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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 January 29, 
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. 
 

(00:00:00) 

Moderator: [Please reference slide 1] Hello, and welcome to today’s webcast. I’ll be 

your phone operator for the day’s event. 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 questions at any time with 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 require any—would like to view the presentation in view 

screen, please click the Full View button on the lower right-hand corner of 

your screen. Press the Escape key on your keyboard and return to your 

original view. For optimal viewing and participation, please disable your 

popup blockers. 
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  And finally, should you need technical assistance, as best practice, 

we ask that 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 Courtney 

Reardon. Courtney, the floor is yours. 

Courtney Thank you, operator, and thank you for joining us today. We would like to 

welcome your to FPA Queens Road Small Cap Value Fund First Quarter 

2021 Webcast. My name is Courtney Reardon and I am the relationship 

manager for the Fund. 

 [Please refer to slide 2] In just a moment, you will hear from Steve 

Scruggs, the portfolio manager for FPA Queens Road Small Cap Value 

Fund. 

  Steve has managed the Fund since inception in 2002. Over that 

period, the Fund has delivered benchmark-beating returns, with less risk 

over the long term, and protected capital during large drawdowns.1 

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 will cover. 

 
1 Past performance is no guarantee, nor is it indicative, of future results. 
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  First, we often get questions regarding availability of our Small Cap 

Value Fund on various platforms, and we wanted to update you on our 

progress. 

(00:02:09) 

 The Fund is currently available on most major platforms, including Fidelity, 

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

Fargo. If you have any trouble transacting in the Fund or converting from 

one share class to another, please feel free to reach out to me at 

creardon@fpa.com or to crm@fpa.com, and I’ll be happy to assist. 

 [Please refer to slide 2] Next, I would like to provide an overview of FPA. 

  FPA is an employee-owned institutional asset management firm 

with approximately $28 billion in AUM. We employ a disciplined approach 

to value investing, across equity, fixed income, alternative and multi-asset 

strategies. 

  [Please refer to slide 3] As of March 31, the AUM of FPA Queens 

Road Small Cap Value Fund was $472 million. 

 And I will, finally, turn the call over to Steve Scruggs to review the strategy 

and walk through an investment example, and provide his view of the 

market. We will then open it up to Q&A. 

 If at any point during the 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. 
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  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. 

Steve: [Please refer to slide 4 and 5] Thank you, Courtney. Good afternoon and 

thanks, everyone, for joining us this afternoon as we recap the first quarter 

performance of the FPA Queens Road Small Cap Value Fund. 

  The Fund’s goal is to outperform the Russell 2000 Value over full 

market cycles. We try to do this by using a bottom-up, fundamental 

approach. It’s a very typical Graham and Dodd approach. We’re looking 

for companies that are trading below our estimate of their intrinsic value. 

When we do this, as bottom-up investors, we don’t let near-term market 

sentiment affect our investment process. We’re always taking a long-term 

view and are focusing on the fundamentals, in spite of what the current 

market is focused on. 

(00:03:58) 

  Our process leads us to well-managed, high-quality companies, 

and we seek to invest in them with a margin of safety. We build out the 

portfolio with these high-quality investments, and will typically hold 50 to 

60 stocks. Currently, we hold 56. We’re going to be broadly diversified 

across sectors—although our sector allocations typically will differ a lot 

from the Russell 2000 Value. But we do want to make sure that we have 

broad exposure. We think that a broadly diversified portfolio of high-quality 



Q1 2021 FPA Queens Road Small Cap Value Fund Webcast 
April 27, 2021 

 

investments is the main thing that provides us with great down-market 

protection relative to our peers. 

 [Please refer to slide 6] We often get asked to go through our process with 

a specific example of a company in our portfolio, so I’ll walk through one of 

those right now, a current holding. 

  This company is a regional commercial bank based in the 

Southeast. We initially came across it when we were doing our initial 

screening. 

  To remind everyone, our process focuses on four primary areas: 

balance sheet strength, valuation, management, and sector and industry 

analysis. 

  This bank is a very well-capitalized, well-reserved, conservative 

commercial lender, with most of their assets being funded by low-cost 

deposits. They currently have over $2 billion of excess deposits with the 

Federal Reserve Bank. 

  From a valuation perspective, the bank has been growing tangible 

book value by over 20% a year for the last ten years, and they’ve earned a 

return on equity of over 17% during that time. 

  We estimate normalized earnings per share2 of around $3.60, and 

we expect those earnings to grow at a rate comparable to recent growth 

rates or maybe even a little higher. 

 
2 Normalized earnings per share is the amount of income belonging to each share of common stock after adjusting for 
onetime expenses and other abnormal income and expenses. 
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(00:06:10) 

  While a bank trading at 17 times earnings may not seem really 

cheap, given their historical growth rate and their expected growth rate, 

we think this is a great investment. And as you might expect, it trades at a 

premium on a price to tangible book basis, but it always has, and just as 

it’s grown its tangible book value at an above-average rate. 

  We can find cheaper banks out there, but we can’t find one that’s 

this well-managed. And that leads us to our evaluation of management’s 

long-term track record. 

  As I mentioned, they’ve grown book value by 20% a year and done 

so with conservative underwriting. And if we look back to the ’08-’09 

financial crisis, the bank was profitable each year through the crisis, and 

they didn’t have to take any bailout from the Troubled Asset Relief 

Program.3 

  So we have a well-managed bank with a strong balance sheet and 

a reasonable valuation, so we move on to look at the industry in which it 

competes. 

  And at first glance, branch banking may not seem that attractive; 

it’s got its share of shortcomings. But management has been very 

successful in pursing what they call a branch-light model. They have 

almost $10 billion in deposits with just 21 branches, and they do this using 

 
3 The Troubled Asset Relief Program (TARP) was an initiative created and run by the U.S. Treasury to stabilize the 
country's financial system, restore economic growth, and mitigate foreclosures after the 2008 financial crisis. 
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a very high-touch, service-oriented model. They’ve also been successful 

at getting their customers to use digital banking, and these efficiencies 

allow them to offer higher deposit rates to their customers. 

  Their market focus is on second-tier markets in the Southeast, and 

on lower- to middle-market companies, companies in the $2-$200 million 

revenue range. These are the markets that are kind of in between where 

the big banks are putting a lot of their focus, yet they can provide products 

and services that some of the smaller community banks can’t. 

  Their growth recipe really banks on recruiting groups of seasoned 

bankers who have proven track records, with big books of business, and 

they often recruit these bankers around mergers of larger banks, when a 

lot of the bankers are looking to make a change. 

(00:08:13) 

  We started buying this last year, and continued to add to it during 

the first quarter of this year.4 

 [Please reference slide 7] Now I’d like to talk a little bit about performance, 

what's been going on in the market, and what we’re hearing from 

[company] managements. 

  After a decade where growth outperformed value by almost 8% per 

year, value began outperforming growth in the fourth quarter of last year, 

and that’s continued into the first quarter of 2021. In the first quarter, value 

 
4 Please refer to slide 16 for a complete list of Fund holdings as of March 31, 2021. 
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outperformed growth by over 16%. This was the largest favorable margin 

of value outperforming growth in over 20 years, and there's a lot of 

discussion whether or not this reversion to the mean is going to continue, 

or if it’s already played out. And while there are arguments for both sides, 

when we look at the relative discrepancy between the valuations of small 

cap growth companies and small cap value companies, we’re confident 

that small cap value companies are, by and large, much more reasonably 

valued when compared to the small cap growth companies. 

  As disciplined bottom-up investors, valuation is always one of our 

main focuses. We feel really good about both the valuations and the 

prospects of our portfolio of companies. 

 [Please reference slide 8] And although value outperformed growth, an 

interesting thing to note about the performance over the last two quarters 

is that lower-quality companies performed much better than higher-quality 

companies. There are several different ways we look at this to compare 

low quality and high quality. This slide shows one of those measures. 

  This shows the relative performance between the most shorted 

stocks in the Russell 2000 versus the least shorted stocks in the Russell 

2000. You can see that the most shorted stocks—which is the red line—

are up almost 100% since the end of October of last year; while the least 

shorted stocks—the gold line—are up just under 20%. 

(00:10:07) 
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  The [most shorted] stocks are generally shorted because of 

valuation concerns, because they have shaky capital structures, or they 

have governance issues, and they generally will tend to be lower-quality 

stocks. And the least shorted stocks are generally going to be reasonably 

valued, have stronger balance sheets and better managements. And 

because the companies we’re invested in are generally higher-quality, 

we’re not surprised the Fund trailed the benchmark over this last period. In 

fact, this type of relative performance has typically occurred since the 

inception of the Fund, and we expect similar performance in future 

periods. 

 [Please reference slide 9] And since inception—2002—the Fund’s 

performance has had a very strong correlation, relative performance, in 

different types of markets. And this slide shows how we expect to perform 

in different types of markets. 

  When the market is advancing but volatility is present, what we 

would kind of think of as a normal market, we expect average to above-

average performance versus our peers and our benchmark. 

  During periods where markets are declining and when there's a lot 

of fear in the market, we tend to hold up much better than our benchmark. 

  And when markets are advancing on speculation and momentum—

kind of like we saw in the last six months—the Fund has generally 

underperformed, and it did again this time. 
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  However, over full market cycles, what we’re trying to accomplish is 

to outperform the benchmark and the [Fund’s] peer group with less risk. 

 [Please reference slide 10] The next slide will show you—it’s the longer-

term picture of how this is played out. 

  This chart shows five-year rolling return numbers since inception. 

Each dot represents a period of a five-year rolling return. We see that the 

Fund has performed as we described in the previous slide. The scatter 

plot shows relative performance of the Fund during different types of 

markets. 

(00:12:06) 

  In frothy and momentum-based markets, the ones on the right side 

of the chart, while we’ve participated in the strong markets, we have 

trailed most of the time. 

  During periods where market performance was positive but more 

muted, we’ve outperformed about two-thirds of the time. 

  And if you look at the dots on the left, you can see that when the 

market performance was negative, we outperformed 100% of the time—

23 out of 23 periods. 

 [Please reference slide 11] So our ultimate goal is to outperform over full 

market cycles, which [we believe] will lead us to long-term 

outperformance, and the next two slides show that we have accomplished 

that. 
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  Since inception, the Fund has outperformed the Russell 2000 Value 

by over 80 basis points per year, and we've done it with much less risk if 

you look at both drawdown or volatility. 

  [Please reference slide 12] During the period, we had a handful of 

stocks that performed very well, and we had a couple that underperformed 

significantly. As long-term investors, we’re not really that concerned about 

quarter-to-quarter performance of any individual holding, as we are with 

the underlying fundamental performance of the companies we’re invested 

in. And when we’ve reviewed the fundamental performance of our portfolio 

companies, we’re pleased with how they’re executing. 

  Next I’d like to talk a little bit about what we’re hearing from 

managements. A lot of our companies have reported first quarter earnings 

and as we listen to the calls, there are several prevalent themes that we’re 

hearing from managements. 

(00:14:16) 

  One is a very high degree of optimism. Demand across the board is 

really snapping back from the pandemic-related slowdown last year, and 

most companies are projecting robust revenue growth. It’s very broad-

based growth, growth across most of their segments. 

  And these positive sentiments come with the usual caveats related 

to worries about increases in COVID infections or some unexpected 

macro event. 
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  But without a doubt, managements’ biggest concerns are with 

supply chain constraints/logistic issues. A lot of companies are just having 

difficulty getting raw materials and components for their products, and 

these constraints are putting very significant upward pressure on prices, 

and management are concerned whether or not they're going to be able to 

pass these prices on to their customers. 

  Part of our analysis focuses on companies [that] have pricing power 

and trying to avoid companies that are in overly competitive industries. So 

we think that—we feel good that our companies generally are going to 

have above-average pricing power, which we think is going to be really 

important in the near future. 

  Another thing we’re hearing is about the labor market situation. The 

labor market is extremely tight, and a lot of managements are having 

trouble filling some of their labor needs. 

  And while these are challenging problems, they're good problems 

to have, because there's a lot of pent-up demand, and our managements 

appear to be dealing with the supply chain issues quite well, and most are 

expecting to see a lot of earnings growth this year. 

  And the last thing we’re hearing relates to the new administration in 

Washington, and changes that they’ll make regarding tax policy and 

regulations. 

  While most believe that we’ll see higher taxes and increased 

regulation, how much of an increase in each of these is yet to be 
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determined, and it could have significant negative impacts. We can 

remember in the fourth quarter of 2016, right after the Trump election, the 

promise of reduced taxes and regulations created a huge rally, and one 

that small caps received an outsize benefit from. We think we could 

potentially see the opposite side of that coin this year. 

(00:16:06) 

  But I think most managements seem hopeful that the Biden 

administration is going to be reasonable and practical with regard to these 

changes. 

Courtney: [Please reference slide 13] Thank you, Steve, and thank you to those of 

you who have submitted your questions in advance and during the 

webcast. We will address those right now, and can circle back with those 

who we do not get to respond to offline. 

  First question is: what is the Fund’s goal or approach regarding 

dividends? 

Steve: Well, while we don’t have a specific requirement for dividend yields or 

dividend, the kind of companies that our process leads us to will often lead 

to companies that pay dividends—consistently profitable, well-managed 

companies with strong balance sheets are the ones that pay dividends. So 

if you look through our portfolio, you'll see that a good number of them do 
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pay healthy dividends. Currently, the portfolio yields—has a yield of about 

1.3%5, but a dividend is not a requirement to be included in the portfolio. 

Courtney: Thank you, Steve. We will pause for a few moments to allow listeners to 

submit additional questions. 

  I believe that’s it for questions. 

  Thank you, Steve, and thank you for those listening to the FPA 

Queens Road Small Cap Value Fund First Quarter 2021 Webcast. We will 

now turn it over to the system moderator for closing comments and 

disclosures. Operator, over to you. 

Moderator: [Please reference slide 17] 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. 

(00:18:19) 

  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. 

 
5 Yield referenced is dividend yield, which is a financial ratio (dividend/price) that shows how much a company pays 

out in dividends each year relative to its stock price. The reciprocal of the dividend yield is the price/dividend ratio.  
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  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 [in the future], please email us at 

crm@fpa.com. 

  We hope that our quarterly commentaries, webcasts and special 

commentaries will continue to keep you informed on the strategies 

discussed today. 

  We do want to make sure that you understand that views 

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

notice, based on the 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 

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

sufficient basis on which to make an investment decision.  



Q1 2021 FPA Queens Road Small Cap Value Fund Webcast 
April 27, 2021 

 

  It should not be assumed that future investments will be profitable 

or will equal the performance of the security or sector examples 

discussed. 

(00:20:09) 

  Any statistics or market data mentioned during the webcast have 

been obtained from sources believed to 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 such 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 

FPA.com, by email 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 conference call. Thank you and enjoy the 

rest of your day. 

(00:21:12) 

[END FILE] 


