advertising, on its field force that it has out signing up new hotels, as well 

as IT to keep all of this running in place. So that leaves about a third of 
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revenue as the business’s operating profit. So producing mid-30s 

operating margins is quite attractive in terms of profitability. 

  And then outside of the IT investments that they continually make, 

the company really has very limited capital needs. Working capital in fact 

is negative, and so that high profitability combined with a very modest 

capital base means returns on capital employed here are in excess of 

100%. 

  Over the next two years, we think the company will generate 

between $4.5 and $5 billion a year of free cash flow. Couple that with a 

net cash balance sheet and we would say that the business has abundant 

financial strength. The management team is also very experienced. The 

chairman of the board is the former CEO that effectively built the 

business, and so the rest of the senior management has been with the 

company quite a while as well. And so we appreciate the combined track 

record and their operational capabilities and the excellence they have 

demonstrated over time. 

(00:30:06) 

  So finally in terms of valuation, Priceline is a $95 billion company 

and a lot of the attributes I mentioned are known in the marketplace, and 

we purchased our position, much of it, at lower prices than where the 
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shares trade today. But even at current levels, given the prospects that I 

mentioned, we think that current prices represent an attractive discount to 

our estimate of intrinsic value. 

  And so with that, why don’t we end the call with just a comment 

about our credo and philosophy. 

Pierre: Yes, thanks, Greg. So as we always do on these calls, we like to reiterate 

how we think as investors and the key tenets of our philosophy. And what 

that is at the very simple level is we are long-term fundamental value 

investors with a strong bias towards quality. And what we mean by that is 

that we look for companies that are well-run, that are financially strong, 

with robust balance sheets, and that are operating high-quality 

businesses, so businesses with very strong fundamentals that are 

sustainable over the long run, and we are looking to purchase these 

stocks at a significant discount to what we believe the business to be 

worth. 

(00:31:32) 

  Now before we open it up for questions and end these prepared 

remarks, I’d like to add, like I did on the International Value webcast 

yesterday, that at the end of last year, we were very pleased to welcome a 

new team member, John Harris. John will be focused on international 
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equities. He was previously a research analyst at Brandes Investment 

Partners for nearly six years. He’s a CFA charter holder and he earned a 

bachelor’s degree in business economics at the University of California 

Santa Barbara, and we are very pleased to have him join the team. 

  With that, we have no further prepared remarks and we would like 

to thank all of you again for being on the call, and our fellow shareholders 

for their trust. And with that, we will open it up for questions. 

Jonathan: Perfect, thank you, Pierre and Greg. We are going to pause there for just 

a moment to poll for questions. Thank you to those of you who pre-

submitted. 

  So just starting out, there are a couple of questions on cash and 

the low relative level of cash in FPA Paramount Fund versus International 

Value. Would you mind just speaking on the philosophy around cash? 

Gregory: So I think there are a couple of things to say on that. The first would be 

you have a slightly different opportunity set between FPA International 

and FPA Paramount and Pierre, if you want to elaborate, you can. 

  But let me start out by saying FPA Paramount, we’re buying 

companies with market capitalizations greater than US $2 billion at the 

time of purchase, and on the FPA International side, it could be 
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significantly smaller businesses. And so there’s a difference to begin 

there. 

  The second would be we have the US as a geography available to 

us in Paramount by virtue of it being a World strategy that we don’t have 

on the International side. And so over time, we would expect to always be 

more fully invested just given the greater opportunity set between the two 

funds. 

(00:33:58) 

Jonathan: Okay, great. There’s another question, very quickly, who is Vantiv, which 

would be the acquirer of Worldpay? 

Pierre: Sorry Jonathan, just as I’m looking at that question that’s highlighting the 

1% cash, so maybe just a couple of things additionally on the question of 

the cash level in World. 

  The first one is keep in mind this is a photography at the end of the 

period, so there are things that have increased in price quite significantly 

and are in the process of exiting the portfolio. So I wouldn’t be too hung 

up on that 1% at the end of the year. 

  And then the second thing is it’s important to keep in mind this is a 

global equity strategy, so it has a mandate to maintain a certain level of 

exposure to both international equities and US equities. And as we’re 
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doing this, in particular in the US market, what we’re finding is that 

valuations are incredibly stretched and to maintain the 20% exposure to 

US names, we’re having to invest in companies that have a lesser 

discount to intrinsic value than what we would traditionally like, and what it 

does is it lowers the threshold for international names to come in and take 

this bit of an iteration where we are able to invest in more names than we 

would typically be on the International side, where we have a far more 

flexible mandate. And therefore, there tends to be less cash, significantly 

less cash, in World than there is in International. 

Jonathan: Okay, great and then just following up on the question about who Vantiv 

is, Greg, maybe you can tackle that one? 

(00:35:37) 

Gregory: Yes, I think as Pierre mentioned a little bit in his comments on Worldpay, 

Vantiv is a US merchant acquirer. For those of you that know Fifth Third 

Bank in Cincinnati, it was a business that they had started organically 

probably 25 years ago, and then a number of years ago—I’m not sure 

how long it’s been but probably even before the financial crisis or around 

the time of the financial crisis, maybe for balance sheet reasons, they 

separated that business, and it’s been publicly traded and called Vantiv 

ever since. So that was the legacy of the company. 
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  It is a well-run business and it’s one that we’ve had our eye on in 

the US over time. They’ve subsequently made the acquisition of 

Worldpay, and so it’s the combined business now going forward that 

Pierre was discussing. 

Jonathan: Perfect, thank you. There is a quick question on WPP having grown 

through acquisitions. Just any concerns on the accounting and 

combination of businesses through WPP over time? 

Gregory: You know, any time companies are acquisitive, it’s a reasonable thing to 

ask. What we would say here, I think, is that the kinds of businesses that 

are being acquired are a little bit different than on the pharmaceutical 

side; also, the relatively scale is very different. And then finally, WPP’s 

balance sheet doesn’t look anything like the balance sheet that you saw at 

Valeant or some of the other serial acquirers that sometimes run up huge 

liabilities as they continue to grow the business that way. So no. 

  I also think that the number of acquisitions that WPP has done over 

time aren’t nearly the scale of what Valeant did in a relatively short period 

of time. So it’s something to think about whenever companies are making 

acquisitions, but I wouldn’t compare this to Valeant in any way. 

(00:37:51) 
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Pierre: You also have arguably one of the most financially driven and disciplined 

management team running that business—which is never a guarantee of 

anything, we all make mistakes—but for those of you who know the 

personality who is running the business, he’s formerly the CFO, and the 

kind of DNA that this company has developed over the years, it’s probably 

one of the best, financially speaking, one of the best managements that 

we know of in the world. 

Jonathan: Okay, great. The next question is just well done on 2017. Criteria for fund 

selection is manager investment. Would you mind just commenting 

broadly on manager investment in FPA Paramount Fund? 

Gregory: Sure, so there’s, I would say, two things on that topic. Our goal as 

managers is to be invested alongside of shareholders. I am doing that 

personally in Paramount Fund. I have a legacy position also in one of 

FPA’s other funds, but other than that, my only other personal 

investments that I have are a few long-held, very low-tax positions that I 

haven’t been excited to liquidate and write a check to the government for. 

But any new contributions that I’m making, any new investments will be 

going into the funds that we manage, and in my case, Paramount 

specifically. 
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Pierre: Okay, so on my end, the first comment I would make is while I understand 

that the preference of someone would be to see a manager have a million 

dollars or more invested in the Fund, if that manager is worth $900 million, 

that one million may not mean much. So what I think is more relevant in 

my personal situation is what percentage of your investable net worth you 

have invested in the products that you run, and in my case it’s all of it. 

Everything that’s investable is invested in the funds. 

(00:40:02) 

  The International Value Fund was started with, for the most, my 

own money. My investment in it has grown to be, in part through organic 

growth, has grown to be in excess of a million dollars and whatever 

investable left is invested into either Paramount or a private partnership 

that we have that follows a slightly different mandate. But 90% of my 

investable net worth is specifically in FPIVX, so FPA International Value. If 

you think about the overlap in terms of position between Paramount and 

the International Value Fund, all of the companies that are in excess of $2 

billion in market cap are in Paramount. So from my perspective, it’s 

exactly what we’re doing. It’s investing alongside with you and eating our 

own cooking—really eating it, not just checking a million-dollar threshold. 
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Jonathan: Sure, and I think the only thing that I’ll just add to that is at FPA, we’re all 

significant shareholders in the mutual funds that we run, and so FPA 

Paramount and International Value are certainly chief among those. 

  The last question that we had is what is your view of the relative 

risks of investment in Asia versus Europe? 

Gregory: Well, there’s a lot of ways to potentially answer that question. 

Pierre: Yes, so… 

Gregory: I mean, I can start and see if you have any additional thoughts. 

Pierre: There are some generic differences obviously just in terms of... 

Gregory: Culture. 

Pierre: Cultural differences, the level of confidence that we can have in the—

consistently between how a business is described and what it is on the 

ground, the reliability of the numbers, things of that nature. 

(00:42:03) 

  I don’t want to answer the question that way though because Asia, 

Asia doesn’t mean much. In Asia, you’ve got the Philippines and you’ve 

got Japan and you’ve got Korea. And the risk profile associated with 

investing in a business that will generate 100% of its free cash flow in one 

of these businesses are very, very different. So there is a relative risk 

between Philippines and Japan that is as significant as there is between 
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Germany and China. So I wouldn’t generalize and look at Asia overall. 

Same thing for Europe, by the way. 

  But more importantly than that, I think it also comes down to the 

type of businesses that you own. If you are invested in, I don’t know, a 

mining company in China or a mining company in Russia, it might not be 

the same risk profile as being invested in a pizza company in this same 

market. 

  So these generalizations are really hard to do and very dangerous, 

in our view. We are pure bottom-up investors, so we look at a specific 

business. What is it that it does? Where is the free cash flow coming 

from? Who is running it? And what is the risk profile of that versus another 

one, based on various specifics, rather than simplifying and generalizing 

and putting things in a regional bucket. 

Gregory: Yes, and I think it’s also just worth nothing, there are a number of 

countries around the world, and they don’t have to just be in Asia or even 

Europe, where over the years, we've said there are legitimate concerns 

about rule of law and the ability to think about returning, getting capital 

back from investments that get made in those countries, whether there's 

risk of expropriation or other things happening. And so we've just 
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completely steered clear, and that will continue to be the case, whether 

they are in Asia, Europe, Latin America and wherever the case may be. 

(00:44:16) 

Jonathan: Okay, perfect and it looks like one more question just came in. Should we 

expect that your mix across large-, mid- and small-cap stocks will 

fluctuate? 

Gregory: I think you should. We don’t set out with any kind of preconceived mix in 

terms of the market cap weightings. They’ve, for the last few years, 

tended to be on the larger-cap side, particularly the US companies that 

we've owned, because that's where we've found the most value in the 

market, and so that has pushed up the relative—the combined market cap 

for the Fund. But we’re very agnostic as far as the size of the businesses, 

again with the exception that we’re buying at least US $2 billion market 

caps at the time of purchase. But where we can find the opportunities in 

the market cap spectrum, we will. The same with geographies and the 

same with sectors over time. 

Jonathan: Okay, and maybe Pierre, you can address this question on outside of rule 

of law. Are there any countries that you would look to avoid? 

Pierre: Yes, and it’s always sort of following the same idea. If we are going to be 

long-term owners of a business, which is what we need to be comfortable 
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doing because over time, we think that this is how we will realize the value 

of the business and have opportunity to lean into negative volatility. So 

being comfortable being a long-term owner is really key to the long-term 

success of the strategy. 

(00:45:56) 

  So for that to be the case, for us to be able to have that level of 

comfort, we need to trust that the claim that we have on the free cash flow 

of a business, on the assets of the business, are going to be protected by 

the regulatory framework in a given country. And we need to know that the 

analysis of the business that we've done, the fundamentals that we've 

highlighted that are predicated on behavior relative to economic laws are 

relevant and are not going to be thrown away by some arbitrary decision 

by the government. 

  So what that means is we need a relatively transparent legal 

framework and we need a government that enforces that legal framework 

in a fair and transparent manner. 

  I guess you could make the argument that that doesn’t really exist 

anywhere in the world, so it’s all a matter of ambience I guess and levels, 

so there are places at the extreme bad end of the spectrum that we’re 

simply not comfortable investing in, and these are places like Russia, you 
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mentioned it in the question. They are also places like Argentina, like 

Philippines, like Indonesia, like Venezuela. We don’t do any frontier 

markets. 

  But we do try and revisit these assessments on a regular basis. We 

go back to Russia, we talk to companies on the ground and we talk to 

companies that have divisions or operations in Russia to get a feel for 

how things are evolving. Same thing in Argentina, in Philippines, in 

Indonesia. In Argentina, you can see there's been a significant political 

change over there and things are improving, so we’re starting to get a little 

bit more confident and comfortable about the possibility of investing there. 

In the Philippines, you’ve seen what happened. We were keen investors 

in the Philippines in the past; now the country is on the non-investable list. 

So it’s something that we are continuously reevaluating based on how the 

political environment is evolving in many countries. 

(00:48:04) 

  But at the end of the day, what we want is we want the certainty 

that the analysis that we’ve done and that supports the investment thesis 

is going to stand for many years, and that the claim that we have on the 

assets of the company or the free cash flow that the company generates 

is protected. 
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Jonathan: Fantastic, thank you. With that, we’ll go ahead and end our quarterly call 

for today. Thank you for your participation in today’s FPA Paramount 

Fourth Quarter 2017 Webcast. I’ll now go ahead and turn it over to the 

event specialist for closing comments and disclosures. 

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 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. 

  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. 
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(00:49:44) 

  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 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, FPAFunds.com. 

Please read the prospectus carefully before investing. FPA funds are 

offered by UMB Distribution Services, LLC. 
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  This concludes today’s call. Thank you, and I hope you enjoy the 

rest of your day. 

(00:50:53) 

[END FILE] 


