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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. 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 submit questions via the Q&A panel at any time during 

today’s presentation. Type your question in the open text box, and click 

New Question to submit. 

https://fpa.com/request-funds-literature
https://fpa.com/request-funds-literature
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  If you experience any technical difficulties during the broadcast, we 

suggest you first refresh your browser. If that does not resolve the issue, 

please send a message through the Q&A panel.  

  It is now my pleasure to turn today’s program over to Ryan Leggio. 

Ryan, the floor is yours. 

Ryan [Please reference slide 1] Thanks so much. Good afternoon, and thank 

you for joining us today. We hope everyone is safe and healthy. We would 

like to welcome everyone to the inaugural FPA Queens Road Small Cap 

Value Webcast for the fourth quarter of 2020. My name is Ryan Leggio, 

and I am a partner here at FPA.  

  We would like to specifically welcome a few groups of people to the 

webcast. First, a very warm virtual hello to long-term Queens Road 

shareholders. We hope you received an email invitation to today’s 

webcast. If you didn’t, and would like to be on our FPA distribution list so 

that you receive future notifications and updates, please email us at 

crm@fpa.com.  

  Also, a warm hello to long-term FPA Capital shareholders. Thank 

you for joining us today. And finally, hello to FPA clients and friends who 

tuned in to learn about the Fund. 
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  Before we get started, I wanted to mention one thing. You will 

notice, on the bottom left of the page you’re looking at, that FPA has 

recently started posting Firm and Fund updates on our LinkedIn page. We 

encourage you to follow us to receive timely information going forward. 

Just search “FPA Funds” in your favorite search website to find us and 

click the Follow button.  

(00:02:04) 

  The audio, transcript, and visual replay of today’s webcast will be 

made available on our website FPA.com, and the presentation from today 

will be made available shortly on our website as well.  

  Momentarily, you will hear from Steve Scruggs, the portfolio 

manager of the FPA Queens Road Small Cap Value Fund, as well as its 

sister fund, the FPA Queens Road Value Fund. Steve has managed the 

Fund since its inception in 2002. 

  In terms of our agenda, we will have a few items that we’ll be 

covering today. First, I will cover an FPA overview and go over the 

FPA/Queens Road strategic relationship. I will then turn over the call to 

Steve, where he will go over the investment team, the Fund’s objective, 

philosophy, and process, performance expectations and a performance 

review, the portfolio, and then we will be taking your questions. We have 
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already had a few questions that were submitted beforehand. If at any 

time during this webcast you have questions, please submit those through 

the device on your screen, and we will get to those questions, time 

permitting, at the end of the presentation. 

 [Please reference slide 2] For those of you who may be less familiar with 

FPA, this page provides a simple overview of who we are, and our values. 

I will highlight three important elements. The first is FPA is independently 

owned by FPA’s nine partners. Second, as we have at the last bullet point 

on the page, we really do eat our own cooking. All of the portfolio 

managers at FPA have a significant investment in the strategies they 

manage, as does Steve in the strategies that he manages on behalf of 

FPA. And last, we manage capacity-constrained strategies. We have 

closed our strategies numerous times in the past, and one of our mutual 

funds is currently closed to new investors.  

(00:04:19) 

 [Please reference slide 3] I’d like to now provide a brief background of the 

FPA and the Queens Road Fund’s strategic partnership. It all started on 

July 30, 2020 when FPA and Queens Road announced the strategic 

partnership, and specifically we announced an agreement for FPA to 

oversee and market the Queens Road funds and related institutional 
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separate accounts, and for Bragg, and specifically Steve Scruggs as 

portfolio manager, to continue to manage the Queens Road Funds 

portfolios with his investment team.1 

  After that point, there was a bit of a pause, and the Queens Road 

board as well as the Queens Road shareholders agreed to our proposal, 

and on November 1, it became official and the Queens Road funds 

officially transitioned to FPA, as the FPA Queens Road Small Cap Value 

Fund, and the FPA Queens Road Value Fund. After that date, we had a 

proxy sent to FPA Capital shareholders, in which they voted on and read 

the proxy to agree to reorganize the FPA Capital Fund into the FPA 

Queens Road Small Cap Value Fund. And we were pleased to announce, 

on February 1, just a short while ago, that the FPA Capital Fund had 

completed its reorganization into the FPA Queens Road Small Cap Value 

Fund, with more than 85% of the FPA Capital Fund shares cast in support 

of the reorganization. Assets under management for the combined funds 

after the reorganization was approximately $428 million as of that date. It’s 

a little more today, as the Fund continues to get slight inflows on a weekly 

basis.   

(00:06:16) 

 
1 For the full press release, please see: https://fpa.com/docs/default-source/FPA-News-Documents/fpa-qr-press-
release-(07-30-20).pdf?sfvrsn=2 
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  One of the main benefits for both Queens Road and Capital 

shareholders was lower fees. And in fact, the institutional share class fees 

are below average in its Morningstar peer group2, and you will see those 

fees in the table listed below. What was one share class for both FPA 

Capital and the Queens Road Fund, we now have three share classes—

an Institutional share class, which has a higher investment minimum, at 89 

basis points; an Advisor share class at 99 basis points; and Investor share 

class at 104 [basis points].3 

  I would mention two things in regards to that. First, shareholders 

will notice that the Institutional share class’s fees are significantly less than 

the trailing 12-month fees of either the FPA Capital Fund or the Queens 

Road Fund before it became part of the FPA family. And secondly, the 

fees are contractually capped until February 1, 2024. 

 
2 As of February 1, 2021. Source: Bragg Financial Advisors. The Adviser has contractually agreed to waive its 
management fees and to make payments to limit Fund expenses, until February 1, 2024 so that the total annual 
operating expenses (excluding interest, taxes, brokerage fees and commissions payable by the Fund in connection 
with the purchase or sale of portfolio securities, fees and expenses of other funds in which the Fund invests, and 
extraordinary expenses, including litigation expenses not incurred in the Fund’s ordinary course of business) of the 
Fund do not exceed 1.04%, 0.99% and 0.89%, for Investor Class, Advisor Class, and Institutional Class shares, 
respectively. Morningstar Small Value Category net expense ratio is 1.22%. Source: Morningstar  
3 The minimum initial investment in the Investor Class, Advisor Class, and Institutional Class shares is $1,500, 
$50,000, and $100,000, respectively, for regular accounts.  For retirement plans, the minimum initial investment in 
Investor Class, Advisor Class, and Institutional Class shares is $1,500, $1,500, and $5,000, respectively.  The 
minimum subsequent investment is $100 for each class of shares for regular accounts and retirement plans. You may 
purchase and redeem shares of the Fund on any day that the New York Stock Exchange is open. Redemption 
requests may be made in writing, by telephone, or through a financial intermediary and will be paid by check or wire 
transfer.  Please see the Fund’s Prospectus for more information about the Fund, its investment objectives, risks, and 
charges and expense carefully before you invest.  The Prospectus may be obtained by visiting the website, 
www.fpa.com, by calling toll-free, 1-800-982-4372, or by contacting the Fund in writing. 

http://www.fpa.com/
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  Two of the things that I want to mention in regards to the share 

classes. First of all, the funds are available on most major platforms. If for 

some reason you don’t see any of the share classes available on a 

platform that you transact on, please reach out to both your platform and 

us at crm@fpa.com. We have selling group agreements with almost all of 

the major platforms, and if you don’t see it on your platform, chances are 

we are working with that platform or that platform has already agreed but it 

just takes a few weeks to get the Fund on. But it never hurts to reach out 

to your platform and to reach out to us if it’s not available.4  

(00:08:03) 

  I think the second thing for existing shareholders is that we really 

do want all shareholders who qualify and who want to be in the 

Institutional share class, which has the lowest fees of all the share 

classes, to be able to transfer into that share class. Again, we are working 

hard with all the platforms to make sure that that share class is available 

wherever the Fund is available. And again, we don’t want that to take too 

long so if you are a current shareholder and you qualify for the institutional 

share class, and for some reason you don’t see that specific share class 

 
4 The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 53212. 
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on your platform please reach out to your platform and us and we will 

absolutely do our best. We have already converted a fair amount of 

shareholders to that lower-fee share class, but we want to be able to do 

that as quickly as possible [for those who qualify].  

  Last, before I turn it over to Steve, I really want to thank everyone 

who made this possible. And on the Queens Road side, it’s numerous 

people, but it certainly starts with portfolio manager Steve Scruggs, who I 

met more than a decade ago at Morningstar. And I think Steve and I would 

probably agree it’s likely that this may not have happened had we not met 

each other over a decade ago at Morningstar. So, Steve, thank you for all 

you hard work the last few months; also, your partner Benton Bragg, 

everyone at Bragg Financial, and specifically and especially the Queens 

Road funds board and of course all of your shareholders, large and small.  

  On the FPA side, there are really too many people to thank. I think 

you know who you are. A lot of these people have Steve and Benton on 

speed dial. But I also really especially want to thank the FPA Funds Board 

for all of their tireless work over the last few months, as well as all the FPA 

Capital shareholders. We’re humbled by your support of our proposal, and 

I know I can speak for Steve and everyone at FPA on the Queens Road 

side, we’re just really excited about the future that started on February 1. 
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We hope that after hearing the presentation today and listening to Steve 

and getting your questions answered, you’re as excited as we are. 

  And with that, it is my pleasure to turn it over to Steve Scruggs. 

Steve, over to you. 

(00:10:21) 

Steve: Thank you, Ryan. And thank you, all of you, for taking time to join us this 

afternoon. All of us here at Bragg Financial are extremely excited about 

this strategic partnership, and Ryan you a summary of how it transacted. 

But I’d like to say that we have been doing this for 18 years, running these 

two mutual funds [the Queens Road Small Cap Value Fund and the 

Queens Road Value Fund]5, and we’ve been approached in the past by 

organizations wanting to form some type of partnership. And we never 

really went very far in those conversations because we are very 

independent and we think that’s very important to our investment success.  

  But when we were approached by FPA, having known them for 

over a decade, and knowing a lot about their firm, the way it’s run; the way 

they put shareholders first; their investment philosophy—it really was very 

compelling. So, we advanced the discussion, and here we are today. And 

I can say that so far, it’s been a perfect fit; everything that we thought has 

 
5 This does not constitute, and should not be construed as, an offer or solicitation for the purchase or sale with 
respect to any securities, products or services discussed, and neither does it provide investment advice. 
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come to pass with regard to the way they are allowing us to manage the 

portfolios, the support they are giving us, etc.  

  One thing I will point out is part of that is there is not going to be 

any change on our investment team or to our process. We’re allowed to 

manage the portfolios in the same way we have managed them since 

inception—which, coincidentally (or not coincidentally), is very similar to 

the philosophy that FPA shares. As I say, it’s a hand-in-glove type fit. 

Everything about it aligns.  

(00:12:20) 

 [Please reference slide 4] If you will switch to the next page in the 

presentation, I would like to give you a brief overview of Bragg Financial 

Advisors as well as the team here that works on the Small Cap Value 

Fund. Bragg Financial is a family-owned RIA. We’re based out of 

Charlotte, North Carolina. We manage a little over $2 billion.6 The bulk of 

our assets are on our private client side. We provide wealth management 

to high-net-worth individuals, and that is the bulk of our business. We 

have, as I said, a little over $2 billion, and around $450 million we have in 

our mutual funds. So Bragg Financial will continue to serve as the 

subadvisor to FPA, and nothing is going to change. We have been 

 
6 As of December 31, 2020. Source: Bragg Financial Advisors 
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doing—before we started the [mutual] funds in 2002, we had developed 

an investment philosophy. We had an investment committee that was very 

value-oriented that had proven success. And that’s what led us to start 

these [mutual] funds in 2002. And, as I say, that philosophy and process 

will remain in place as we continue the next chapter of the Small Cap 

Fund. 

(00:14:00) 

 [Please reference slide 5] On the next slide, we will go over a brief 

overview of our philosophy. What we’re trying to accomplish is to generate 

returns in excess of the Russell 2000 Value [Index] over full market cycles 

and do it with less risk. And by less risk, we define that multiple ways: 

maximum drawdown, permanent impairment of capital, and even standard 

deviation. If you look across risk metrics, we’ve achieved both of those 

goals: outperformance and less risk.7 And how we do that is driven by our 

guiding principles. Our little tag line is “diligence, discipline, and patience.” 

And while that may seem kind of bland and straightforward, we really 

believe that it is at the core of how we are able to provide the investment 

performance that we do.  

 
7 Past performance is no guarantee, nor is it indicative, of future results. Value investing does not protect against loss 
of principal and there is no assurance that the FPA Queens Road Small Cap Value Fund (“Fund”) will meet its 
investment objective. 
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  Under diligence, pretty straightforward—we turn over rocks 

constantly, trying to find attractive investments. We have a very consistent 

process that we use that has proven itself over time. Discipline and 

patience, we think, and everybody is performing very extensive diligence, 

but the discipline and patience, we think, is what sets us apart. And for all 

the FPA long-term investors, I am sure that that is something that y’all 

hear from them frequently: the willingness to be out of step with the 

market when our investing style is not in favor.  

(00:15:57) 

  And it’s difficult to do under the best circumstances, but if you’re in 

a circumstance where you don’t have the freedom and the confidence in 

the philosophy and process, maybe coming from the marketing 

department or whomever, when you’re out of step, there’s pressure to 

change, to fix something. Everybody on the team, here at Bragg Financial, 

at FPA, the FPA Board of Trustees, understands that we are very actively 

managed funds. We stick to our fundamental process, regardless of what 

the market is focused on, and that’s going to result in deviations from our 

benchmark, both outperformance and underperformance. And that 

discipline and patience, both from the way we manage it, as well as for our 
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investors, is extremely important for us to be able to benefit our investors 

by providing these long-term risk-adjusted returns. 

 [Please reference slide 6] On to the next slide. Let me go quickly, 

relatively briefly through our four-step process that is the basis of our 

security selection analysis. We start with balance sheet, looking for 

companies that have what we call strong balance sheets; and that means 

that they have reasonable amount of debt; that they aren’t reliant for 

capital markets for their growth, for their existence; they are self-funding, 

so to speak, from their operating cash flow; and companies that have 

manageable levels of debt. And this first step is going to help us stay away 

from, [mitigate], bankruptcy risk and truly speculative names.  

(00:18:04) 

  So, the next step in the process is looking at valuation. And 

primarily here we are using free cash flow discount models to come up 

with our estimation of what a company is really worth and comparing that 

to the market price. One of the keys in doing this is the normalization of 

operating margin so that we are not just looking at a trailing 12-month 

margin or a projected 12-month margin. We look over full market cycles to 

try to figure out what the true long-term economic earnings power of the 

company is and build out an estimate of intrinsic value from that.  
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  So those are the first two steps, and they are primarily quantitative.  

  And then we move on to the more subjective aspects—

management’s ability to execute a stated strategy. We want to make sure 

that these companies are going to lay out a business plan, and they are 

going to execute to achieve it. And typically, when they do that, it shows 

up in the financial results. We do not get hung up on quarterly earnings 

numbers; if a company beats or misses, it’s really pretty irrelevant to us, 

as long as the management are communicating to us openly/honestly 

about how they are executing towards their long-term goals.  

  And then lastly, we do industry and sector analysis to try to make 

sure that we’re investing in companies that have the wind at their back, 

that have what we call “favorable economics.” These are going to be 

industries that are growing and do not have hyper-competition, so that the 

companies compete in these industries can earn a return on invested 

capital greater than their cost of capital, which we think is a fundamental 

definition of creating value.  

(00:20:26) 

 [Please reference slide 7] So we go through our four-step process to 

come up with securities that we think, of companies that we think we are 

getting at a good price, that have the prospects that we want to see, and 
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we expect them to increase in value over time. And so, what we do next is 

we combine those—I’m sorry, I skipped a slide here. 

  This slide is a brief explanation of what I just described. It begins 

with the screening down to get companies down to a level that we can do 

a deep dive into, and run our four-step process. So, at the end of the day, 

we aim to end up with 50 to 60 companies that on a standalone basis, we 

would expect to provide us with a return commensurate with the amount of 

risk we’re taking by investing in those companies.  

 [Please reference slide 8] If you go to the next slide on portfolio 

management, what we do, the process is designed to protect capital on 

the downside, and to reduce volatility from a securities selection 

perspective. But then when we have this basket of securities, we put them 

together in a very thoughtful way, broadly diversified across sectors, and 

then within sectors diversified by industry, so that we are broadly exposed 

to the economy. 

(00:22:12) 

  When we do that, we look and we know how our sector weights 

compare to the Russell 2000 [Value], but we’re not making bets. If we’re 

overweight or underweight a particular sector, it’s really a result of the 
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bottom-up process, and the attractiveness of the individual securities, and 

then how we put them together to further mitigate risk.  

 So, in doing all this, our long-term orientation results in a low-turnover 

portfolio. Our ideal holding period, as we like to say, is forever. We would 

like to have a reasonably priced company that’s steadily growing and that 

the value of the company is going up steadily. That rarely happens in any 

kind of lockstep. But since inception, we have averaged just under 30% in 

turnover, and that has ranged from as much as above 60% to low-single-

digits. And turnover is a result of the opportunities that we see, and 

generally we will see higher turnover during periods of volatility; as 

opportunities arise, we will take advantage of that.  

(00:23:40) 

  And similar to our sector weights, our cash position—we are willing 

to hold higher levels of cash than most funds. Typically, it’s going to be 

under 20%. Over the last ten years, it has averaged just over 20%. And 

again, that is a residual of going through our process, and if we cannot 

find companies that meet our strict valuation criteria, we’ll let cash build. 

Let’s go on to the next page.  

 [Please reference slide 9] As I previously said, downside protection and 

capital preservation is a primary focus. And we think that by losing less in 
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down markets, we can achieve above-average returns over full market 

cycles.8  

  We study these various risk statistics and they are really more to 

see, to judge ourselves on are we achieving our objective. It’s not the 

goal; it’s more of an indicator of whether or not we’re achieving our 

objective of providing the capital preservation the process is designed to 

provide.  

(00:25:43) 

 [Please reference slide 10] The next slide is an extremely important one, 

and it goes back to the diligence, the discipline, and the patience that I 

mentioned earlier. Our conversative portfolios have shown, over the last 

18 years, a very strong correlation, performance-wise, in different types of 

markets. And we have a slide later that will show that more clearly. But 

generally speaking, when markets are advancing, the volatility is present, 

there is a reasonable risk. We look at this different ways, and looking at 

VIX9 is probably the simplest and as good as any other way, when 

 
8 Value investing does not protect against loss of principal and there is no assurance that the FPA Queens Road Small 
Cap Value Fund (“Fund”) will meet its investment objective. Past performance is no guarantee, nor is it indicative, 
of future results. 
9 The Cboe Volatility Index, or VIX, is a real-time market index that represents the market's expectation of 30-day 
forward-looking volatility. Derived from the price inputs of the S&P 500 index options, it provides a measure of market 
risk and investors' sentiments. It is also known by other names like "Fear Gauge" or "Fear Index." Investors, research 
analysts and portfolio managers look to VIX values as a way to measure market risk, fear and stress.  

https://www.investopedia.com/terms/m/marketindex.asp
https://www.investopedia.com/terms/v/volatility.asp
https://www.investopedia.com/terms/i/indexoption.asp
https://www.investopedia.com/terms/m/marketrisk.asp
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volatility is prevalent, meaning VIX in the mid-teens. We have typically 

performed in line with our benchmark and our peer group.  

  When the market is declining, there is significant fear, turmoil; VIX 

is elevated typically during periods like this—our relative performance is 

very strong. And as I said earlier, that’s when we make our money, by 

holding up better in those down markets. And then the price of all this is 

when markets are advancing, speculatively, very momentum-based, like 

we have seen various periods over the last five years or so, we’re going to 

trail, and we know that. And we need for all of our investors to understand 

that.  

(00:27:54) 

  [Please reference slide 11] Let’s go on to the next slide, and I will give 

some details of that. As you can see that these are trailing performance 

numbers over different time periods. You can see that we have met our 

objective since inception. Since inception, the Small Cap Value Fund has 

returned 9.45% versus the Russell 2000 Value return of 8.23%.  

  

(00:30:11) 

 [Please reference slide 12] In the next slide is, I think, the best 

representation of what I’ve been trying to convey. If you look at—these 
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returns are distributed across three different market types. There have 

been 163 five-year rolling periods since the Fund’s inception; 163. We 

look at five-year rolling periods where the Russell 2000 value was down, 

in that first column. In those periods, our average return is 2% versus the 

Russell 2000 average return of a loss of 1.75%. And you can see that 23 

of the 23 periods where there was a five-year negative return, we 

outperformed.  

  If we look at what could be called a more normal market—again, 

these are five-year rolling returns—these would be where the five-year 

return was in the 0 to 10% range. And you can see that our average return 

during those periods was 5.62% versus 4.5% for the Russell 2000 Value. 

And roughly two-thirds of the time, we outperformed.  

  And then this gets back to the cost of this. There’s no free lunch. 

This is the cost. In these robust markets, five-year rolling returns that were 

greater than 10%, we averaged 12% versus 14.25% for the Russell 2000 

Value. During that period, there were 66 of these periods that were above 

10%, and of these 66, we only outperformed in six. You can see the 

underperformance isn’t great, but it’s something that we give up to protect 

on the downside.  

(00:32:26) 
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 [Please reference slide 14] Moving on to the next slide, down capture, if 

we go back to inception. These are the largest drawdowns that have 

occurred since then. And you can see across the board, you can see 

our—overall, during these periods, our downside capture is 64%, which 

has resulted in the performance profiled that I mentioned from the 

previous slide.  

 [Please reference slide 15] The next slide, there was a question regarding 

whether or not the recent outperformance by small caps is sustainable. 

This slide speaks to that. Ryan, are you there? Were you going to— 

Ryan: Sure. I’m happy to chime in, Steve, if now is a good time.  

  We got one question prior to the call, which was—there has already 

been a major move in small cap value; how much juice is left in this 

orange? And this slide helps answer that question.  

(00:33:58) 

  And what this shows is empirical research partners takes small cap 

stocks broadly, and looks at the cheapest quintile on a variety of valuation 

metrics: P/E, price/cash flow, price/revenue. And it charts the data, and 

what this shows is the answer to the question, “How much cheaper is that 

cheapest quintile compared to the average small cap stock?”  
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  And if you’re used to looking at high-yield spreads, this will look 

very familiar in that during recessions, you see very large spikes up, 

meaning those cheapest stocks in the cheapest quintile are much cheaper 

than normal, again on this composite evaluation metric, than the average 

stock. You can see that during the recession in 2000, during the Great 

Financial Crisis in 2008/2009, and then interestingly enough, for a very 

brief period, in early 2020, because of the pandemic fears.  

  Now this explains, when that valuation spread is coming down from 

five standard deviations on March 18, 2020, to now just under two 

standard deviations, this explains why small cap value stocks, broadly, 

and partially explains why some of the stocks that Steve owns have done 

so well compared to the average stock, because those valuations are 

coming back into more normal range.  

  To answer your question on how much juice is left, there’s a 

considerable amount of juice left. You’ll see in every recession, spreads, 

any time they’ve gotten to over two, have typically contracted to back to 

zero standard deviations and sometimes less than, then the movement 

from five to two was obviously significant, but there’s still some room to go 

from two to zero. And quite frankly, I think the question will be great, 

maybe in a few quarters, when this gets back to zero and we can all ask 
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Steve what he thinks about the valuations generally, cash levels, and the 

opportunities he’s seeing in the market.  

  But to answer the question, as least as far as this chart is 

concerned, there is still room in general for value stocks to outperform at 

least other small cap stocks on a relative basis. Steve, back over to you. 

(00:36:20) 

Steve: Thank you for chiming in there. I had never seen the disparity between 

small cap value stocks and small cap growth stocks. And I don’t say this 

from a macro—although you can look at statistics on the Russell 2000 

Growth versus the Russell 2000 Value, and it’s pretty stark. But when I do, 

again, bottom-up, looking at the companies and what they’re trading for, it 

is—I just have to shake my head. And those companies continue to, until 

recently had continued [to] go up. And as I said previously, we have a very 

strict valuation criteria, that’s what we focus on. And there are times when 

the market focuses on that, and times when it does not. And I think that 

this is a time right now where it’s not focused on it. 

  And it has been that way for quite some time, and we can talk 

about all the potential reasons why. [We believe] there are some pretty 

obvious ones that are potential reasons why. The one thing that we do 

know that is that in all of history, things always get back to the 
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fundamentals. And that could mean perhaps that these outrageously 

priced growth stocks grow into their valuations, or that people start paying 

more attention to valuation today. And I’m going to bet on the latter, 

because again, that’s really has showed us. And it’s a time to be patient 

and disciplined, and own what makes sense to own from a fundamental 

perspective, and watch others make what we think are illusory gains—not 

in the values of the company, but in the companies’ stock prices. 

(00:38:26) 

 [Please reference slide 17] So moving along, on the next slide there’s a 

brief overview of current holdings. We can skip down. If you skip 

through—go two slides ahead.  

 [Please reference slide 19] This shows our sector weights. I show you this 

just to illustrate how we are different than our benchmark in that we don’t 

peg ourselves to the sector weights of the Russell 2000 Value. We go 

where we see value, but we do it in a mindful way such that we make sure 

we have exposure across sectors.  

  Some people would say that your exposure to energy is 0%; we 

have several companies who have large segments that do have exposure 

to energy. We generally tend to be light energy. We don’t like the way that 

it’s tied to the price of oil or gas, despite the management’s ability. 
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Everybody in the energy business when the price of oil is going, and 

everybody looks dumb when it’s going down. And that’s just an area that 

we tend to stay away from. But having said that, in a more diversified 

portfolio of businesses, we do intentionally get some exposure to energy 

through pipe-running companies, and to manufacturing, and even we have 

a company that has a very large renewable diesel segment.  

(00:40:23) 

  And as you can see at the bottom there, to the previous point about 

letting cash build, as of the end of the year, we were at 22%, which has 

been relatively normal for us over the last ten years. We were last fully 

invested in March of 2009. I don’t know if y’all remember that, but 

valuations were remarkably low; fear was remarkably high. We got fully 

invested during then, and after the market ran up, we have trimmed some 

of our winners and had elevated cash throughout the period. During the 

pandemic outbreak last year [2020], we got down to about 10%, as we 

saw a lot of opportunities during the downturn. However, we had two 

companies get bought out in cash deals that were relatively large 

positions, which pushed our cash levels back up.  
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 [Please reference slide 18] So that’s an overview of the portfolio in short. 

Let’s move on to some Q&A. I see that there have been some questions 

submitted, and we did have some earlier questions.  

  One I see is—has the price of something is important only twice: 

when you buy and when you sell; why is the focus on volatility in between, 

or are you referring to the volatility of the underlying businesses? 

(00:42:02) 

  We were talking about volatility of price. We do look at the volatility 

of the underlying businesses and think that’s very important. But we also 

think price is very important. Generally, companies that have elevated 

valuations tend to perform—this is historically speaking—elevated 

valuations tend to perform worse than companies that have lower 

valuations. And when we look at the companies that were owning a 

portion of the business, not just a piece of paper, or a share of stock, but 

when we look at the total value of the business, what the underlying 

economics of that business are, and we can make a judgment of what is 

an undervalued stock, what’s a fairly valued stock, and what is an 

overvalued stock. And we do our best to avoid overvalued stocks, which 

tend to be more volatile. So, it’s not that we’re looking for companies that 

we hope are going to be less volatile; we look for companies that are 
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undervalued, which tend to be less volatile. I hope that answers the 

question.10  

  The next question is: how closely do you look at revenue growth?  

  It’s right up there. Once we get through the balance sheet, we talk 

about valuation models, and operating margin; revenue growth is probably 

the second most important number that we look at. And our industry 

analysis impacts that; historical numbers impact that. Street guidance, 

management guidance—we look to all of those to come up with our 

estimates of revenue growth, which is one of the key determinants of our 

estimation of intrinsic value.  

(00:44:15) 

  Next up: how do you avoid value traps?  

  That is a great question. I would say one of the most important 

things that we have learned over the last 18 years is earlier on, I think we 

felt for more of those value traps than we do. I think we have learned a lot 

of getting suckered into something on a low valuation. It has led to spend 

more time on the industry analysis and making sure that the industries 

 
10 Value style investing presents the risk that the holdings or securities may never reach their full market value because 
the market fails to recognize what the portfolio management team considers the true business value or because the 
portfolio management team has misjudged those values.  In addition, value style investing may fall out of favor and 
underperform growth or other styles of investing during given periods. Past performance is no guarantee, nor is it 
indicative, of future results. 
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these companies are competing in have what we call favorable 

economics.  

  There is still a tradeoff. Some industries are obviously more 

attractive than others. And generally, in a very attractive industry, 

valuations are going to be more elevated. But we can clearly see 

companies that look really cheap that are in industries that are facing very 

long-term headwinds. And we’ve learned that it’s best to avoid those, as 

opposed to trying to talk yourself into buying something just because it 

appears remarkably cheap.  

  And let’s see—if a position is deemed to be exceptionally attractive, 

based on research, reaches the 5% maximum, would you consider 

allowing to grow in excess of the 5% maximum? 

  Yes. That is the case, and we have done that in the past. But 

generally speaking, we won’t. It has to be a very compelling investment 

decision to allow it to get too much over that 5% threshold.  

(00:46:18) 

Ryan: [Please reference slide 13] Steve, we’ve got a question on drawdowns. 

So, Elliott, if you could go back to slide 13, please. And it was a two-part 

question. First of all, what did the Fund do during the March 2020 

drawdown, and you’ll notice we have that on the far right, right next to the 
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average. So, the Russell 2000 value was down around 45%. The Fund 

was down around 33%, so that equates to about a 74% drawdown.  

  And then a related question, Steve, is—in looking at the 2008/2009 

drawdown, which was certainly large, very, very large for the index on an 

absolute basis, but also large for the Fund; is there anything that you’ve 

learned from that drawdown in 2007/2008/2009 and how do you feel in 

terms of takeaways, just in general about that drawdown? Thanks.  

(00:47:25) 

Steve: It helped us to focus on what you know you need to be focused on, which 

is fundamentals. And the emotional aspect of, I can remember vividly 

February of 2009 and into March of 2009, and what the world felt like, 

emotionally and psychologically. And then I could go and look at 

companies, and look at their valuations dispassionately and rationally. And 

I think it was it probably the best broad-based buying opportunity that we’ll 

ever see in our lives. It was difficult to do, but it was the right thing to do.  

  We certainly didn’t know that the market was going to turn in March 

of that year and move straight up, virtually, until about 2018, with a few 

hiccups. But doing the right thing—and by right, I mean what your 

philosophy tells you to do, what your process tells you do—and doing it 

even when it’s uncomfortable, is the opposite side of the coin of not buying 
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stuff when it’s overvalued. It’s buying stuff when it’s undervalued, even 

though it’s a little bit uncomfortable to do that.  

  And I would say that in the 2020 downturn, having that experience 

did help us put cash to work. The valuations in March of last year were 

nothing like what we saw in 2008 and 2009, but there were some very 

compelling values. And we took advantage of some of those, and did 

extremely well in almost all of them, and we can say well, we should have 

put more cash to work. But as I said, there was more uncertainty around 

COVID and valuations weren’t where they were in early 2009. But having 

learned that from 2008/2009 helped us make those decisions in March of 

2020, which benefited our shareholders a lot.  

Ryan: Thanks Steve. Those were all the questions that we received during the 

calls. If you have additional questions, please submit them now. We’re 

going to go over a few questions that were submitted before the call. Both 

of these are in regards to the reorganization, if you can move to the 

holdings slide.  

 [Please reference slide 16] The first is—did you sell some or all of the 

stocks in FPA Capital? And I’ll add, in addition to that, where is the 

portfolio today, Steve? If the portfolio was ideal prior to the reorganization, 
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is it ideal today, or do you still have a few names to go to get to where you 

want to go since the announcement a few days ago? Thanks. 

(00:50:16) 

Steve: Sure. Well, there were three companies that were held in both portfolios, 

FPA and in our Fund. And of course, we’ll continue to hold those. Beyond 

that, we have sold out of all but six of the former FPA holdings. And they 

are all underweight positions. Four of those are companies that we have 

analyzed in the past, and that we are familiar with. And we’re continuing to 

review those positions. So, there will be a change, I would expect a 

change there in the future; whether or not we decide to bring them up to a 

full-weight position or liquidate them from the portfolio. 

Ryan: [Please reference slide 17] Great, thanks. And you already touched on 

this, but there was another question, just in case everyone didn’t hear. 

The question is—how much of the Fund will consist of rainy day cash, 

such as the cash FPA Capital had long used as part of its process and 

philosophy? 

  I know you already mentioned that, but could you go over that one 

more time, briefly? Thanks.  

(00:51:24) 
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Steve: Sure. Over the last ten years, it’s been an average of just over 20%. I think 

these last ten years are somewhat abnormal. But we were last fully 

invested in March of 2009 when cash was about 2% and 3%, which is 

what we could consider fully invested. Generally, I would say that we 

would hold just under 20% cash, unless we need to take a temporary 

defensive position. And I think during times when the market offers us 

good valuations, we’ll be fully invested.  

  We don’t hold cash. We like the thought of cash as an option. 

When we look at the cash we employed last year, we were buying 

companies that had fallen 50%, and we bought them at the bottom, but 

near their bottoms, and many had doubled since. So, we missed the 50% 

down, and got the 100% up. That really helps portfolio performance.  

  So, we like the option value, but we don’t hold cash as an option. 

We hold cash as a byproduct of the process when we can’t find enough 

portfolio holdings to get fully invested.  

Ryan: Thanks Steve. Well, that was all the questions that were submitted 

beforehand and during the call. If we missed one, or if you think of an 

additional one after, please feel free to email us at crm@fpa.com. I will 

also just note, briefly, that we will be posting the replay of this webcast and 
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these slides in the coming days, as well as the Policy Statement for the 

Fund, and the Q4 2020 letter. So please on the lookout for that.  

  Steve, anything on else your end? If not, we can conclude.  

Steve: No, I would just like to thank everybody again, and let everyone know how 

excited that we are about this, and we look forward to speaking with y’all 

again in the future, soon.  

Ryan: Thanks, Steve. And again, thanks everyone for joining us. Thank you for 

listening to the FPA Queens Road Small Cap Value Fourth Quarter 2020 

Webcast. We’d now like to turn it over to the System Moderator for the 

closing comments and disclosures. 

(00:53:58) 

Moderator: [Please reference slides 19-22] 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 to submit any comments or suggestions. We 
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encourage you to complete this portion of the webcast. We know that 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. 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 do want to make sure that you understand that the views 

expressed on this call are as of today and 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. 

(00:56:02) 

  Any statistics or data, market data mentioned during this 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, 

charges, and expenses carefully before you invest. The prospectus 

details the Fund’s investments, 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, or 

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

contacting the Fund in writing. The FPA funds are distributed by UMB 

Distribution Services, LLC. 

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

day. 
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(00:57:00) 

[END FILE] 

The Russell 2000 Value TR USD Index is a subset of the Russell 2000 Index, which 

tracks the stocks of small domestic companies, based on total market capitalization. The 
Russell 2000 Value Index represents those stocks of the Russell 2000 with lower price-
to-book ratios and lower relative forecasted growth rates. A total return index computes 

the index value based on capital gains plus cash payments such as dividends and 
interest. You cannot invest directly in these indexes. 

 

The current prospectus for the FPA Queens Road Small Cap Value Fund can be 
accessed at: https://fpa.com/request-funds-literature 

 

Past performance is no guarantee of future results and current performance may 
be higher or lower than the performance shown. This data represents past 

performance and investors should understand that investment returns and 
principal values fluctuate, so that when you redeem your investment it may be 
worth more or less than its original cost. The Fund’s net expense ratio as of most 

recent prospectus is 1.22%. The total expense ratio is 1.43% (as of most recent 
prospectus). Current month-end performance, which may be higher or lower than 
the performance data quoted, may be obtained at www.fpa.com or by calling toll-

free, 1-800-982-4372. 
 

https://fpa.com/request-funds-literature

