
 

 

You should consider the Fund’s investment objectives, risks, and charges and expenses carefully 
before you invest. The Prospectus details the Fund's objective and policies, sales charges, and other 
matters of interest to the prospective investor. Please read this Prospectus carefully before investing. 
The Prospectus may be obtained by visiting the website at www.fpafunds.com, by email at 
crm@fpafunds.com, toll-free by calling 1-800-982-4372 or by contacting the Fund in writing.  
 

To view portfolio holdings from the most recent quarter end, please refer to the end of this document or at 
http://fpafunds.com/docs/fpa-us-value-fund-information/2015-09-u-s-value---excluding-cusip-and-
sedol.pdf?sfvrsn=2 

Portfolio composition will change due to ongoing management of the fund.  References to individual securities 
are for informational purposes only and should not be construed as recommendations by the Funds, Advisor 
or Distributor. 

 
The views expressed and any forward-looking statements are as of the date of the publication and are those 
of the portfolio managers and/or the Advisor.  Future events or results may vary significantly from those 
expressed and are subject to change at any time in response to changing circumstances and industry 
developments.  This information and data has been prepared from sources believed reliable. The accuracy 
and completeness of the information cannot be guaranteed and is not a complete summary or statement of all 
available data.  
The S&P 500 Index is an index of 500 companies with large market capitalization.  

 
Fund Risks  
 
Investments in mutual funds carry risks and investors may lose principal value. Stock markets are volatile and 
can decline significantly in response to adverse issuer, political, regulatory, market, or economic 
developments. The fund may purchase foreign securities, including American Depository Receipts (ADRs) 
and other depository receipts, which are subject to interest rate, currency exchange rate, economic and 
political risks. Small and mid-cap stocks involve greater risks and they can fluctuate in price more than larger 
company stocks. Groups of stocks, such as value and growth, go in and out of favor which may cause certain 
funds to underperform other equity funds. 
  
The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 
53212. 
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Dear fellow shareholders, 

On June 4th, FPA introduced the U.S. Value Fund, Inc. successor to the FPA Perennial Fund, Inc. (FPPFX). I 
began managing U.S. Value on September 1st employing an expanded all-cap strategy. The FPA U.S. Value 
Fund (the “Fund” or “U.S. Value”) has retained Perennial’s ticker symbol. 

The primary objective of the Fund is the long-term growth of capital. Current income is a secondary 
consideration. The Fund strives to invest in quality businesses at attractive valuations and, in so doing, seeks 
to generate returns in excess of the S&P 500 Index over full-market cycles. 

Since this is U.S. Value’s first commentary, I thought it was important to give as much insight as possible into 
how I think as an investor. I would like to share with you not only my investment philosophy but also, in a 
separate presentation, a current example (Special Presentation) of how I have put that philosophy to work. 

Investment Philosophy 

In a nutshell, I am a long-term investor looking for high-quality companies to purchase at cheap prices. Time 
is the friend of a good, competitively-advantaged business whose value can compound at an above-average 
rate over a multi-year period. By the same token, time is the enemy of mediocre or bad businesses that can 
see their value erode over the long term.  

The U.S. Value strategy defines quality companies as ones with: 
• a strong and enduring competitive position
• a growing business within a growing industry resulting in growing earnings
• current and/or prospective high returns on capital
• current and/or prospective robust free cash flow generation

Purchasing quality companies at cheap prices allows the Fund’s returns to benefit from above-average 
earnings growth, free cash flow that can be returned to shareholders and an expanding earnings multiple.  

Regardless of how cheap a company may appear, I won’t consider it if I cannot have a reasonably clear view 
as to what its business and associated earnings power will be in three to five years. The reason is simple—
without it, its value is too difficult to estimate with any reasonable conviction. 

Instead, I prefer to invest in quality companies that are well managed and purchase them at cheap prices. 
The quality of the business and valuation, however, are more important than the capability of management. 
That is because, absent any structural impediment, poor managers can be replaced. On the other hand, it is 
very difficult for good managers to turn a mediocre or bad business into a quality one. Often, the reason a 
quality company is offered at a cheap price is because it is being mismanaged. So I will consider investing in 
quality businesses that have been poorly managed provided there is an ample discount to my estimate of 
intrinsic value and no fundamental obstacle to replace management. 

If you’d like to know more, please refer to the investment policy statement for a more detailed explanation of 
my investment philosophy. 
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Main Developments 
 
U.S. Value’s strategy has a broad market capitalization mandate and therefore affords the Fund flexibility to 
capitalize on wherever the best opportunities are in the market. Currently, I am finding a greater number of 
investment opportunities in larger capitalization companies, which helps explain why the weighted average 
market cap was approximately $40 billion at quarter end. As a result of this and a number of other investment 
criteria that differ from the Fund’s prior strategy, I enacted a complete portfolio change throughout September. 
 
As of quarter end, September 30, 2015, the new portfolio, based on consensus estimates, has a weighted 
average P/E1 (2015E) of 13.6x and a weighted average expected EPS2 growth rate of 13.3% through 2017. I 
believe I have constructed an attractively valued portfolio using the Fund’s expanded broader capitalization 
mandate. 
 
The new portfolio has a weighted average ROE3 of 18.2% and a weighted average financial leverage ratio 
(Net Debt/EBITA4) of 1.3x. 
 
Portfolio Review 
 
At the end of the third quarter 2015, the Fund had 21 holdings. The number of holdings is at the low end of 
the 20 to 30 companies I would typically expect to own at any given point in time. This is because the current 
opportunity set I find most attractive is relatively concentrated in a handful of sectors. The Fund’s cash and 
equivalent exposure at quarter end stood at approximately 13%, which was above the general 10% maximum 
target. This is because I anticipated further net outflows due in large part to the substantial capital gains 
realized and distributed on October 2nd. The Fund subsequently reopened to new investors now that it no 
longer had any potential long-term capital gain exposure. 
 
The Fund was able to take advantage of the market sell off that started in August and continued in 
September. I built positions in various high-quality companies at compelling valuations. Bearish sentiment in 
the market relating to China’s future growth, or lack thereof, allowed me to make investments in good 
businesses with varying levels of direct exposure to China ranging from approximately 3% to 20% of revenue. 
Among the purchases were auto manufacturers, industrial companies and consumer discretionary companies 
including BMW, Cummins, Daimler AG, Ingersoll-Rand PLC, Ralph Lauren and Richemont SA. What’s more, 
the market sell-off affected the asset management sector and allowed the Fund to purchase good companies 
at cheap prices, among them Ameriprise, BlackRock, Invesco and KKR. 
 
One industry particularly hard hit this year is media due to negative sentiment about advertising and future 
subscriber attrition for pay-TV. The Fund took advantage of this summer sell-off and built investments in 21st 
Century Fox, CBS, Time Warner Entertainment, Discovery Communications and The Madison Square 
Garden Company. The largest industry exposure of the Fund is media at approximately 20% of net assets. 
 
Please see my presentation (Special Presentation, on our website, www.fpafunds.com), “Making a Case for 
the Pay-TV Industry with the Help of Mark Twain,” a detailed analysis of the sector and, specifically, CBS. I 

                                                 
1 P/E (Price-to-Earnings Ratio) is a ratio for valuing a company that measures its current share price relative to its per-
share earnings. 
2 EPS (Earnings Per Share) is the portion of a company’s profit allocated to each outstanding share of common stock. It 
serves as an indicator of a company’s profitability. 
3 ROE (Return On Equity) is the amount of net income returned as a percentage of shareholders equity. 
4 Net Debt/EBITA (Net Debt to Earnings Before Interest, Taxes, and Amortization) is a ratio typically used to determine a 
company’s ability to pay its debt. 
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sincerely hope this will help investors better understand why I believe there is such compelling value in the 
media industry and, in particular, this high-quality company. 
 
I believe the portfolio I’ve constructed is not only cheap on a relative basis compared to the market but, more 
importantly, is cheap on an absolute basis compared to my estimates of its intrinsic value. Over the last ten 
years, the weighted average forward P/E of these companies has ranged from a low of 11.4x to a high of 
21.2x with an average of 15.4x. At quarter end, the weighted average forward P/E was an undemanding 
12.0x. I believe the invested portion of the portfolio at quarter end traded at an approximate 29% discount to 
my estimate of intrinsic value. Over the course of a full market cycle, the weighted average discount to 
intrinsic value of these companies has historically topped out at around 35%-40%. Over the last ten years, the 
S&P 500 has traded at an average forward P/E of around 14.0x. This portfolio of companies over this time 
period has, on average, traded at a 10% premium to the market but, at quarter end, was valued at a 17% 
discount. 
 
Conclusion 
 
I am more than cognizant of the various global macroeconomic and geopolitical risks that pose a threat to the 
market’s earnings over the coming years. Our portfolio companies are not immune to these risks. However, 
compared to the market, I believe our portfolio is higher in quality, possesses better earnings growth and is 
less financially levered. Even better, it trades at a material discount to the market and my estimate of its 
intrinsic value. I am quite enthusiastic about the Fund’s investments. 
 
I am honored to be entrusted as a steward of your capital. Please know this—our interests are aligned. 
Managing the Fund is my professional focus. My capital is invested alongside yours. Should there be 
investment losses, whether they are temporary mark-to-market ones or permanent impairments, I will feel the 
pain just as much as anyone.  
 
I truly have a passion for investing. Even though this is my occupation, I do not see it as a job. Investing is 
something I will do until I no longer can. Every day, I look forward to learning about different sectors and 
companies with the optimism that I will find some high-quality ones to invest in at cheap prices. I am 
extremely competitive and nothing short of meaningful outperformance over any full market cycle will be 
acceptable to me. 
 
Respectfully submitted, 
 
 
Gregory R. Nathan 
Portfolio Manager 
 
 
October 2015 
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TICKER SHARES SECURITY MKT PRICE ($) MKT VALUE ($)

% OF NET ASSET 

VALUE

AGN 30,580 ALLERGAN PLC 271.81 8,311,949.80                         3.67%

AXP 106,140 AMERICAN EXPRESS CO 74.13 7,868,158.20                         3.47%

AMP 111,560 AMERIPRISE FINANCIAL INC 109.13 12,174,542.80                       5.37%

AMGN 53,260 AMGEN INC 138.32 7,366,923.20                         3.25%

BMW GY 134,550 BAYERISCHE MOTOREN WERKE AG* 88.52 11,910,419.19                       5.25%

BLK 15,508 BLACKROCK INC 297.47 4,613,164.76                         2.03%

CBS 307,280 CBS CORP CLASS B 39.90 12,260,472.00                       5.41%

CFR VX 72,280 CIE FINANCIERE RICHEMON REG* 77.67 5,614,196.59                         2.48%

CMI 111,980 CUMMINS INC 108.58 12,158,788.40                       5.36%

DAI GY 126,260 DAIMLER AG* 72.46 9,149,224.25                         4.03%

DISCK 272,730 DISCOVERY COMMUNICATIONS 24.29 6,624,611.70                         2.92%

ESRX 96,975 EXPRESS SCRIPTS HOLDING CO 80.96 7,851,096.00                         3.46%

HMHC 585,960 HOUGHTON MIFFLIN HARCOURT CO 20.31 11,900,847.60                       5.25%

IR 227,413 INGERSOLL RAND PLC 50.77 11,545,758.01                       5.09%

IVZ 283,410 INVESCO LTD 31.23 8,850,894.30                         3.90%

KKR 443,180 KKR + CO LP 16.78 7,436,560.40                         3.28%

MSGN 98,490 MADISON SQUARE GARDEN CO 72.14 7,105,068.60                         3.13%

MCK 47,405 MCKESSON CORP 185.03 8,771,347.15                         3.87%

OTHER 5,223,271.58                         2.30%

RL 39,330 RALPH LAUREN CORP 118.16 4,647,232.80                         2.05%

TWX 172,740 TIME WARNER INC 68.75 11,875,875.00                       5.24%

FOXA 498,740 TWENTY FIRST CENTURY FOX A 26.98 13,456,005.20                       5.93%

TOTAL EQUITIES: 196,716,407.53                     86.74%

CASH & EQUIVALENTS (NET OF LIABILITIES): 30,062,760.43                       13.26%

TOTAL NET ASSETS: 226,779,167.96$                   100.00%

NO. OF EQUITY POSITIONS: 21

FPA Perennial Fund, Inc. 

Portfolio Holdings 9/30/2014 

FPA U.S. Value Fund 

Portfolio Holdings 
9/30/15 

4



Except for certain publicly available information incorporated herein, the information contained in these materials is our confidential and proprietary information and is 

being submitted to you for your confidential use with the express understanding that, without our prior written permission, you will not release these materials or discuss 

the information contained herein or make reproductions of or use these materials for any purpose other than evaluating a potential advisory relationship with  First 

Pacific Advisors.

You should consider the Fund’s investment objectives, risks, and charges and expenses carefully before you invest. The Prospectus 

details the Fund's objective and policies, sales charges, and other matters of interest to the prospective investor. Please read this 

Prospectus carefully before investing. The Prospectus may be obtained by visiting the website at www.fpafunds.com, by email at 

crm@fpafunds.com, toll-free by calling 1-800-982-4372 or by contacting the Fund in writing. 

Investments in mutual funds carry risks and investors may lose principal value. Stock markets are volatile and can decline significantly in response to adverse issuer, 

political, regulatory, market, or economic developments. The Fund may purchase foreign securities including American Depository Receipts (ADRs) and other 

depository receipts,  which are subject to interest rate, currency exchange rate, economic and political risks; this may be enhanced when investing in emerging markets. 

Small and mid- cap stocks involve greater risks and they can fluctuate in price more than larger company stocks. Groups of stocks, such as value and growth, go in and 

out of favor which may cause certain funds to underperform other equity funds. 

Portfolio composition will change due to ongoing management of the fund.  References to individual securities are for informational purposes only and should not be 

construed as recommendations by the Funds, Advisor or Distributor.

The FPA Funds are distributed by UMB Distribution Services, LLC, 235 W. Galena Street, Milwaukee, WI, 53212.
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