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Note: Items in brackets [  ] are meant to be clarifying statements but are not part of the 
actual audio recording of the webcast. 
 
This transcript must be read in conjunction with the corresponding webcast slides, 
posted on fpa.com. The webcast slide page numbers are referenced below. Please also 
reference the Important Disclosures at the end of this transcript and throughout and at 
the end of the webcast presentation. 
 

You should consider the FPA Paramount Fund's (“Fund”) investment objectives, risks, 

and charges and expenses carefully before you invest. The Prospectus details each 

Fund's objective and policies and other matters of interest to the prospective investor. 

Please read the Prospectus carefully before investing.  

 

(00:00:00) 

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

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

background noise, and please note that today’s webcast is being 

recorded. 

  During the presentation, we will have a question and answer 

session. You can ask text questions at any time. Click the green Q&A icon 

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

open area, and click Ask to Submit. If you would like to view the 

presentation in a full-screen view, click the full-screen button in the lower 

right-hand corner of your screen. Press the Escape key on your keyboard 
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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 first 

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

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

hand corner of your screen for online troubleshooting. 

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

Rahbar. Jonathan, the floor is yours. 

  Apologies, speakers. I think Jonathan may have disconnected. 

Apologies for the technical difficulties. 

Jonathan: Heidi, I’m sorry about that. 

Moderator: It’s okay. Operator, I believe we have Jonathan back. Jonathan, the floor 

is yours. 

Jonathan: [Please reference slide 2] Great, thank you, Heidi, and sorry about any 

technical difficulties. 

  We’d like to go ahead and welcome you to the FPA Paramount 

First Half [2020] Webcast. My name is Jonathan Rahbar and I am a 

product specialist here at FPA. 
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  The audio, transcript, and visual replay of today’s webcast will be 

made available on our website, www.FPA.com. 

  And in just a moment, you will hear from Greg Herr and Pierre Py, 

the portfolio managers of FPA Paramount Fund. 

(00:02:13) 

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

may be listening in for the first time. I’m going to quickly mention a few of 

these attributes. 

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

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

emerging markets, as well as in companies with market capitalizations as 

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

  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 invest around the world, the Fund will 

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

and a minimum 20% exposure to ex-US-domiciled companies. This still 

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

World Index. 

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

strong bias towards 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 FPA.com. 

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

Pierre. 

Gregory: [Please reference slide 3] Okay, Jonathan, thanks for the introduction, and 

thanks to everyone on the call for joining us today. This is the call covering 

our results for the first and second quarter of the year, and as we typically 

do, let’s start with performance.  

(00:03:56) 

  So during the first half of 2020, the Fund declined [6.43] percent in 

US currency compared to an decrease of [6.25] percent for the MSCI All 

Country World Index.1 When we look broadly at the results for the first six 

months of the year, we clearly need to start by considering them against 

                                                 
1 Comparison to indices are for illustrative purposes only. FPRAX does not include outperformance of any index or 

benchmark in its investment objectives. Past performance is no guarantee, nor is it indicative, of future results. 
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the backdrop of the COVID-19 crisis. Global equity markets plunged in the 

first quarter when it became clear both the extent of the pandemic as well 

as the economic impact that would likely result from all the quarantine 

measures. That was rapidly followed, of course, by government 

announcements to inject unprecedented amounts of monetary and fiscal 

stimulus into the markets and the economies around the world, and that 

seemed to stabilize global markets and underpin the strong rebound that 

we saw in the second quarter. 

  So in that context, when we turn to results for the Fund in the first 

and second quarters, say there were several factors that were big impacts 

on performance. 

  And when it came to positive performance, the first thing I would 

highlight were the stay-at-home restrictions and the limitations people had 

on outside leisure activities. They led to large increases in time spent 

playing videogames as well as spending on videogame content. So this 

benefited a number of Fund companies, including Tencent, Ubisoft and 

Activision Blizzard. 

                                                                                                                                                             
 



Q2 2020 FPA Paramount Fund (FPRAX) Webcast 

August 5, 2020 

 

 

 

 
 

-6- 
 

 

  I would say the second category we would highlight that drove 

positive performance involved the continuing shift by businesses to move 

to computing in the cloud. So software running in the cloud, broadly, 

seemed to perform well during the stay-at-home experience, which also 

reinforced the benefits of the technology, and we think that was part of the 

reason we saw strong performance in our holdings of Microsoft and 

Alphabet. 

  And then finally, [the Fund] received a boost from [its] holdings in 

GrandVision and Fielmann, which are two retailers of vision products that 

we also hold in the portfolio. 

(00:06:26) 

  Now, when it came to the negative side of Fund performance 

during the periods, all the broad themes we could point to clearly related 

to the COVID-19 economic impact. 

  So first, I think for very obvious reasons, our holdings in travel-

related businesses suffered from declining activity rates that reached 

basically a standstill, and then the uncertainties around how long it will 

take for activity and travel segments to resume. So the negative 
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contributors specifically in that category included Ryanair, Booking 

Holdings as well as Amadeus. 

  The second category of negative performance to highlight involves 

companies that provide outsourced corporate services like catering and 

facilities cleaning. So this includes negative contributions from food 

service providers Sodexo and Compass, as well as ISS, which has 

facilities cleaning as a significant portion of its business. 

  And finally, the Fund experienced negative performance 

contribution from employment staffing companies PageGroup and 

Randstad2. 

  So I’ll finish the performance slide with the same comment that we 

make on all these webcasts, and while we performed closely in line with 

the index over the last six months, we continue to believe short-term 

performance is not the best way to judge Fund results. 

(00:07:57) 

  As value investors, we are obviously trying to businesses at a 

discount to what we think they are worth. Stock prices can, and many 

times do, decline after we make those purchases. We also know that the 

                                                 
2The Fund exited its positions in Ryan Air, Booking Holdings, Amadeus, Sodexo, Compass and Randstad prior to 

June 30, 2020.  Please reference slide 13 for a list of Fund holdings as of June 30, 2020. 
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market sentiment towards a country, an industry, 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 unwind.  

  So while we are encouraged when we look back over the last 

several years of positive of performance, we continue to advocate 

evaluating the Fund’s results over longer periods. Ideally, that would be 

over a market cycle. 

  And so with that, let’s move on to key performers, and we’ll start 

with the first quarter, and let me turn it over to Pierre to start. 

Pierre: [Please reference slide 4] Thank you, Greg. Yes, as Greg mentioned, we 

are now turning over to key performers, starting with the first quarter of the 

year, and starting with the top contributor. 

  I think as a backdrop, what we can say is given the broad market 

decline in the first quarter, it’s no surprise that of the companies that have 

meaningful weights in the portfolio—so above 0.5 percent for the 

quarter—only a small group actually produced positive contributions. As 

Greg mentioned, that included the three videogame publishers, Ubisoft, 

Tencent and Activision, which benefited in the surge in time and money 
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that people appear to be spending on games during this global quarantine, 

certainly in some of the core gaming markets such as the US. 

  Now, none of these companies, though, was actually the top 

performance contributor for the quarter. That distinction actually belongs 

to UK-based Reed Elsevier (RELX). Based in the UK, Reed is a leading 

global provider of scientific, technical, medical and legal information, as 

well as risk analytics, to business and professional customers3. 

(00:10:10) 

  Like many new additions to the Fund in the past six months, this is 

a business that we have known and followed for the most part of our 

investment careers in the last two decades or so. After waiting patiently for 

many years, the market decline in March finally gave us the opportunity to 

establish an investment position in the company. Now, we expect Reed’s 

exhibition business to come to a brutal halt, and it has, due to the COVID-

19 pandemic, as all live shows are permanently terminated, or certainly 

postponed for a few months, and some of those are a one-off event in the 

year, so obviously that has some dramatic impact on the business. And so 

we expect that division to experience several years of depressed revenues 

                                                 
3 Please reference slide 13 for a list of Fund holdings as of June 30, 2020. 
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before being able to return to levels of activities that would be similar to 

what the business experienced pre-crisis. 

  With that said, though, we believe that customers of Reed’s 

academic, medical, legal and insurance information services are likely to 

maintain, and have proven to do so, their subscriptions despite the 

challenging economic outlook, in particular, as most of these subscriptions 

have been converted to digital over the years, so there is really no 

physical challenges in continuing to consume these publications. 

Furthermore, restless efforts to fight the new virus and to deal more 

structurally with outbreaks of such nature going forward should support 

strong demand for scientific publications. And I would say that generally 

speaking, Reed’s subscription business is naturally broadly indexed to 

innovation, which has provided and will continue to provide favorable 

tailwinds for the group. 

(00:12:04) 

  Notwithstanding the more resilient and recurring nature of that side 

of the business, Reed’s balance sheet is reasonably conservatively 

managed and appropriately structured, with debt maturities that are 

spaced out into future years. 
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  Lastly, we generally think that management operates the business 

effectively, having in particular managed the transition to digital 

reasonably well over the last few years. 

  And despite the strong increase in the company’s share price, we 

remain interested in being shareholders of Reed so long as the stock offer 

is an appropriate margin of safety, given our view of the fundamentals of 

the business, the management team, and the strengths of the balance 

sheet. 

  So with that, we are still talking about key performers for the first 

quarter, and we are moving on to the largest detractor, and for that I’m 

passing it over to Greg again. 

Gregory:  Okay, thanks, Pierre. So, in the first quarter, it shouldn’t be a 

surprise that our largest detractor was our long-held position in Ryanair. 

This had been one of the larger positions in the Fund going into the 

downturn, and then of course, by virtue of its travel-related exposure, was 

certainly impacted. 

  The company is based in Ireland, and it’s one of Europe’s leading 

passenger airlines, and we've owned this, as I said, for some period—

several years—and the company has experienced a number of challenges 
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if we look back over that time. There was, in 2017, a pilot scheduling error 

which caused significant flight cancellations. In 2018, the company 

experienced strikes, or labor negotiations, and air traffic control disruption 

as well. And then the uncertainties surrounding Brexit were also, at times, 

an overhang for the business. And of course when Boeing had the 737 

Max crisis in 2019, that was a significant impact to the company’s path for 

growth. 

(00:14:16) 

  So, throughout all of those events though, we argued that the 

business possessed a financial strength like no other European airline. It 

had no debt on the balance sheet, no net debt, outright ownership of more 

than 90 percent of its planes, and hundreds of millions of euros a year in 

free cash flow. So this compared to [its] competitors that had significant 

amounts of debt, very substantial lease payments on their aircraft, pension 

obligations that were quite substantial, and very limited free cash flow 

generation, if they were generating cash flow at all. 

  So, we also thought that Ryanair’s management team had 

generally operated the business well, including the way they handled the 
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2008 financial crisis, and they had been financially astute and disciplined 

as well. 

  So, if you think about asset-heavy businesses in general, with high 

fixed costs and large capital allocation needs, for a business like this, we 

think you really need that type of financial discipline, and it can be quite 

disastrous if it’s not in place. 

  So finally, we highlighted that Ryanair’s business model possessed 

a structural cost advantage versus competitors that led to large gains in 

market share over the last two decades, and we think that can likely 

persist. 

(00:15:54) 

  Then the COVID-19 crisis struck, and we think that potentially 

changed the fundamental outlook for Ryanair in a way unlike any of those 

challenges of the last few years. So, despite the financial strength being 

better than its competitors, when you have grounded planes that 

drastically curtails revenues, and it’s over an extended period, the fixed 

costs of running an airline will ultimately produce substantial losses, and 

there's no way you can avoid that. 
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  Competitors are already receiving capital injections from their 

respective governments, and it’s even unclear to us whether Ryanair, 

despite its financial strength, may have to accept that sort of assistance at 

some point down the road. 

  What we can say, though, is the government intervention and state 

ownership across the industry, I think, has the potential to fundamentally 

change the business. So, in particular, we think that governments owning 

competitors could level the competitive environment in a way that is very 

detrimental to Ryanair. 

  We also think it’s very difficult to assess how consumer habits and 

preferences will shift in the aftermath of COVID-19. We’re clearly in the 

middle of it. We don’t know how long it’s going to last, and then the 

aftermath is an open question. And so, the impact that may have on the 

industry is also unknown. 

  Finally, we were concerned that Ryanair could become a take-

under target because there is significant value in its fleet of planes that 

could easily be leased back by the company. The robust balance sheet 

would make that sort of a financing arrangement possible. And frankly, the 

management team is very financially minded. 
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  So, after contemplating the many challenges, we decided it was 

very difficult to assess the future intrinsic value of the company, and we 

chose to exit the position. So we’ll continue to follow developments with 

the business to determine if any of the advantages we've previously 

observed get reestablished. If we can become confident enough in our 

ability to reassess the company’s intrinsic value and the share price offers 

a discount again, that we would need to make a purchase, we would be 

interested in becoming shareholders in Ryanair once again. 

(00:18:18) 

  [Please reference slide 5] All right, so with that, those were the best 

and worst contributors in the first quarter. Let’s turn to Q2, and the top 

performer there in terms of contribution was Microsoft. 

  Based in the US, Microsoft is the world’s largest enterprise software 

company and we’re seeing, even in the midst of the historic economic 

weakness caused by COVID-19, that when corporate IT budgets are 

falling, we believe several of Microsoft’s main businesses are still 

producing strong results. 

  So the company is the global leader in hybrid datacenter offerings 

which give customers the ability to run software in their own datacenters, 
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which is known as private hosting, as well as in Microsoft’s datacenters, 

which is called public cloud hosting. So, shifts in software workloads to the 

public cloud have been underway now for the last several years, but we 

think the trend will likely continue at a meaningful rate for many years 

ahead. 

  We also think that the global work-from-home status has reinforced 

the benefits of using the company’s office productivity software, including 

the new messaging and videocall application Microsoft Teams, which in 

fact we are all using today as part of the hosting of this call. So that’s as 

part of the Office 365 software versions that Microsoft hosts in the cloud. 

(00:19:53) 

  So the company has a AAA-rated balance sheet and abundant 

cash flow generation. We think they are quite financially robust, and 

believe the management team has operated the business well, and 

invested sensibly in their cloud-based opportunities. 

  The stock has been a strong performer. We will remain interested 

in being shareholders of Microsoft so long as the price continues to offer 

us an appropriate margin of safety. 
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  And with that, Pierre, let me turn it back over to you for the biggest 

detractor. 

Pierre: Thank you, Greg. So, staying with the second quarter of this year, but 

turning now to the largest detractor to performance for the period, the 

larger detractor to performance in the second quarter was Babcock. 

  The company is based in the UK. It is a leading provider of 

engineering and support services for the defense, aviation and civil 

nuclear markets. It is a key contractor for the British Ministry of Defence, 

and the largest operator of aerial firefighting and medical services in 

Europe. The business mainly comprises multiyear, if not multidecade, 

contracts that come with a high strategic significance and importance, 

attractive and stable margins, and then a relatively low correlation to the 

economic cycles. On top of that, the direct competition to Babcock’s 

business is limited due to a broad range of factors, specifically technical, 

regulatory, as well as asset-based barriers to entry in many of the core 

activities of the group. 

  Now, despite these strong fundamentals, Babcock has been 

working through challenges, mainly from [an] ill-timed and also overpriced 

acquisition that was made by the prior management team back in 2014. 
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There was some strategic benefit to the deal, in fairness to that team, as it 

established Babcock’s leading presence in the attractive aviation markets 

such as aerial emergency services, but the deal also came with a 

business that operates in the highly competitive oil and gas transport 

market that is no longer profitable due to the significant industry 

headwinds that the oil and gas sector has experienced now for some 

years. 

(00:22:41) 

  As a result of that transaction, Babcock then had to issue a series 

of profit warnings that of course have eroded investors’ confidence and 

negatively impacted the share price as a result. And the negative pressure 

in fact continued in the second quarter of this year, as management not 

only decided to completely write off the oil and gas business, which is 

warranted, certainly, given the fundamentals and the economics of the 

business, and also announced further restructuring initiatives to cope with 

the more challenging environment of course in the context of the COVID-

19 crisis. 

  Now, as value investors, it is not uncommon for us to invest in 

companies that are faced with that sort of temporary setbacks, since very 
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often, as a result, their stocks are also unloved and therefore undervalued, 

which is what creates the opportunity. 

  In this instance, we had identified the problems as part of our due 

diligence, of course since the transaction came back, went back to 2014, 

and the challenges in the oil and gas market that are not new either. So 

we had identified those problems as part of our due diligence, and we had 

factored them into our investment thesis on Babcock. Specifically, we had 

assumed the complete impairment of the oil and gas business, and we 

were anticipating that the business would experience some temporary 

pressure in several of the group’s other divisions, and of course that the 

COVID-19 crisis would be putting quite a burden on the business overall, 

as it does with a lot of other companies. 

(00:24:43) 

  With that being said, as is often the case in these situations, we 

also thought that the market had become excessively focused on the 

group’s short-term challenges which, again, have long been known, and at 

the same time was underappreciating Babcock’s core strengths that I’ve 

highlighted earlier. As a result of that, we believe that the group’s stock 

price ultimately just didn’t reflect the fundamentals of the business, the 
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long-term free cash flow that it can generate, and the overall return profile 

of the company. 

  As I said, the business has been negatively impacted by the 

COVID-19 crisis, and continues to be negatively impacted by the COVID-

19 crisis and, in light of that, we actually had to—as we did with many 

other companies—lower our estimates of intrinsic value to reflect the 

shock that came with the COVID-19 crisis. But we remain very much 

interested in being shareholders of Babcock, so long as the stock 

continues to trade at a significant discount to that estimated intrinsic value, 

which [we believe] it does. 

(00:25:57) 

  Furthermore, we are more encouraged now by the appointment of 

David Lockwood as Babcock’s CEO, given his industry track record and 

the experience that he’s had with turnaround situations. 

  With that, I think we are complete with respect to key performers 

and we are going to move on to our portfolio activity. Greg? 

Gregory: [Please reference slide 6] Okay, thanks, Pierre. So, let’s start with some 

purchases and we’ll talk at the beginning here for the first quarter. 
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  So again, in the context of what was happening in the markets, as 

they were falling in the first quarter, we attempted to analyze the impacts 

that the virus would have on the various companies across the portfolio, 

as well as any potential new investments we were going to make. And we 

started by thinking, at the beginning of the crisis, about the short-term 

cyclical impact to the businesses but then, for companies that have 

significant operating leverage, the greater the hit to cash flow would be 

during a potential slowdown. 

  So the level of these projected cash flows is critical to the way we 

think about the assessment of the financial strength of the business. We 

also analyzed whether incoming cash could cover their debt obligations, 

and then any other off-balance sheet obligations they had, as well as 

working capital needs. 

  We were also thinking about whether companies would—the issue 

of being able to raise additional capital, whether credit or equity markets 

would permit them to add capital if it was necessary. 

  Of course, the importance of management quality is always 

magnified when we’re going through one of these periods as well. So, 

even more than during normal environments, we want to be able to have 
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confidence in the decisions that executives are making about how they 

operate their businesses, how they allocate capital. 

(00:28:11) 

  Finally, we wanted to assess the potential fundamental impacts to 

the business beyond what was happening in the short term. So, that 

impact in many cases is not easy to determine, but we consider things like 

whether manufacturing would need to be reorganized, or the viability of 

their existing supply chains, and thought about what could happen to 

customers, and would the preferences of those customers be changing, 

as well as any changes going on with competition and industry structures. 

  So, while none of those things are, in any way, outside of our 

typical investment process, I think during the COVID-19 crisis, it’s clearly 

highlighted the importance of thinking through those sorts of potential 

business changes. 

  So with that as the backdrop, in the first quarter we bought a 

number of new positions, including Empire, GrandVision, Reed Elsevier as 

Pierre mentioned, SAP, and Valmet. So let me touch on a couple of these 

and then we can move on to the second quarter. 
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  Empire is a company that’s based in Canada. It’s the leading 

grocery store operator and whole food distributor in the country. This is a 

business we had owned previously, and we had sold when its share price 

no longer offered a discount to our intrinsic value estimate. When the 

share price fell in March, and the discount again reappeared, we 

reestablished the position. 

  Turning to GrandVision, the company is based in the Netherlands, 

and it’s a leading operator of optical stores across more than 40 countries. 

So the group sells and distributes prescription eyeglasses, contacts, other 

eyecare products. And here again, GrandVision was a previously held 

position in the Fund that we sold when its announced merger with Essilor 

Luxottica was fully reflected in our intrinsic value estimates. 

(00:30:19) 

  So, as we went through March, there was a period of, let’s say, 

indiscriminate selling that was going on. The share price in GrandVision 

fell briefly to a level that made the business look very attractively valued to 

us on a standalone basis, not even withstanding the much higher merger 

price offer from Essilor Luxottica. So we used that as an opportunity to 

reestablish the position in GrandVision. 
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  Pierre previously touched on Reed Elsevier. 

  We've also reestablished a position in SAP, which was a previous 

holding. 

  Then we bought a new position in Valmet, which is a company 

based in Finland, is a leading global developer and supplier of 

technologies and automation and services across the pulp and paper and 

various energy industries. 

  And so with that, those are the highlights of what we bought in the 

first quarter. Pierre, maybe you want to go through some of the things we 

did in the second quarter. 

Pierre: Sure, thank you, Greg. So in terms of purchases then in the second 

quarter, we continued to build positions that we had initiated earlier, and 

we increased the Fund’s ownership of portfolio companies whose stocks 

had experienced some weakness. We also made a relatively high number 

of acquisitions, which was also the case in the first quarter, but that trend 

continued through the second quarter of the year. And I would say that 

this level of purchase activity of course reflected the highly compelling 

buying opportunity that the market provided across the board because of 
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the COVID-19 pandemic, so we took full advantage of that, as you would 

expect us to do. 

(00:32:11) 

  Almost all of the new investments were in companies that we had 

long identified as well-run, financially strong, high-quality businesses that 

belong to our coverage universe or that we had owned in the past. Craig 

mentioned, in the first quarter, three out of the five newly added positions 

were previous holdings of the Fund, and then I think across the board, you 

can see that a lot of the new additions are lifting the veil on what goes on 

behind the scene and the amount of coverage and research and valuation 

work that’s going into companies that you don’t immediately see in the 

portfolio as it was the case with Reed that we hadn’t owned in many, 

many years. 

  So in terms of the positions we added in the second quarter in that 

regard, they represented a broad range of businesses that included 

technology firms, companies like Accenture and Adyen. 

  Accenture is based in Ireland but it is a global leading provider of 

technology consulting services. 
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  And Adyen, which is based in the Netherlands, is a leading global 

payments processor that seems, notwithstanding its intrinsic quality, which 

supported purchase, but the company now seems very well-positioned to 

take advantage of what was up to then the leading player in the field, and 

certainly in Europe, which was Wirecard, that has collapsed in spectacular 

fashion in recent weeks, as evidence of fraud continued to emerge across 

the business. 

(00:34:06) 

  Those new acquisitions also included one interesting company in 

that it has seen a significant evolution in its underlying business in the past 

few years, and will certainly, we expect, will continue to transform in the 

coming years, which is Sony. That stands out in that, candidly, going back 

many years, Sony is not a company that we would have considered as 

part of our coverage, given our selection criteria, but that goes to 

continuing to have a dynamic approach to research and being able to 

identify when businesses are changing, or when companies are changing 

in terms of the way they manage business or their strategic focus, or how 

they go about deploying capital. 
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  So Sony, of course, is based in Japan. It is a leading provider 

today, it is a leading provider of games and network services. And these 

two segments have come to eclipse what was the company’s legacy 

business, which was consumer electronics. So for those of you that are 

old enough to remember, Sony of course is most known, certainly in the 

US, for having invented the Walkman back in 1979. 

  Lastly, new purchases included some cyclicals, with underlying 

exposure to commodity markets, which sort of sent us back to our 2014 

experience. I’m talking of companies like Metso and Outotec. 

(00:35:49) 

  So the two Finland-based companies are leading providers of 

equipment and services to the global mining, aggregates, recycling and 

process industries. And as a team, we had previously invested in Metso 

and Outotec individually, but this time around—and the last time around 

was of course because of the end of the commodities supercycle, and the 

cycle that, the negative cycle that a lot of these businesses experienced. 

You will remember that we had quite a significant exposure to those from 

Metso to Fenner, across our various strategies, as we thought they were 

very discounted relative to their intrinsic value at the time. 
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  This time around, the situation became interesting because these 

two companies had actually engaged in a complex transaction that 

involved, on the one hand, the merger of their respective mining 

businesses; and on the other hand, the spinoff of Metso’s valves and 

actuators division named Neles, which became a standalone company as 

a result of the deal. 

  Now, and this is a business that is similar, to a degree, to 

companies like Sulzer and a couple of others that we have had 

experiences with as shareholders in the past. And so, our longstanding 

knowledge of all these individual pieces, and the individual pieces involved 

in the deal, led us to the conclusion that the market was mispricing both 

these stocks, and one actually more so than the other. So we built a 

position in the Fund that was designed to take advantage of the 

embedded discount to intrinsic value. 

Pierre: In the end, while the level of portfolio activity was high in the past six 

months, I think what is important to highlight is that throughout that period 

of time, we have stuck to what we have always done as investors in good 

times and in bad times, and that is to buy high-quality companies when 

their stock trades at a significant discount to our estimate of intrinsic value. 
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In the long run, that’s really the only way we know how to generate 

[strong] results, returns for shareholders. 

(00:38:19) 

  So we continue to implement that same discipline with consistency 

and diligence, and will continue to do so as the dramatic events following 

the outbreak of the COVID-19 continue to unfold. 

  And with that, we will turn to the sales for the first six months of the 

year. Greg? 

Gregory: [Please reference slide 7] Okay, thanks, Pierre. So those were our 

purchases. Now, in terms of sale activities, the evaluation process that I 

described we went through in Q1 for our purchases also led us to sell 

positions in a number of companies during the quarter. And as we have 

discussed many times in the past, the output of our investment process is 

a distillation of all the research work into an estimate of what we think is 

the intrinsic value of the business. 

  And, in the current environment, we are finding, however, that it’s 

become quite difficult to quantify those intrinsic value estimates for some 

of these companies, even for businesses for which we previously had 
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confident estimates, including Amadeus, Booking Holdings, we talked 

about Ryanair already, as well as Inditex. 

  So Amadeus we haven’t touched on. It’s a company that’s based in 

Spain, and it’s a leading global transaction processor for the airline and 

tourism industries. 

  Booking, which we've talked about on prior calls, is based in the 

US. It’s a leading global online travel agency. 

  And based in Spain, Inditex is better known as a leading global 

retailer for fashion apparel, primarily under the Zara brand. 

  All these businesses we view historically as high-quality, their 

business fundamentals, financially strong, and well-run by their 

management teams. But in the current environment, our inability to 

confidently assess intrinsic value, we decided to step away across the 

board. 

  Pierre, do you want to turn to what we sold in the second quarter? 

(00:40:42) 

Pierre: Sure. Thank you very much, Greg. So as I think Greg had mentioned 

earlier on the call, when you see the market experience a full recovery in 

the second quarter, as governments intervened swiftly and aggressively 
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by in effect suspending free market principles, and effectively nationalizing 

large swaths of the economy in response to the shutdown related to 

COVID-19. And because of that strong market performance and our 

value-driven investment discipline and our value-driven portfolio 

management approach, we had to trim several of the fund’s holdings in 

the second quarter. And we also ended up selling several of our positions 

in the period, which included Cisco, Compass, Nestlé, and Sodexo. 

  Now, not all of those were actually dictated by an appreciation in 

share price and the resulting closing of the discount to estimated intrinsic 

value. Compass and Sodexo specifically, these two are examples of the 

type of situation, again, that Greg was talking about earlier, where our 

ability to research and appraise the business, as bottom-up analysts, had 

become unsatisfactory. And again, it’s important to remember, as our 

policy statement, which is available on the website, states that the number 

one criteria before quality of the business; before quality of the balance 

sheet; before quality of the management, whether operationally or 

financially; even before the macro criteria of being able to invest in 

countries that have a clear rule of law and a fair and transparent 

framework to implement that rule of law—is we need to be able to 
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research and appraise the business. Research, to be able to understand 

it; and appraise, to turn that understanding into an assessment of intrinsic 

value that then will tell us without passion or prejudice, when to buy the 

stocks, when to sell it, and last but not least, how to weight that individual 

stock in the portfolio, because what it reveals is—all positions in the 

portfolio need to have a reliable assessment of intrinsic value that can be 

put at the same level as that one individual position.  

(00:43:32) 

  So the number one criteria is ability to research and appraise. And 

in the case of Compass and Sodexo, while they are companies that we 

have been following for decades that have been the bread and butter of 

our best in class, not just best of breed, the best in class companies, that 

we have owned multiple times and for prolonged periods of times—we 

have historically known the business really well, having had multiple 

interactions over the years with actually various management teams that 

have to run these businesses.  

  But as a result of COVID-19, all of a sudden, all of this became 

largely irrelevant, and that is because Compass and Sodexo are primarily 

providers of catering services. And what that means in practice is that 
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what they do is they serve freshly prepared food in high-traffic and/or high-

density, often very small, confined spaces. And in fact, the trend was very 

much towards smaller and smaller and more densely utilized spaces, to a 

broad range of places, including educational institutions. So think of the 

cafeterias of university campuses, things like sport arenas, business 

offices, obviously, and health care facilities. But here you’ve got to think 

about elective surgery and inpatients that are coming in for that type of 

care, obviously not the emergency care that would typically result from the 

outbreak of a virus like the COVID-19. So obviously, you can see the 

challenges there, that the current situation has created for this business. 

And based on our more recent research, we believe that the underlying 

fundamentals of both these businesses are very much challenged at 

multiple levels by the COVID-19 crisis. They may be transformed as a 

result—they certainly will be transformed as a result—and could 

ultimately, and that is our concern, at least in part be permanently 

impaired. And so, we find ourselves, despite our long story with these 

companies, unable to confirm that they are still fit for our investment 

strategy, given the qualitative criteria that we use, and first and foremost, 

the criteria of being able to analyze and appraise the business. 
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(00:46:10) 

  The other two cases on that list—so Cisco and Nestlé—are much 

more traditional, more straightforward. And as a reminder, Cisco of 

course, based in the US, designs and manufactures networking 

equipment for global customers in the communications and technology 

industries. And Nestlé is based in Switzerland, and it is one of the world’s 

largest multinational packaged food companies. We have commented on 

these two companies on several occasions in the past, as they have both 

been long-term winners for the fund.  

  And so, in both cases, what we had is a situation where the stock 

price had increased, and had converged with the estimate of intrinsic 

value, and therefore the discount had unwound and we needed to sell, 

consistent with our investment discipline. So that’s what we did.  

  Of course, stock prices of Cisco and Nestlé no longer provide what 

we consider an appropriate margin of safety now, but that doesn’t change 

our view of the companies themselves. We think that they are high-quality 

businesses; that they are financially strong companies, and that they are 

run by capable management; both on the operational side and on the 
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financial side. And so we would be interested in becoming shareholders 

again if both these two companies had the right price. 

  And that closes the review of portfolio activity over the last six 

months. And from there, we’re going to go to portfolio overview. Greg? 

(00:47:56) 

Gregory: [Please reference slide 8] Okay. Thanks, Pierre. Let’s spend a few 

minutes on the portfolio profile as of the end of the quarter, ending June 

30, [2020].  

  So we were about 99 percent invested, with 53 disclosed positions 

at that point. When we look at the size of the portfolio companies, there 

was a wide range of market capitalizations, from roughly a little more than 

$1 billion, all the way up to some of the largest public companies. You can 

see with the weighted average market cap, it ended up around $173 

billion, and median market cap was about $27 billion.  

  In terms of geographic exposure, the fund had about 23 percent of 

its equity assets invested in US companies; the rest invested outside the 

US. A majority of the international holdings continue to be domiciled 

across Europe, also the UK. Across all geographies, emerging markets 

investments are about seven percent of the total portfolio at this point.  
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  I think it’s a key point we make every time we have a call, but we 

have very much wide discretion on the weightings, meaning that even that 

we typically have a minimum of at least 20 percent invested in the US, and 

20 percent invested outside the US, the remainder in-between those two 

20 percent ranges is determined by where we find out opportunities with 

individual companies.  

  I think that if you go back to the emerging markets weightings, that 

illustrates the point fairly well. At the end of 2018, we owned emerging 

market businesses that represented close to 20 percent of the fund’s 

assets. It was a high teens percentage. And as the valuations across the 

group converged with our intrinsic value estimates, we sold out of many of 

those positions in the weightings to where we are today. It has dropped by 

more than ten points. So looking forward, we could have a similar 

experience with weightings in any of our investible markets, based on 

where we find opportunities at any given time.  

(00:50:16) 

  In terms of sector weightings, again, it’s worth highlighting that they 

are also purely a reflection of where we found opportunities in the past. 

Pierre mentioned with Metso and Outotec, the investments we made in 
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2014/15 when we were investing in businesses that were exposed to 

commodities and energy and the overall emerging markets slowdown that 

was underway at the time, we had significant weightings in industrial 

companies at that point, which ultimately, over the 2015/16/17 time frame, 

were strong performers, and were ultimately businesses that we ended up 

selling out of the portfolios.  

  So that’s what we’d expect over time, going forward. You would see 

the weights fluctuating across sectors based on where we see the best 

opportunities. The portfolio today, the sector weightings basically remain 

relatively diversified. We continue to gravitate towards businesses that 

generate significant cash flow, and where the companies don’t have any 

material or significant capital investment needs.  

  And so with that, I think we will conclude by reiterating some of the 

key tenets of our investment approach. Pierre, let me turn it over to you.  

(00:51:46) 

Pierre: [Please reference slide 9] Sure, thank you very much Greg. So in 

conclusion, we would say that we believe that throughout this last six 

months of incredible volatility, our investment approach has continued to 

show its value. So we remain, as always, steadfast in our commitment to 
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that discipline. We will stay focused on high-quality companies with strong, 

sustainable fundamentals that command pricing power, offer compelling 

prospects to build shareholder value in the long run, and display balance 

sheets that can withstand short-term disruption.  

  These companies also must have management teams that are 

capable of steering the business through both good and bad times, and 

particularly so in extraordinarily disruptive times like we are experiencing 

now. And management teams that are capable of deploying capital in a 

way that creates value over time, and once again, in particular in times of 

distress and disruption when there can be very compelling opportunities to 

do just that.  

  Lastly, we will invest in these companies when we think we can buy 

their stocks at significant discounts to our estimates of their intrinsic 

values. Of course, like everybody, we are concerned about the impact of 

COVID-19, and we are saddened by the possibility of further deaths and 

the high likelihood of job losses and wealth destruction for many. We 

expect that there will be difficult months, and possibly years, ahead for the 

world economy, and possibly for capital markets; certainly, the full year we 

are seeing at the moment in capital markets is rather disconnected to the 
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reality on the ground for businesses across the board, for economies 

across the board. 

(00:53:56) 

  From an investment point of view, though, we think that this crisis 

could once again, as it did in the first quarter, provide us with quite 

compelling value opportunities. There still are opportunities out there that 

we, as a result of the COVID-19 shock, consider to be intriguing. But we 

also think that going forward, most likely throughout the course of next 

year, we will be presented with a whole bunch of additional opportunities, 

and of course, hopeful and energized about that.  

  Now with that, I don’t believe we have any further prepared 

remarks, so we’d like to thank all of our fellow shareholders, again, for 

their trust. And we’re going to take a pause and after that we’ll open it up 

for questions.   

(00:54:55) 

Jonathan: Thank you both. We are going to pause for just a moment to poll for 

questions. Pierre and Greg, there is one quick question, just in terms of 

the update on your partnership with Polar Capital. And so to the extent 
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possible, would you mind just commenting on where that stands, and any 

details that you could update shareholders on at this point? 

(00:55:27) 

Gregory: [Please reference slide 10] Jonathan, sure, we’d be happy to. I guess, just 

maybe a moment to review what we have announced in the first quarter, 

and then we can give a little update on where things stand today.  

  So in the middle of February, we announced the partnership with 

Polar, and that we had reached the agreement to acquire the International 

and the World Value strategies from FPA, and to lift out our team of six 

professionals that is the investment support for those strategies. And we 

said at the time the objective was to create what we thought the attributes 

were for a successful investment manager. And we think that the way we 

have structured this deal creates a proper alignment of interests, and 

causes all three parties involved to collaborate to deliver the transition, as 

well as making sure we have continuity for shareholders and for the 

research and the investment team. 

  So what we have done is, we think in the long run, we have created 

a single-purpose, independent, employee-owned business that we think 
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will be attractive and a very attractive way to provide opportunities for 

talented investment professionals.  

  Now that kind of business in and of itself, on a standalone basis is 

something that we think investors really believe in, something that has one 

team, and one philosophy, and one process. But typically, the challenges 

that are presented to a business like that come on the institutional side 

from the requirement to have gold-standard operational support. And it’s 

become quite costly to provide over the years; it typically requires pretty 

significant institutional scale and we know that in the last decade, that also 

comes with pretty significant regulatory and compliance requirements.  

(00:57:49) 

  So what have done, we think, is created a transaction that will allow 

the FPA funds that we manage to be reorganized into a new series trust, 

and they’re going to be renamed Phaeacian Funds. The transaction, we 

still are working through the regulatory processes. But it will end up 

creating a new business known as Phaeacian Partners. It’s going to be a 

joint venture between the investment team and Polar, with Pierre and 

myself as general partners. Polar will provide operational support and 

distribution across multiple geographies that will help the strategies grow 
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over time; and that’s going to allow the team to continue focus on 

generating long-term investment performance.  

  So in case anyone is interested in background on Polar and 

thinking beyond the structure of what’s happening, we need to make sure 

that the partnership is a good one from a cultural standpoint, and a fit; as 

well as just the financial background as well. I can tell you that we have 

known Polar’s CEO for many years, along with a number of the managers 

at the firm, and the firm that he had previously led as well. We have had 

numerous interactions with some of Polar’s owners, board members, as 

well as many of the professionals who run their operations across the firm.  

(00:59:38) 

  Polar itself is based in the UK; publicly traded; founded almost 20 

years ago by several of the portfolio managers currently managing about 

$[19] billion in assets across 25 strategies; 12 different teams in offices 

located all around the world, which has some appeal to us as you can 

imagine as global investors. I mentioned that the group is publicly listed on 

the London Stock Exchange. I think the last time we saw the published 

financials, it had more than $100 million of cash on the balance sheet 

along with no debt. 
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  The operations for the company include the fairly large compliance 

team; a substantial IT department; as well as trading that’s happening 

globally throughout the course of a day.  

  Polar also has a very strong culture. This is a firm that is very 

focused on [performance], high active share across the various strategies; 

very collegial groups; and a meritocratic culture, which we can very much 

identify with in both cases. So I have to say overall, I’m speaking for the 

team, but we are extremely pleased with the arrangement with this 

partner, and we are quite excited about what this means as far as the next 

chapter in our investment careers. 

  At this point, the work, as I mentioned, is well underway to 

complete the necessary registrations for the new firm, as well as establish 

the new series trust to hold the funds. We expect the filing of a registration 

statement, including a prospectus with information for shareholders to 

consider, is going to be forthcoming in preparation for the upcoming proxy 

vote. And in terms of timing, a final comment, I guess would be that we 

anticipate the transaction to be completed in the fourth quarter of this year.  

  And so with that, Jonathan, let me turn it back to you.  

(01:02:07) 
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Jonathan: Thank you, Greg. I am showing no other questions at this time. Thank you 

all for your participation in today’s FPA Paramount First Half 2020 

Webcast. I’ll now turn it back 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 FPA.com. We urge you to visit the website for 

additional information about the Fund such as complete portfolio holdings, 

historical returns, and after-tax returns. 

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

your feedback and submit any comments or suggestions. We encourage 

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

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

  Please visit FPA.com for future webcast information, including 

replays. We post the date and time of upcoming webcasts towards the 

end of each quarter and webcasts are typically 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@fpa.com. We hope 

that our quarterly commentaries, webcasts, and special commentaries will 

continue to keep you appropriately informed on the strategy. 

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

on this call are as of today, and are subject to change without notice 

based on market and other conditions. These values 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. 

  Past performance is no guarantee, nor is it indicative, of future 

results. Any mention of individual securities or sectors should not be 

construed as a recommendation to purchase or sell such securities, or 

invest in such sectors, and any information provided is not a sufficient 

basis upon which to make an investment decision. It should not be 

assumed that future investments will be profitable, or will equal 

performance of security or sector examples discussed.  

(01:04:16) 
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  Any statistics or market data mentioned during this webcast have 

been obtained from sources believed to be reliable, but the accuracy and 

completeness cannot be guaranteed.  

  You should consider the Fund’s investment objectives, risks 

and charges, and expenses carefully before you invest.  

  The prospectus details the Fund’s investment objectives and 

policies, risks, charges, and other matters of interest to a 

prospective investor.  

  Please read the prospectus carefully before investing. The 

prospectus may be obtained by visiting the website at 

www.FPA.com, by email at crm@fpa.com, toll-free by calling 1-800-

982-4372, or by contacting the Fund in writing. FPA funds are offered 

by UMB Distribution Services, LLC. 

  This concludes today’s call. Thank you. Enjoy the rest of your day. 

(01:05:10) 

 [END FILE] 

 

In addition, the most current prospectus can always be found at www.fpa.com. 
 


