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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 Queens Road Small Cap Value Fund (the “Fund”) 
investment objectives, risks, and charges and expenses carefully before you 
invest. The Prospectus details the Fund's objective and policies and other matters 

of interest to the prospective investor. Please read the Prospectus carefully before 
investing. 
 
The prospectus for the Fund dated November 30, 2020, as amended September 28, 

2021 and corresponding supplements, can be accessed at: 
https://fpa.com/request-funds-literature. The most current prospectus can always 
be obtained by visiting the website at www.fpa.com, by calling toll-free, 1-800-982-

4372, or by contacting the Fund in writing. 

 

(00:01:17) 

Moderator: Hello and welcome to today’s webcast. My name is Sarah 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 will have a question and answer 

session. You can ask text questions at any time. Find the Q&A panel on 

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

area, and click New Question to submit. 
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  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. 

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

Reardon. Courtney, the floor is yours. 

Courtney: Thank you, operator. Good afternoon, everyone, and thank you for joining 

us today. We would like to welcome you to the FPA Queens Road Small 

Cap Value Fund Third Quarter 2021 Webcast. My name is Courtney 

Reardon and I am the relationship manager for the Fund. 

  In just a moment, you will hear from Steve Scruggs, the portfolio 

manager of the FPA Queens Road Small Cap Value Fund. Steve has 

managed the Fund since its inception in 2002. Over that period, the Fund 

has delivered benchmark-beating returns, with less risk over the long 

term, and protected capital during every large drawdown. Steve’s 

disciplined approach is predicated on investing in attractively priced small 

cap companies that are in sound financial condition, led by strong 

management teams, and operating in growing industries. 

  In terms of our agenda today, there are a few items we’ll cover. 

 [Please reference slide 2] First, we often get questions regarding 

availability of our Small Cap Value Fund on various platforms, and we 

want to update you on our progress. 



 
 

 
Q3 2021 FPA Queens Road Small Cap Value Fund (QRSIX) Webcast  

October 26, 2021 

 

 - 3 - 

(00:02:59) 

  The Fund is currently available on most major platforms, including 

Fidelity, Schwab, TD Ameritrade, Ameriprise, Commonwealth and Wells 

Fargo. If you have any trouble transacting in the Fund, please feel free to 

reach out to crm@fpa.com, and I will be happy to assist. 

 [Please reference slide 3] Next, I would like to provide an overview of 

FPA. FPA is an employee-owned institutional asset management firm with 

a little over $29 billion in AUM [as of September 30, 2021]. We employ a 

disciplined approach to value investing across equity, fixed income, 

alternative, and multi-asset investment strategies. As of September 30th, 

[2021] the AUM of FPA Queens Road Small Cap Value Fund was 

$483 million. 

  And finally, I’ll turn the call over to Steve to provide his views on the 

market, review the strategy, and walk through an investment example. We 

will then open it up to Q&A. 

  If at any time during this webcast, you have a question, please 

submit those through the device on your screen and we will get to them, 

time permitting, at the end of the presentation. 

  The audio, transcript, slides, and a visual replay of today’s webcast 

will be made available on our website FPA.com. 

  Steve, over to you. 
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Steve: [Please reference slide 4] Thank you, Courtney. Good afternoon, 

everyone, and thanks for joining us as we recap the third quarter 

performance of the FPA Queens Road Small Cap Value Fund. My name 

is Steve Scruggs and as Courtney mentioned, I’m the portfolio manager 

for the FPA Queens Road Small Cap Value Fund. 

 [Please reference slide 5] During the third quarter, the Small Cap Fund 

returned negative 2.53% versus negative 2.98% for the Russell 2000 

Value index, which is our primary benchmark. Our relative outperformance 

this quarter is what we’ve typically seen in down-quarters. Our diversified 

portfolio of high-quality companies, with strong balance sheets and 

prudent management, tends to hold up better when markets retreat.1 

(00:05:12) 

  Since inception in 2002, we have outperformed the Russell 2000 

Value by 72 basis points per year, and the Morningstar Small Cap Value 

Category by 97 basis points per year. And again, we've done that with 

much less risk, measured either by volatility2 or drawdown.3 

 [Please reference slide 6] Although we've outperformed during the third 

quarter, we continue to trail our benchmark for the year. And as we've 

discussed in the past, our relative performance this year is what we would 

 
1 Past performance is not a guarantee, nor is it indicative, of future results. 
2 Volatility is measured by the annualized standard deviation as of the inception of the Fund, and is a measure of the dispersion of 
the dataset from its mean. 
3 Maximum drawdown is the maximum loss from a peak to a trough of a portfolio, before a new peak is attained. 
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expect in a market like this and generally, how we've performed in the 

past. Our returns differ greatly year-to-year from the Russell 2000 Value, 

and this is due to our active management, both our securities selection 

and our resulting sector weights, and we don’t focus on the deviations and 

returns over the short term. Our goal is to outperform over full market 

cycles, and we’re comfortable with this because we think we are invested 

in high-quality companies, ones with strong fundamentals which should 

outperform over the long run based on the fundamental performance of 

the company. 

  To contrast that, if you look at the Russell 2000 Value today, you'll 

see the largest holding is AMC Entertainment. I’m sure everyone has seen 

the headlines and maybe some have scratched their heads over this 

company, but it’s the largest company in the index. It’s unprofitable, it’s 

heavily indebted, and it’s in an industry with significant structural 

challenges, and the company’s stock price is up about 1,400% over the 

last year.4 By not owning it, it’s hurting our relative performance over the 

short term, and we’re completely fine with that. 

(00:07:10) 

 
4 References to individual securities or sectors are for informational purposes only and should not be construed as a  

recommendation to purchase or sell such securities, and any information provided is not a sufficient basis upon which to make an 
investment decision It should not be assumed that future investments will be profitable or will equal the performance of the security 

examples discussed. Past performance is no guarantee, nor is it indicative, of future results. 
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 [Please reference slide 7] This is just one example over one timeframe, 

but the point is universal, and patience is hard but we think it pays off in 

the end. It almost always does, and we remain patient and focused on the 

fundamentals. 

  Each quarter, we like to discuss a portfolio holding to demonstrate 

our investment process, and this quarter I’d like to talk about a long-term 

holding, a specialty vehicle maker, Oshkosh Corporation, which as of the 

end of the third quarter was 1.9% of the portfolio.4 

  The company operates in four segments: access equipment, 

commercial, defense, and fire and emergency. And to remind everyone, 

the four pillars of our investment process are: balance sheet, valuation, 

management, and industry outlook. 

  And the first thing we always look at is for balance sheet strength. 

Oshkosh, they have $800 million in debt and just under $600 million in 

cash. And although changes in working capital are choppy, and especially 

lately with the COVID-19 slowdowns, there are no alarming trends or 

significant concerns with any of the trends in the balance sheet items. 

  Regarding valuation, after rallying about 40% during the first five 

months of this year, the stock price has given back much of those gains. 

During the quarter, management announced some production delays due 

to supply chain disruptions, and that pressured margins, and it caused 
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management to lower near-term guidance. And we think these are 

transient issues that they’ll get through, and at a current price of around 

$105 per share, the company’s trading at around 16 times our estimate of 

normalized free cash flow. 

(00:09:03) 

  Management has shown the ability to compete for and win major 

contracts and, more importantly, after they win contracts, they have a 

record of delivering on time, being profitable, and winning add-on orders. 

They’ve won or advanced in several large contracts this year. They were 

awarded the contract for the new Postal Service delivery vehicle, they won 

the medium-caliber weapons system contract, and they advanced in the 

concept design phase of the Optionally Manned Fighting Vehicle Program, 

which is a drone-capable vehicle which will replace the Bradley Fighting 

Vehicle.5 

  It’s their deep expertise and unique capabilities that provide them 

with a competitive advantage that has fueled profitable growth over the 

years. In April of this year, John Pfeifer succeeded Wilson Jones as the 

CEO, and this was a planned succession and had been announced last 

year in 2020.6 Pfeifer had run three of the non-defense for Oshkosh before 

 
5 Sources: Congressional Research Service (https://crsreports.congress.gov/product/pdf/R/R45519), Oshkosh Corporation 
(https://www.oshkoshcorp.com/news). As of 9/30/2021 Oshkosh was 1.92% of the Fund’s net assets. This investment example is 

being provided to demonstrate the portfolio manager’s four step investment process Portfolio composition will change due to 
ongoing management of the Fund. Oshkosh may not be in the Fund at the time of this presentation. 
6 Source: Oshkosh Corporation; https://investors.oshkoshcorp.com/news/news-details/2020/Oshkosh-Corporation-Announces-

https://crsreports.congress.gov/product/pdf/R/R45519
https://www.oshkoshcorp.com/news
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he became CEO and prior to joining Oshkosh in 2019, he ran the Mercury 

Marine division of Brunswick Corporation, and while he was there, he 

oversaw a revitalization of the brand, and introduced innovative new 

product designs. 

 [Please reference slide 8] As I mentioned, the company operates in four 

segments: access equipment, defense, fire and emergency, and 

commercial. The different segments have similar but different economics. 

  In access equipment, the company makes the JLG aerial access 

equipment. And the next time you drop by a construction site, look for one 

of their orange-colored lifts or booms. JLG is the number one brand in this 

market, and their products seem to be at most major construction sites. As 

you can imagine, results are tied closely to construction, both residential 

and commercial, and they're also driven by the rental markets, with rental 

companies being their major purchasers. The total addressable market for 

these products is around $11 billion a year, and it’s expected to grow to 

$16 billion a year by 2027. And currently, the rental fleet is somewhat old 

by historical standards, and also the improved efficiency of their newer 

designs leads us to believe that the expected growth will materialize. 

(00:11:30) 

 
Leadership-Transition/default.aspx 
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  In the defense segment, they manufacture specialty vehicles for the 

Defense Department and other international customers. The Joint Tactical 

Light Vehicle, which replaced the Humvee, is one of their major products 

in this segment. Of the 50,000 planned deliveries to the U.S. Government, 

approximately 13,000 have been delivered. International sales of this have 

been strong, and they're improving as more customers are being added. 

In addition to this, the company manufactures medium, heavy and other 

specialty vehicles in this segment. 

  And a major development for this segment, this year they won a 

contract to build the next-generation U.S. Postal Service delivery vehicles. 

This is a ten-year contract to deliver somewhere between 50,000 and 

165,000 vehicles. This is a long-overdue order by the Postal Service. Most 

delivery vehicles are over 25 years old. They spent over $700 million in 

maintenance in 2020, which works out to be about $5,000 in maintenance 

per vehicle. And we feel confident that deliveries on this contract will be on 

the high end of the range. 

(00:12:43) 

  Fire and emergency is another segment. They make the Pierce fire 

trucks, which is the number one brand in fire trucks.7 This segment is a 

 

7 Source: Pierce Manufacturing; (https://www.piercemfg.com/pierce/press-release/pierce-manufacturing-and-oshkosh-airport-

products-introduce-the-volterra-platform-of-electric-vehicles) 
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steady but dependable segment. It doesn’t have the cyclical—there's no 

cyclicality as the other segments, but it’s a slow and steady grower. 

  And then the last segment, the commercial segment, is their 

smallest. They manufacture concrete mixers and refuse vehicles, which is 

just a nice way to say garbage trucks. They make those under the 

McNeilus and London brands, and McNeilus and London are the number 

one brands in refuse collection and concrete mixers, and that’s by 

company estimates. 

  We think that this company is a really good representation of a core 

holding in the portfolio. [We believe] they have a strong balance sheet, no 

worries of near-term financial distress, a very reasonable valuation, a 

long-term track record of growing earnings, they're managed by a 

leadership with a documented track record, and the bulk of the markets 

that they compete it have strong fundamentals. And this is not a 

recommendation to buy or sell this stock but rather, we think it’s a good 

representation of our thought process as we look for good investments to 

include in the portfolio. 

  During the quarter, earnings continued to rebound from last year’s 

pandemic-related slowdown, and most of our companies reported very 

large product growth due to the easy comparisons from last year. And 

despite the concerns over inflation and the much-discussed logical issues, 



 
 

 
Q3 2021 FPA Queens Road Small Cap Value Fund (QRSIX) Webcast  

October 26, 2021 

 

 - 11 - 

the company’s facing many—the economy is facing many—I’m sorry. 

Most of our companies are projecting to continue their earnings growth, 

but they're expecting a bit of slower rate. 

  Our concern is more with valuations, and with many of the 

valuations of the companies we’re looking at, they seem to be priced for 

perfection. By our estimates, and broadly speaking, companies are priced 

at valuations now that are above pre-pandemic valuations from back in 

January of 2020, and we don’t think that the long-term prospects of 

earnings growth and company performance is considerably better today 

than it was back in January of 2020. And in fact, it may be worse, and this 

makes us even more concerned about valuations, broadly speaking. 

(00:15:19) 

  And the inflation that the Fed told us was transitory is persisting, 

and what we've heard on some recent earnings calls, that appears to be 

increasing. We think the inflation is due to logistical issues and the supply 

chain bottlenecks will probably be transitory but last into most of next year 

before easing. 

  But more concerning is the inflation due to wage inflation; I think it 

might have a longer-lasting impact. I’m sure many of you saw the news 

today out of Exxon, announcing the plan for broad wage increases in 
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January of next year, to stem what CEO Darren Woods called “major 

attrition issues”, and we’re hearing this from a lot of companies.8 

  If you look back to the August jobs report, there's a category called 

Quits, and that just means that’s people who quit their job on their own, 

and it was at an all-time high—4.3 million people.9 And the Quits number 

is generally seen as an indication of a strong labor market. It’s people who 

can quit—people who quit do so because they’ve taken another job and 

oftentimes or higher pay. So we think we could see wage inflation 

affecting margins on a longer-term basis. 

  When we look at companies, we want to try to make sure they have 

pricing power. We always have. And pricing power is always important. 

But right now, it’s more important than it has been in a while. 

(00:16:51) 

  So in the face of this surge in inflation, the Fed telegraphed a 

measured, gradual tapering, beginning this year with slowing down of 

bond purchases, and the market has priced in, as of now, two interest rate 

increases for 2022.10 With current real interest rates negative, we are 

closely watching the movements in interest rates because we think that a 

rise in interest rates will negatively impact risk premiums and equity 

 
8 Source: Bloomberg (https://www.bloomberg.com/news/articles/2021-10-25/exxon-ceo-dangles-pay-hikes-to-combat-brain-drain-at-
oil-giant). 
9 Source: U.S. Department of Labor, Bureau of Labor Statistics (https://www.bls.gov/news.release/archives/empsit_09032021.pdf) 
10 Source: CNBC (https://www.cnbc.com/2021/10/28/the-market-is-starting-to-price-in-more-interest-rate-hikes-than-the-fed-is-

indicating.html) 
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valuations. Historically, when this has happened, [the] Fund has done very 

well on a relative basis. A lot of people believe that the Fed will begin 

backing off on monthly bond purchases in December, and so far, that 

really hasn’t fazed the equity markets, but we’ll see. And hopefully it will 

go better than in December 2018 when they last announced a tapering. 

  As bottom-up investors, while we follow the macro trends, what we 

remain focused on is the underlying fundamentals of the individual 

companies we’re invested in, and that’s because we believe that neither 

we nor anyone else can accurately predict macro trends, whether it’s 

interest rates, GDP growth, oil prices, whatever. The historic track record 

of economists and market strategists is pretty clear on this. We don’t try to 

predict the future. We’re staying focused on investing in high-quality, 

differentiated companies that have pricing power, and that we think will 

perform better over the long run than lower-quality companies. 

  And as for changes that we made in the portfolio during the quarter, 

not too much. We did start adding one new position—it’s in financials—

and because we’re actively trading in the company’s shares right now, 

we’re building on a position, we’ll discuss that company more in later 

commentary. But otherwise, there were no material changes. 

(00:18:54) 
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  We did make some subtle portfolio management trades, increasing 

positions in some companies, and trimming others. And our scaling of 

position size is not just based on our conviction in the prospects of the 

company, but also our perceived probabilities of the risk/return 

expectations for the companies. And so for instance, we may have a small 

position that we have strong conviction in but its expected return profile 

has higher expected volatility, so it’s a smaller position. And we may have 

a larger position that may have a lower expected return but we have a 

higher probability of it achieving that return. And our conviction could be 

equal in both companies, but the scaling position sizes like that is one of 

the several ways we manage the overall risk of the portfolio. 

  And as we continuously review the portfolio holdings, we remain 

focused on the four pillars of the process: balance sheet strength, the 

valuation, quality of management and industry outlook. When we review 

our portfolio holdings, we remain very confident in the long-term prospects 

of each of the companies we own and their current valuations. We remain 

focused on how our management’s executing in these very uncertain 

times and trying to think probabilistically how the uncertain events in the 

future will affect the underlying performance of our portfolio companies. 

 [Please reference slide 9] And with that, we’ll open it up for questions. 
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Courtney: Thank you, Steve, and thank you to those who submitted your questions 

in advance and during the webcast. We addressed many of those during 

prepared remarks and will address several of them right now, and we can 

circle back to those we don’t get to respond to offline. 

  Steve, the first question is: Where are you seeing value right now? 

(00:20:55) 

Steve: [Please reference slide 10] If I had to pick one sector, I would say in 

financials. And as we look at small cap financials, we see companies that 

have grown earnings and grown tangible book value over the last several 

years or so, but their stock prices haven't appreciated in line with their 

growth in earnings and book value like so many other small cap 

companies have. The ones that we think are attractive, we expect that 

we’ll have a continued slow but steady growth, and because of their 

valuations, on both a relative and absolute basis, we think there's a lot of 

value in that sector right now. 

  And I will add, within financials though, we aren’t finding much in 

the way of smaller banks. We think the trends in brick-and-mortar branch 

banking aren’t very attractive, and what we've added have been some 

innovative, smaller banks as well as in some of the smaller insurers, both 

property-casualty as well as life insurers. 
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Courtney: Great, thanks, Steve. We have one more, and it is that—the question is: I 

see you're overweight technology, which doesn’t seem like small value 

territory. Can you please explain your thinking in that region—in that 

sector? 

Steve: Sure. Sure. If you look at the companies that we own within the tech 

sector, you'll see they look—they're very different than the big cap tech 

companies that dominate the headlines. These are very profitable, 

reasonably valued companies. A lot of them are in process industries 

which have slower growth and lower margins, but better visibility. But 

having said that, a lot of the companies that we own also have some 

exposure to the faster-growing, more exciting Big Tech trends, but they 

aren’t dependent upon them. 

(00:23:03) 

  And I will also add that while we might be overweight in technology, 

we are really agnostic towards sector allocation relative to the benchmark. 

And what I mean by that is, being bottom-up investors, we will always go 

where we see the most value on a bottom-up basis. And for a while now, 

we've seen value in technology. Our increase in allocation to financials 

this year is for the same reason. 

  And while we don’t pin ourselves to the sector allocations of the 

Russell 2000 Value, we do always [seek to ensure] that we’re broadly 
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diversified at all times. We have significant exposure to many sectors, and 

not an imprudent concentration in any one sector, because we think the 

benefits of diversification are another one of the risk management tools 

that we use to manage volatility and risk. 

Courtney: Thank you, Steve. If there are any other questions, please submit them 

now, and I’ll pause as we gather additional questions. 

 That appears to be our final question for today. 

  Thank you to those of you listening to the FPA Queens Road Small 

Cap Value Fund Third Quarter 2021 Webcast. We will now turn it over to 

the system moderator for closing comments and disclosures. Sarah, over 

to you. 

Moderator: [Please reference slides 16-19] Thank you. 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 funds, such as complete portfolio holdings, historical returns, 

and after-tax returns. 

(00:25:12) 

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

your feedback and submit any comments or suggestions. We encourage 
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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 current quarter, and webcasts are typically held three to four 

weeks following each quarter end. 

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

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

  We hope that our quarterly commentaries, webcasts and special 

commentaries will continue to keep you appropriately informed on the 

strategies discussed today. 

  We 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 views may differ from other portfolio 

managers and analysts at 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 
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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 the performance of the security or sector examples 

discussed. 

  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 each fund’s investment objectives, risks, 

and charges, and expenses carefully before you invest. 

  The prospectus details each fund’s investment objectives and 

policy, 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 FPA.com, by 

emailing at crm@fpa.com, tollfree by calling 1-800-982-4372, or by 

contacting the fund in writing. 

  FPA funds are distributed by UMB Distribution Services, LLC. 

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

day. 

(00:27:57) 

[END FILE] 


