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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 Source Capital, Inc.’s (“Fund” or “Source”) investment 

objectives, risks, and charges and expenses carefully before you invest. You can 

obtain additional information by visiting the website at fpa.com, by email at 

crm@fpa.com, toll-free by calling 1-800-279-1241 (Option 1), or by contacting the 

Fund in writing. 

 
Note: Items in brackets [ ] are meant to be clarifying statements but are not part of the 
actual audio recording of the webcast. 

 

Operator 
Just a few quick technology notes before we begin. If you would like to view the 
presentation in a full-screen view, click the full-screen button in the lower-right hand 
corner of your screen.  Press the “Escape” key on your keyboard to return to your 
original view.   
 
For optimal viewing and participation, please disable your pop-up blockers.  
 
And finally, should you need technical assistance, as a best practice we suggest you 
first refresh your browser.  If that does not resolve the issue please click on the 
“Support” option in the upper right-hand corner of your screen for online 
troubleshooting. 

 

Introduction 
Thank you for taking the time to join today’s call as we provide a Fund and portfolio 
update, and address of the pre-submitted questions. 
 
In just a moment you will hear from Steven Romick. Steven joined FPA in 1996, is a 
Managing Partner, and has been a portfolio manager of the Fund since December 
2015. 
 
Before I turn it over to Steven, I want to mention that we are excited about Source’s 
long-term prospects and hope you share that sentiment after today’s webcast. The 
constructive feedback and questions from our fellow long-term shareholders are always 
appreciated and we plan on addressing the pre-submitted questions in the prepared 
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remarks.  As a reminder, we will not be taking live questions during the webcast, but are 
more than happy to connect with any current or potential shareholders in the coming 
days should you have follow-up questions or comments. 
 

Performance 
[Please refer to Slide 2] On this slide you can see the trailing performance as of 
December 31, 2020. 
 
Additional details on the Fund, including, performance, holdings, and commentaries can 
be found in the Source Capital section of FPA’s website. 

 
It is my pleasure to turn over the call to Steven Romick. Steven, over to you. 

 

 

Executive summary 
[Please refer to Slide 3] Thank you all for joining us today. 
 
We manage FPA’s Source Capital closed-end fund using a balanced, opportunistic 
strategy that seeks a good total return and yield while protecting capital.  To accomplish 
this, the Fund owns both equities and fixed income – both public and private – in a mix 
that is a function of relative opportunity. 
 
As of March 15, the Fund had roughly $405m in AUM, traded at a 9.5% discount to NAV 
and had a distribution yield of 5.1%. 
 
Three of our FPA investment teams contribute to Source Capital. 
 
The Contrarian Value team, led by Mark Landecker, Brian Selmo, and myself has 
responsibility for the Fund’s asset allocation, equity selection, and private credit; and, 
opportunity permitting, may periodically add public credit to the portfolio. Our team has 
been investing in private credit for the last decade.  We have participated in private 
loans with a face amount of around $800 million and have delivered to our shareholders 
a return slightly in excess of 14%. 
 
FPA’s Fixed Income team, led by Tom Atteberry and Abhi Patwardhan, play point on 
the public fixed income side of the portfolio, as well as selectively adding private credit. 
 
Our Multi-Asset Strategy team, led by Nico Mizrahi and myself, has responsibility for 
partnering with leading private credit managers. 
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Source Capital’s closed-end fund structure allows us unique flexibility to deploy capital 
in longer duration, higher yielding assets – at least when compared to the daily fund 
flows with which open-end mutual funds must contend. 

 
Importantly, we could not replicate this portfolio and its potential for higher yield in an 
open-end fund, where we would be uncomfortable owning illiquids up to the legal limit of 
15%.  We would also find it difficult to own a large percentage of longer duration, less 
liquid private loans.  Source can do, has done, and will do more of each.   
 
This broad charter should help us in the service of achieving our longer-term goals: to 
deliver attractive risk-adjusted returns over a full market cycle and generate a higher 
than average yield when compared to typical balanced funds. 
 
This will hopefully allow the Fund to trade, on average, closer to its net asset value, or 
NAV.  To the extent that our efforts don’t translate into a narrower discount to NAV, the 
Fund will seek to repurchase its shares via potential daily share repurchases and 
periodic tender offers.  
 
We believe we can be successful in executing this charter and have increased our 
financial commitment to the Fund.  Insiders now own more than 84,000 shares.   

 

 

Strategy Update 
 
[Please refer to Slide 4] As touched on in the executive summary, we have a wide range 
of securities from which to choose that can help us achieve our objective. 
 
The Fund currently has capital commitments in private credit of 12% – both in co-
mingled vehicles and direct loans.  Since 4% is undrawn, the actual invested amount is 
currently around 8%.  It will take some time for the commitments to be fully funded.  
While the funded amount gradually converges towards the committed amount, we plan 
to continue to opportunistically increase exposure to private credit.  
 
The Fund’s public credit investments seek to outperform CPI by 200 basis points over 
rolling 5-year periods and generally have a similar or greater yield than the Bloomberg 
Barclay’s U.S. Agg Index.  Tom and Abhi have executed this strategy successfully for 
many years.  They also have the ability to invest in less-than-investment grade bonds 
and private loans to a greater degree than the open-end funds they manage.  
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Mark, Brian and I employ a global equity income strategy that invests in most of the 
same stocks as those in the other FPA equity portfolios that we manage.  To help 
facilitate a higher, distributable yield, we may selectively lean-in to those securities that 
have higher dividends. 
 
In order to further enhance the Fund’s yield, we expect to use some leverage when the 
risk/reward in our credit sleeve is attractive.  The amount of leverage will flex as a 
function of opportunity.  If we can make fixed income investments at a substantial 
spread to our recently secured line of credit that currently would cost less than 1% if 
drawn, we will happily do so once we have deployed the 12% that Source currently 
holds in cash. 

 

 

Recent actions (last 12 months) 
 
[Please refer to Slide 5] There have been a number of initiatives in the past year that 
benefit our investors. 
 
In an effort to deliver more earnings, more quickly to shareholders, we moved from 
quarterly to monthly distributions in January.  We thank our shareholders that made this 
suggestion. 
 
We also increased the distribution rate to eighteen and a half cents a month beginning 
this month, which translates to a 5.1% yield at the current stock price.1  
 
Also, to help narrow the discount to NAV, the Fund had its stock repurchase program 
reinstated last fall with the current program running through the end of 2021.  
 
The Fund’s Board also approved annual tender offers in 2021 and 2022 for 10% of the 
Fund’s own shares at 98% of NAV, in the event that the discount to NAV averages 
greater than 10% during the measurement periods.  In such an event, the insiders will 
not be tendering their shares.  You can find the details in the Fund’s recent press 
release.2   
 
And, as mentioned, the Fund did not previously have a credit line in place. Now that we 

                                                 
1 This distribution rate has been approved by the Fund’s Board of Directors for March, April and May 
2021. 
2 See Source Capital press release dated March 8, 2021 posted on www.fpa.com. 
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can borrow at an attractive rate, we look forward to the opportunity to do so. 

 

 

Near-term goals (2021 and 2022) 
 
[Please refer to Slide 6] We will continue to increase the Fund’s exposure to private 
credit that we believe should offer yields at least in the higher single digits.  This 
compares favorably to the unsecured corporate high yield bond market that yields, net 
of defaults, in the low single digits. 
 
As we prudently increase exposure to private credit, replacing lower yielding cash and 
investment grade bonds, we expect that the Fund’s distribution rate should push higher.  
Prudence dictates that this should not happen overnight. 
 
Along with the previously discussed discount management initiatives and greater 
investor awareness, we hope to see the Fund’s discount to NAV narrow over time.  

 

 

Portfolio year-end 2020 vs. illustrative index 
 
[Please refer to Slide 7] Here is a snapshot of the portfolio at year-end, as compared to 
a global balanced index. 
 
Source Capital has two significant tools that aren’t in the typical balanced fund’s toolkit: 
private credit and leverage.  As discussed, we have made some headway in building 
private credit, but there’s a ways to go; and, the use of the leverage facility should come 
into play in time. 
 
This already allows for a higher-than-index yield and we hope to further widen that yield 
advantage.   
 
We prefer credit risk to interest rate risk. The Fund’s fixed income investments have a 
much lower duration than the Barclays Agg Bond Index, which should allow for less 
interest rate risk in the event that rates continue to rise.3   

 

 

                                                 
3 As of December 31, 2021, the duration of the Fund’s public credit was 1.5 years versus the duration for 
the Bloomberg Barclays U.S. Aggregate Bond index of 6.2 years. 



 

 

 

Q4 2020 Source Capital, Inc. (SOR) Webcast 

March 18, 2021 

 

 

 

 
-6- 

 

Increased exposure to private credit 
 
[Please refer to Slide 8] The Fund’s current positioning in private credit was achieved in 
a relatively short time frame, but we will continue to focus on increasing the allocation to 
this asset class. 
 
I want to dive a little deeper into private credit, since it is such an important part of the 
Fund’s long-term value proposition. 
 
When we invest with others, we seek to understand a manager’s discrete capabilities to 
source loans, underwrite the collateral, structure the loan with the proper documentation 
and covenants, and have the skill to work out the loan in the event of a restructuring.   
 
Let me give you a couple of examples of managers with whom we’ve invested.4 
 
We invested with a natural resource credit manager that has a differentiated expertise in 
lending against the collateral of mining assets.  They lend at a very low loan-to-value – 
20 to 35% -- and have delivered gross yields that have been in the high teens.5  Strong 
underwriting and commodity hedging on the part of the borrower helps limit the 
downside of the individual loans. 
 
Another manager with whom we’ve partnered offers a lower expected [gross] yield, but 
for that we receive a more diverse portfolio of loans to businesses in different industries 
characterized by loan-to-values that offer an appropriate margin of safety.  They have 

                                                 
4 Portfolio composition will change due to ongoing management of the Fund. The information provided 
does not reflect all positions purchased, sold or recommended by FPA. References to individual 
investments are for informational purposes only and should not be construed as recommendations by the 
Fund, the Portfolio Managers, or the Adviser. It should not be assumed that investments in the examples 
discussed, or investments made in the future, was or will be profitable or will equal the performance of the 

investment examples noted. Note: Any estimated performance or yield noted for the investment 

examples herein may not equate with the performance of the holding in the Fund. 
5 A Loan-to-Value ratio is calculated by dividing the amount borrowed by the appraised value of the 
investment, expressed as a percentage. The Gross Yield of an investment is its profit before taxes, fees 
and expenses are deducted. The impact of fees and expenses would lower these yields. The estimated 
Gross Yield noted here is as of December 31, 2020. As of December 31, 2020, this holding represented 
0.2% of the Fund’s net assets. 
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delivered returns [IRR] in the lower teens in recent years.6 
 
We appreciate that a lot of capital has flowed into private credit, but we would still prefer 
to play in that sandbox thanks to the [typically] higher yields, better covenants, secured 
collateral, and better asset coverage than the low single digit yields of the high yield 
market. 
 
If underwritten well, sometimes bad news becomes good news. We made a direct loan 
to an oil service company that ended up filing for bankruptcy during our holding period.  
Since this was an asset-based loan secured by trucks and other oil service equipment 
whose value far exceeded our loan amount, the bankruptcy will shorten the loan’s 
duration and we will amortize our original issue discount over a shorter time period.7  
We will also receive some beneficial payments as a result of their restructuring that [is 
expected to] further increase the original estimated IRR.8 
 

 

Narrowing discount to NAV 
 
[Please refer to Slide 9] [We believe] the yield enhancing and discount narrowing 
measures we have taken have been beneficial thus far.  The Fund’s discount to NAV 
has narrowed from an average of about 11% over the last 6 months to about 8-9% more 
recently.   
 
We don’t know what the future holds in terms of how much capital we will deploy in 
private credit, and what returns we might be able to achieve, but we think we’ve been 
fairly conservative in our assumptions. 
 
As we continue to execute the Fund’s strategy, we can only hope that Source’s discount 
to NAV tightens further. 

                                                 
6 IRR is Internal Rate of Return. The IRR is a discount rate that is calculated by setting the net present 
value (NPV) of all cash flows equal to zero in a discounted cash flow analysis. The internal rate of return 
is a metric used in financial analysis to estimate the profitability of potential investments. The estimated 
IRR noted herein is as of December 31, 2020. As of December 31, 2020, this holding represented 1.4% 
of the Fund’s net assets.  
7 Original issue discount (OID) is the discount in price from a bond's or other debt instruments (such as 
loans) face value at the time a bond or other debt instrument is first issued. Bonds and other debt 
instruments can be issued at a price lower than their face value – known as a discount. 
8 As of December 31, 2020, this holding represented 2.5% of the Fund’s net assets. 

Past performance is no guarantee, nor is it indicative, of future results. 
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In closing, I want to thank our shareholders for their continued trust.  And to those 
considering investing alongside, we hope to earn your trust in time. 
 
Thank you for joining us today.  
 
I’ll turn the call back over to Ryan 
 

 

CLOSING DISCLOSURES 
 
Thank you for your participation in today’s webcast.  We invite you, your colleagues and 
shareholders to listen to the playback of this recording and view the presentation slides 
that will be available on our website within a few days at fpa.com. We urge you to visit 
the website for additional information about the Fund, such as complete portfolio 
holdings, historical returns and after-tax returns.    
 
Following today’s webcast, you will have the opportunity to provide your feedback and 
submit any comments or suggestions.  We encourage you to complete this portion of 
the webcast.  We know your time is valuable and we do appreciate and review all of 
your comments. 
 
Please visit fpa.com for future webcast information, including replays. We post the date 
and time of upcoming webcasts towards the end of each current quarter and webcasts 
are typically held 3-4 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 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 investments or sectors should not be construed as a 
recommendation to purchase or sell such investments or invest in such sectors, and 
any information provided is not a sufficient basis upon which to make an investment 
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decision.  It should not be assumed that future investments will be profitable or will 
equal the performance of the investment or sector examples discussed. 
 
Investing in the Fund involves risks, including the risk that you may receive little or no 
return on your investment or that you may lose part or all of your investment. 
 
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. You can obtain additional information by 

visiting the website at fpa.com, by email at crm@fpa.com, toll-free by calling 1-

800-279-1241 (Option 1), or by contacting the Fund in writing. 

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


