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We are pleased to report strong absolute returns for all four 
Longleaf Partners Funds for the first nine months of 2016. All 
four Funds also surpassed their respective benchmarks by a 
wide margin for the year-to-date. In the third quarter, Fund 
benchmark indices rose, and the Funds were well above those 
benchmarks, with the exception of the Small-Cap Fund. Over the 
last twelve months, all four funds exceeded our annual absolute 
goal of inflation plus 10% as well as their relative benchmarks.

One Year YTD 3Q 

Partners Fund 24.80% 18.32% 11.07%

S&P 500 Index 15.43 7.84 3.85

Small-Cap Fund 24.09 15.97 5.28

Russell 2000 Index 15.47 11.46 9.05

International Fund 16.86 12.55 12.55

MSCI EAFE Index 6.51 1.73 6.43

Global Fund 25.74 18.54 17.71

MSCI World Index 11.36 5.55 4.87 

Past performance does not guarantee future results 

Impact of the Low Interest Rate Environment
We started Southeastern in 1975 in the aftermath of the “Nifty 
Fifty” bubble. In the subsequent four decades, we have been 
through various market cycles, including the S&P run in the late 
1990s that ended in the dot-com bubble bursting and the 2006-
2007 housing and mortgage securities bubble that precipitated 
the Global Financial Crisis (GFC). Today, the dominant market 
force is historically low interest rates that have driven bond 

yields into extremely low and even negative territory in a 
number of countries. Central banks in many of the world’s 
developed markets have maintained low interest rates to help 
spur economic growth. With ongoing anemic gross domestic 
product (GDP) growth, rates have stayed low for much longer 
than fiscal policymakers would have predicted. Much has been 
written about how sustained low interest rates are sending 
stocks higher in spite of challenged corporate revenue and profit 
growth. Lower borrowing costs have helped support earnings 
with lower-than-normal interest expense. The search for top-
line growth, combined with cheap financing, also has spurred 
acquisition activity. 

Paltry fixed income yields and ongoing fears of a repeat of 
previous market shocks have impacted equity market activity 
and valuations in several ways. First, investors increasingly 
have turned to stocks that pay out higher dividends in a search 
for yield. Second, investors have moved to stocks with lower 
volatility and more predictable, stable earnings that seem bond-
like. Third, memories of stock-specific losses in the GFC and 
Europe’s 2011 debt crisis have helped drive fund flows into low 
volatility and/or high dividend yielding equities and exchange 
traded funds that performed better during those periods, even 
though past performance is no guarantee of what will happen in 
the next downturn.  

To illustrate the flight to income and perceived stability, the 
table on the next page shows data on the Utilities and Consumer 
Staples sectors across broad global indices. These sectors with 
stable earnings and reliable, high dividends are trading well 
above their historic levels.  
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Average Annual Total Returns (9/30/16) Partners Fund: Since Inception (4/8/87): 10.44%, Ten Year: 3.77%, Five Year: 11.39%, One 
Year: 24.80%. Small-Cap Fund: Since Inception (2/21/89): 11.05%, Ten Year: 8.70%, Five Year: 16.49, One Year: 24.09%. Interna-
tional Fund: Since Inception (10/26/98): 7.17%, Ten Year: 1.41%, Five Year: 6.65, One Year: 16.86%. Global Fund: Since Inception 
(12/27/12): 5.75%, Ten Year: na, Five Year: na, One Year: 25.74%.

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance. The investment return and principal value of an investment will 
fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current performance of the 
fund may be lower or higher than the performance quoted. Performance data current to the most recent month end may be obtained 
by visiting longleafpartners.com.

As reported in the Prospectus dated May 1, 2016, the total expense ratios for the Longleaf Partners Funds are: Partners Fund 
0.93%, Small-Cap Fund 0.91%, International Fund 1.28%, and Global Fund 1.54%. The expense ratios are subject to fee waiver to 
the extent a fund’s normal annual operating expenses exceed the following percentages of average annual net assets: Partners 
Fund 1.50%, Small-Cap Fund 1.50%, International Fund 1.75%, and Global Fund 1.65%. Effective May 1, 2016, Southeastern 
agreed to voluntarily reduce the expense limit to 1.20%. The voluntary fee waiver for the Global Fund may be discontinued at any 
time. 
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Sincerely,

Sincerely,

O. Mason Hawkins, CFA
Chairman & Chief Executive Officer
Southeastern Asset Management, Inc.

G. Staley Cates, CFA
President & Chief Investment Officer
Southeastern Asset Management, Inc.

April 8, 2016 

This market environment does not change our “Business, 
People, Price” investment discipline, which focuses on the 
qualitative fundamentals and values of individual companies. 
However, the environment does impact our opportunity set 
and resulting Fund positioning. Higher market levels after five 
years of double-digit annual returns are making it difficult to 
find companies that have an ample margin of safety between 
their prices and our underlying business appraisals. With our 
strong returns this year, we have trimmed or sold a number 
of businesses that became more fully valued. Consequently, 
our cash levels are higher than normal. While we prefer to be 
business owners, we have seen in previous similar periods that 
the antidote for high cash and limited qualifiers is patience and 
discipline, along with hard work to uncover deeply discounted 
opportunities that meet our investment criteria.  

Not only do we have higher cash levels, but the Funds contain 
few companies in the perceived “safe” sectors because those 
businesses that meet our qualitative criteria have little or 
no margin of safety in their prices. Conversely, many of our 
holdings have more economic sensitivity with higher betas 
because those are the businesses available at discounted 
prices. (We reference beta simply as a volatility measure. We 
do not share the academic view that volatility equates to risk 
of loss, and beta does not impact our investment decisions.)  
Additionally, although a number of our companies have 
attractive free cash flow (FCF) yields, many of those that reinvest 
the coupon at good returns have been penalized relative to peers 
that are seen as more stable and distribute large dividends, 
particularly in the U.S., where yield chasing is pervasive.  

An example is Level 3 Communications, which is among the 
largest positions in the Partners, Small-Cap and Global Funds. 
This fiber network provider reinvests its excess cash into high 
margin growth rather than paying a dividend, has a beta of 1.5, 
and only trades at an adjusted 8x earnings before interest, taxes, 
depreciation, amortization (EBITDA) for expected FCF growth in 
the teens. By contrast, AT&T and Verizon have dividend yields 
over 4% with betas of 0.6 or less and trade at 7x EBITDA, with 
growth prospects limited to mid-single digits. Likewise, FedEx, 
another large holding in the Partners and Global Funds, shares 

a duopoly with UPS in the U.S. ground business, yet trades at a 
13.9x price-to-earnings ratio (P/E), while UPS is at 18.0x. FedEx 
has lower labor costs and more growth potential as it takes share 
from UPS and integrates its recent purchase of TNT. FedEx has 
a dividend yield of less than 1% and a 1.2 beta, while UPS has a 
2.9% dividend yield and a beta of 0.7.  

This pursuit of yield has contributed to the opportunity to own 
select gaming companies across the Funds. In the U.S., Wynn 
Resorts, which we own in the Partners, Small-Cap and Global 
Funds, trades at 9.5x projected EBITDA and has a dividend yield 
of 2.1%. Its comparable peer, Las Vegas Sands, has a dividend 
yield of over 5% and trades at 15.0x EBITDA. Similarly, in Macau, 
Melco Crown, the operating business for the casinos we own in 
the International and Global Funds through Melco International, 
has a dividend yield of 0.5% and is dramatically cheaper at 9.2x 
EBITDA than its competitor, Sands China, which has a 5.9% 
dividend yield and trades at 15.6x EBITDA.

Our non-U.S. companies have higher dividend payouts than 
most of our U.S. holdings, but, like in the U.S., the premium for 
price stability has created opportunity in more volatile stocks. 
In the International and Global Funds, for example, most of 
our Hong Kong real estate companies trade at much lower 
multiples than their real estate investment trust (REIT) peers. 
Our companies develop and own commercial properties, their 
dividends are dependent on managements’ capital choices, 
and they trade at higher betas as a result. REITs are required to 
return most of their free cash flow in dividends, supporting less 
volatile stocks. In International, Global, and Partners, we own 
Cheung Kong Property, one of the largest developers in Hong 
Kong with an extensive portfolio in mainland China and other 
countries. The company has a dividend yield of 2.5%, a beta of 
1.1, and a P/E of 11.7x, while LINK, the largest REIT in Asia, has a 
3.6% dividend yield, a beta of 0.5, and a P/E of 25.2x.  

Prolonged low interest rates have also contributed to broader 
five-year stock market returns that are over 400 basis points 
above historic U.S. averages and 300-400+ basis points over 
historic local returns around the world. If rates remain at current 
levels for a sustained period, markets are probably fairly priced 

Metrics for “Safe” Sectors
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and returns above the long-term averages are warranted. If 
interest rates increase, many predict that equity markets will 
decline in general, especially among the stocks substituting 
for bonds. We believe our holdings would likely not be immune 
from a market downturn, but our cash should provide a price 
buffer and the liquidity to go on offense. If higher interest rates 
also reflect an environment with more economic growth, our 
stocks with more economic sensitivity and higher betas also may 
benefit more than the indices.  

We do not know exactly what rates will do or what short-term 
price reactions will be, and we therefore remain focused on our 
companies’ underlying business appraisals that should drive 
our long-term results. We believe that the intrinsic values of our 
companies are not widely vulnerable to interest rates returning 
to longer-term norms for three primary reasons.  

First, we have maintained discount rates in our free cash flow 
models of 8-9% in USD terms, based off of the long-term risk free 
rate. Second, a number of our businesses have net cash and/
or some type of float that should earn more with higher rates. 
Third, a majority of our businesses have pricing power and/
or the ability to raise revenues greater than fixed costs, so they 
should be able to increase margins at a time when many other 
companies are already at peak margins. In the event of rates 
rising from higher GDP growth, which our appraisals do not 
currently assume, better top-line growth should drive higher 
values at our companies.  

Most importantly, our successful results in 2016 indicate that 
we do not require higher interest rates and economic growth for 
our companies’ intrinsic values to be recognized. The market 
often focuses most on the rate of change in a given metric. 
Much of the flight to yield and perceived safety has occurred 
already and is therefore “in the numbers.” As the yield and 
low-volatility seeking momentum tapers, we see more room for 
the fundamentals of our companies to be recognized. Our strong 
businesses and their growing FCF over the next few years should 
continue to drive their underlying values higher. Our capable 
management partners continue to productively reinvest the cash 
flow coupons of their businesses, successfully monetize assets, 
and prudently steward their balance sheets for the long term.

Organizational Update 
Southeastern’s four-plus decade mission has been seeking to 
deliver superior investment results to our clients. To that end, 
our organization is structured to:  

-Achieve the highest research productivity and effectiveness,
-Retain our most talented investment team members,
-Align our interests with those of our clients, and
-Develop an experienced bench for future succession.

As we reported six months ago, we shifted some managerial 
responsibilities from Mason Hawkins and Staley Cates to allow 
our two most senior investors to focus their time on investing 
and to tap the talents and broaden the experience of others on 
the team. Ross Glotzbach, Deputy Director of Research and a 
twelve year Southeastern veteran, has coordinated our global 
research process and team effectively to the benefit of our 
firm and clients. Staley and Mason are completely engaged in 
investing, new investment idea generation has increased across 
the team, and existing holdings have been scrutinized even 
more thoroughly.

Another positive evolution started a few years ago, when 
we began letting our experienced analysts have portfolio 
management responsibility for their own distinct investment 
strategies where we believed there was ample long-term 
opportunity. We saw this autonomy as a way to generate better 
qualified ideas in larger quantity for Southeastern’s clients, 
while also fulfilling longer-term career aspirations and tying 
incentives tightly to portfolio results. As a result, we seeded an 
Asia Pacific strategy that our Singapore team has been running 
since December 2014 as well as a highly concentrated European 
strategy that our London team has been overseeing since April 
2015. When qualifying investment opportunities are presented, 
our Longleaf Funds are able to participate, and already have 
benefitted significantly. A wider array of investment ideas 
has surfaced for all of the Funds, and several of the higher 
conviction names in the regional strategies have been some of 
the largest contributors to the International and Global Funds’ 
performance this year. In addition, having responsibility for 
their own mandates has increased the productivity, enthusiasm, 
accountability, and commitment of those team members.

Summary  
We believe that the 34-year bond bull market will reverse at 
some point. When that occurs, we still expect our collective 
business values will grow because of our companies’ 
competitive advantages. While we consider how rate changes 
might impact both investment opportunities and our current 
holdings, delivering strong results to our partners is imperative 
whatever interest rates do. We are pleased with the progress at 
our companies and that the market has more fairly priced those 
businesses in 2016. We are also happy with the progress our firm 
has made to insure a successful path for our next 40 years.  All of 
your partners at Southeastern remain hard at work, searching for 
new qualified investments and encouraging our managements to 
prudently build their companies’ per share values.

See following page for important disclosures.
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Before investing in any Longleaf Partners fund, you should carefully consider the Fund’s investment objectives, risks, charges, 
and expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit 
longleafpartners.com. Please read the Prospectus and Summary Prospectus carefully before investing.

RISKS

The Longleaf Partners Funds are subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments at 
individual companies or due to general market and economic conditions. Also, because the Funds generally invest in 15 to 25 companies, 
share value could fluctuate more than if a greater number of securities were held. Mid-cap stocks held by the Funds may be more volatile 
than those of larger companies. With respect to the Small-Cap Fund, smaller company stocks may be more volatile with less financial 
resources than those of larger companies. With respect to the International and Global Funds, investing in non-U.S. securities may 
entail risk due to non-US economic and political developments, exposure to non-US currencies, and different accounting and financial 
standards. These risks may be higher when investing in emerging markets. 

The statements and opinions expressed are those of the author and are as of the date of this report. 

The S&P 500 Index is an index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. The S&P 
is designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe. 
The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3,000 Index, which represents 
approximately 10% of the total market capitalization of the Russell 3000 Index. MSCI EAFE Index (Europe, Australasia, Far East) is a broad 
based, unmanaged equity market index designed to measure the equity market performance of 22 developed markets, excluding the US 
& Canada. MSCI World Index is a broad-based, unmanaged equity market index designed to measure the equity market performance of 
24 developed markets, including the United States. An index cannot be invested in directly.

EBITDA is a company’s earnings before interest, taxes, depreciation and amortization.

Free Cash Flow (FCF) is a measure of a company’s ability to generate the cash flow necessary to maintain operations. Generally, it is 
calculated as operating cash flow minus capital expenditures.

“Margin of Safety” is a reference to the difference between a stock’s market price and Southeastern’s calculated appraisal value.  It is not 
a guarantee of investment performance or returns.  

The Global Financial Crisis (GFC) is a reference to the financial crisis of 2007-2008.

Gross Domestic Product (GDP) is the final value of the goods and services produced within the geographic boundaries of a country during 
a specified period of time.

Beta is a measure of how volatile an investment is compared to the overall market. A beta of 1 indicates that the investment will move with 
the market. A beta of more than 1 means that the investment is more volatile than the market. For example, if a stock’s beta is 1.2, then 
theoretically it’s 20% more volatile than the market.

Dividend yield is a stock’s dividend as a percentage of the stock price.

Price / Earnings (P/E) is the ratio of a company’s share price compared to its earnings per share.

Nifty Fifty” refers to a group of fifty growth stocks identified by Morgan Guarantee Trust in the 1960’s and 1970’s that were regarded as 
“buy and hold” stocks.

One basis point is equal to 1/100th of 1%, or 0.01%.

As of September 30, 2016 the holdings discussed represented the following percentages of the Funds- Level 3: 6.4% Partners, 6.4% 
Small-Cap, 5.5% Global; FedEx: 8.6% Partners, 6.3% Global; Wynn Resorts: 6.3% Partners, 5.9% Small-Cap, 5.9% Global; Melco 
International: 6.8% International, 6.0% Global; Cheung Kong: 4.8% Partners, 5.2% International, 4.7% Global. The following stocks 
discussed are not held in the Longleaf Partners Funds:  AT&T, Verizon, UPS, Las Vegas Sands, LINK. Fund holdings are subject to change 
and holding discussions are not recommendations to buy or sell any security. Current and future holdings are subject to risk. 

Funds distributed by ALPS Distributors, Inc.

LLP000532
Expires 2/15/17
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Industrials 24.4%
Consumer Discretionary 14.3
Energy 11.6
Materials 7.8
Telecommunication 6.4
Information Technology 6.2
Real Estate 4.8

Cash 24.5

Sector Composition 

 The Fund seeks to buy 18-22 competitively entrenched, financially strong, well-
managed companies whose stocks sell at deep discounts to intrinsic values. 

Southeastern Asset Management, founded in 1975, is an independent, Memphis-
based global firm managing $21.4 billion. Southeastern’s employees and related 
entities are the largest investors across the Longleaf Partners Funds. 

Performance at 9/30/16

   Total Return Average Annual Return
 - -—————————--                    --—————————————————————————————————— 

One Five Ten 15 20 Since
Qtr YTD Year Year Year Year Year Inception

Partners Fund 11.07% 18.32% 24.80% 11.39% 3.77% 6.52% 8.12% 10.44%

S&P 500 Index 3.85 7.84 15.43 16.37 7.24 7.15 7.91 9.48

Investment Approach  — Business, People, Price

Fund Management and Partnership

Holdings (14)
Activity* Weight

FedEx 8.6%

CK Hutchison -- 6.6

Level 3 Communications -- 6.4

Wynn Resorts 6.3

Alphabet 6.2

CONSOL Energy 6.2

Chesapeake Energy -- 5.4

LafargeHolcim 4.8

Cheung Kong Property -- 4.8

Scripps Networks 4.7

United Technologies 4.6

CNH Industrial 4.6

Ralph Lauren + 3.3

DuPont -- 3.0
Cash 24.5
Total 100.0%

Fund Profile
Investment Style US mid-large cap value

Ticker LLPFX

Inception Date April 8, 1987

Net Assets    $3.6 billion

Expense Ratio 0.93% 

Turnover (5 yr avg) 27.0% 
Weighted Average Market Cap. $69.6 billion

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The invest-
ment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or 
less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance data 
current to the most recent month end may be obtained by visiting longleafpartners.com.
Before investing in any Longleaf Partners fund, you should carefully consider the Fund’s investment objectives, risks, charges, and 
expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit longleafpart-
ners.com. Please read the Prospectus and Summary Prospectus carefully before investing.
RISKS 
The Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments at individual compa-
nies or due to general market and economic conditions. Also, because the Fund generally invests in 15 to 25 companies, share value 
could fluctuate more than if a greater number of securities were held. Mid-cap stocks held may be more volatile than those of larger 
companies. Holdings are subject to change and discussion of holdings are not a recommendation to buy or sell any security. Current 
and future holdings are subject to risk. 
Funds distributed by ALPS Distributors, Inc. 
S&P 500 Index – An index of 500 stocks are chosen for market size, liquidity and industry grouping, among other factors. The S&P is 
designed to be a leading indicating of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe. An 
index cannot be invested in directly.
The Fund’s expense ratio is subject to a fee waiver to the extent normal annual operating expenses exceed 1.5% of average annual net 
assets.

Performance Contribution 
 Portfolio 

Top Contributors Return Contribution

Chesapeake 112% 3.96%

LafargeHolcim 31 1.45

FedEx 15 1.23

 Portfolio 
Top Detractors Return Contribution

Level 3 -10% -0.62%

Contact Us  (800) 445-9469  �  longleafpartners.com

LLP000530 expires February 15, 2017

*Full eliminations include the following positions: Philips.



Longleaf Partners Fund delivered a hefty 11.07% in the third 
quarter, taking the year-to-date (YTD) return to 18.32%. In spite 
of above normal cash levels, our results far surpassed the S&P 
500 Index’s 3.85% return for the last three months and 7.84% 
for 2016. Over the last twelve months, the Fund has more than 
doubled our annual absolute goal of inflation plus 10% and 
outperformed the index.  

The sustained environment of slow economic growth and 
low interest rates has reduced capital costs associated with 
acquisitions and spurred consolidation that can increase 
not only revenues but margins. Most of our companies were 
positive contributors this quarter. Actual or anticipated 
successful integration of mergers and acquisitions, along with 
transactions that strengthened balance sheets, helped drive 
our strong performance. Chesapeake Energy sold assets and 
bought debt below face value. LafargeHolcim also reduced 
debt through asset sales and captured synergies from last 
year’s merger. FedEx raised guidance in anticipation of the 
benefits from its TNT acquisition and raised margins in its 
Ground and Express divisions. CK Hutchison gained approval 
for a merger that will create the largest mobile phone operator 
in Italy.  

Capable management partners deserve particular credit for 
achieving returns of this magnitude when economic growth 
rates are not powering earnings. Assessing and engaging 
with managements is an important part of our process with 
an emphasis on capital allocation options. We are gratified by 
the strong execution of our CEOs and boards as they focus on 
building value per share.  

Contributors/Detractors
(3Q portfolio return; 3Q Fund contribution)
Chesapeake (+112%; +4.0%), one of the largest U.S. producers 
of natural gas, oil, and natural gas liquids, was the top 
contributor to performance during the quarter. Early in the 
year we swapped our equity position for near-term bonds and 
preferred stocks which offered equity-like returns and a shorter 
horizon for value recognition. As management delivered good 
results, the bonds approached par. Consequently, we sold all 
of the remaining bonds over the last three months. On the 
final day of the quarter, we exchanged all of our preferreds 
into equity at a price well below our appraisal. In the quarter, 
both operating expenses and capital expenditures continued 
to improve, additional debt was retired below face value, and 

management reduced distribution costs through restructuring 
agreements with Williams and selling the Barnett assets. The 
company is pursuing more cost improvements and increased 
its asset sale target for the year to $2 billion after surpassing 
the original $1 billion goal. Asset sales plus proceeds from the 
recent upsized term loan and convertible debt offering, which 
raised more capital at better terms than expected, should cover 
the company’s obligations for at least three years. We remain 
confident that CEO Doug Lawler and Chesapeake’s board will 
continue to successfully navigate the company through this 
lower-for-longer commodity price environment.

LafargeHolcim (+31%; +1.5%), the world’s largest global 
cement, aggregates, and ready-mix concrete producer, was 
also a top contributor. During the quarter, CEO Eric Olsen 
and his management team made progress with respect to 
divestitures, merger synergies, and pricing. The company sold 
assets in India, Sri Lanka, and Vietnam at attractive prices. 
These sales coupled with previously announced transactions 
in South Korea, Saudi Arabia, and China got the company 
to its 2016 CHF3.5 billion divestiture goal ahead of schedule 
and helped LafargeHolcim reduce its debt from CHF18 billion 
to CHF13 billion in 2016. An announced CHF1.5 billion of 
additional divestitures are targeted for 2017, which will move 
the balance sheet to investment grade quality and allow 
management to return free cash flow (FCF) to shareholders. 
Expected synergies from last year’s merger between Lafarge 
and Holcim have come through on target with an expected 
CHF450 million this year. Industry cement pricing is moving 
in the right direction.  During the quarter, prices increased 
2.2% sequentially versus 1.2% in 1Q 2016 and -1.6% in 4Q 2015. 
LafargeHolcim now has higher prices in almost 70% of its 
markets versus 2015 levels. Even though volumes did not grow 
in all markets, higher prices and large cost savings resulted 
in strong earnings before interest, taxes, depreciation, and 
amortization (EBITDA). Despite the stock’s rise, the company 
remains one of the more undervalued securities in the 
portfolio.

FedEx (+15%; +1.2%), the global transportation and logistics 
company, was a leading contributor. The company reported 
strong results across the board, with an increase in margins 
in its Express and Ground divisions. Ground had 10% growth 
in average daily volumes year-over-year and announced a 
price increase of 4.9% in 2017, once again demonstrating the 
company’s strong pricing power even in a time of low inflation. 

Longleaf Partners 
Fund Commentary3Q16September 30, 2016

Average Annual Total Returns (9/30/16): Since Inception (4/8/87): 10.44%, Ten Year: 3.77%, Five Year: 11.39%; One Year: 24.80%

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more 
or less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance 
data current to the most recent month end may be obtained by visiting longleafpartners.com.

As reported in the Prospectus dated May 1, 2016, the total expense ratio for the Longleaf Partners Fund is 0.93%. The expense 
ratio is subject to fee waiver to the extent normal annual operating expenses exceed 1.50% of average annual net assets.



8

Management indicated that the integration of TNT, which 
the company acquired in May of this year, would generate 
at least $750 million of annual synergies across its network 
over the next few years. The company’s tax rate should also 
benefit from more profits based in Europe. The company raised 
guidance for fiscal year 2017 and continued to buy back shares. 
Our appraisal increased, and in spite of the price appreciation, 
the stock remains significantly discounted. 

CK Hutchison (+18%; +1.1%), the Hong Kong-based global 
conglomerate, was a top performer in the quarter. Following 
the initial shock of Brexit in late June, the company’s limited 
impact from a weaker pound became more apparent. 
Regulators rejected the company’s proposed acquisition of O2 
by its UK mobile phone business Three UK, but CK Hutchison 
received approval in September for the merger of Three Italia 
with Wind in a 50/50 joint venture between CK Hutchison and 
VimpelCom. This combination will create the largest mobile 
operator in Italy with approximately 37% market share versus 
the two remaining primary competitors. CK Hutchison expects 
at least 5 billion euros of synergies from this merger, with 
most to be delivered within three years of the transaction 
closing in the fourth quarter of 2016. These projected synergies 
exclude any upside from selling assets and spectrum, utilizing 
tax losses, or refinancing expensive debt. CK Hutchison’s 
European businesses grew nicely, and the company expects to 
see solid global growth, particularly in its telecom and retail 
segments. Li Ka-shing and his son, Victor, continue to build 
value for shareholders.

CONSOL Energy (+19%; +1.1%), the natural gas and 
Appalachian coal company, added to the Fund’s return. CEO 
Nick Deluliis and the board, led by Chairman Will Thorndike, 
continued to pursue monetization of assets with the goal of 
ultimately separating the coal and gas businesses. Following 
the disposition of its metallurgical coal assets in the first half 
of the year, CONSOL sold its high-cost Miller Creek and Fola 
mines to a privately owned buyer who valued them higher 
than we did. The company also lowered costs across all 
segments and delivered positive free cash flow once again.  
Higher coal and gas prices drove strong returns at CONSOL’s 
holdings in coal master limited partnership (MLP) CNXC and 
midstream pipeline MLP CNNX. Sales of other companies’ 
exploration and production assets in Appalachia highlighted 
the value of CONSOL’s assets.   

Level 3 Communications (-10%; -0.6%), the global fiber 
and integrated communications network company, was the 
Fund’s primary detractor in the third quarter. In spite of 
disappointing flat revenue growth, our appraisal increased 
with the company’s reported higher free cash flow coupon. 
In local currencies, the company’s Enterprise business 
grew across regions, with a particularly strong 10% rate in 
Latin America. Currency translations, however, created a 
significant drag in the quarter, turning Latin American and 
Europe, Middle East, Africa (EMEA) reported top line results 
negative. More importantly, total EBITDA in the quarter, as 
well as projections for the remainder of 2016, were exactly in 
line with expectations. The company’s growing cash position 
after over $260 million of free cash flow (FCF) in the quarter 

took net leverage to 3.5X EBITDA. We remain confident that 
CEO Jeff Storey and his team will continue to execute and will 
ultimately close the gap between the stock price and corporate 
value.

Portfolio Changes
We sold health and wellness company Philips in the quarter. 
Although we applaud actions management took over time 
to address the conglomerate discount, including the recent 
partial initial public offering of its lighting business, the 
execution took longer than expected and reduced our 
confidence in the case. Philips returned 159% over the course 
of our investment.

Outlook
After a multiyear bull market fueled by low interest rates, 
we continue to have difficulty finding new qualifiers. Our 
successful returns have meant portfolio sales as some holdings 
moved closer to our appraisals and became overweight. We 
managed to deliver double-digit returns in the quarter even 
though cash rose to 25%. Because our appraisals grew at many 
of our companies, the Fund remains attractively priced at a 
low-70s% price-to-value (P/V). We believe that the qualitative 
and financial strength of our companies will be important if 
faced with a more challenging environment, and our aligned 
partners in our competitively advantaged holdings will 
continue to deliver outsized returns over time.  

See following page for important disclosures.
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Before investing in any Longleaf Partners Fund, you should carefully consider the Fund’s investment objectives, risks, charges, 
and expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit 
longleafpartners.com.  Please read the Prospectus and Summary Prospectus carefully before investing.

RISKS

The Longleaf Partners Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments at 
individual companies or due to general market and economic conditions. Also, because the Fund generally invests in 15 to 25 companies, 
share value could fluctuate more than if a greater number of securities were held.  Mid-cap stocks held by the Fund may be more volatile 
than those of larger companies.  

The S&P 500 Index is an index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. The S&P is 
designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe.  An 
index cannot be invested in directly.

P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic 
values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee 
future results, and we caution investors not to give this calculation undue weight.  

Free Cash Flow (FCF) is a measure of a company’s ability to generate the cash flow necessary to maintain operations. Generally, it is 
calculated as operating cash flow minus capital expenditures.

EBITDA is a company’s earnings before interest, taxes, depreciation and amortization.

Brexit (“British exit”) refers to the June 23, 2016 referendum by British voters to leave the European Union.

As of September 30 2016, the holdings discussed represented the following percentages of the Longleaf Partners Fund: Chesapeake 
Energy, 5.4%; LafargeHolcim, 4.8%; FedEx, 8.6%; CK Hutchison, 6.6%; CONSOL, 6.2%; Level 3, 6.4%. Fund holdings are subject to 
change and holdings discussions are not recommendations to buy or sell any security. Current and future holdings are subject to risk.

Funds distributed by ALPS Distributors, Inc.

LLP000524

Expires 2/15/17



Longleaf Partners Small-Cap Fund



3Q16 Longleaf Partners 
Small-Cap Fund (Closed to New Investors)

September 30, 2016

  
Consumer Discretionary 29.4%
Industrials 8.4
Energy 8.3
Materials 7.5

Telecommunication Services 6.4
Information Technology 6.2
Real Estate 4.3
Financials 2.3

Cash 27.2

Sector Composition 

 The Fund seeks to buy 18-22 competitively entrenched, financially strong, well-
managed companies whose stocks sell at deep discounts to intrinsic values. 

Southeastern Asset Management, founded in 1975, is an independent, Memphis-
based global firm managing $21.4 billion. Southeastern’s employees and related 
entities are the largest investors across the Longleaf Partners Funds. 

Investment Approach  — Business, People, Price

Fund Management and Partnership

Holdings (18)
Activity* Weight

Level 3 Communications -- 6.4%

ViaSat 6.2

Liberty Media -- 6.0

Wynn Resorts 5.9

CONSOL Energy 5.8

Graham Holdings 5.0

Hopewell 4.8

OCI + 4.5

Scripps Networks 4.4

Rayonier 4.3

Tribune Media 3.6

Actuant 3.6

Deltic Timber 3.0

Undisclosed NEW 2.4

Everest Re 2.3

Neiman Marcus (bonds) 2.1

SEACOR + 1.3

Triangle Petroleum (bonds) 1.2

Cash 27.2

Total 100.0%

Fund Profile
Investment Style US small-cap value

Ticker LLSCX

Inception Date February 21, 1989

Net Assets    $4.1 billion

Expense Ratio 0.91% 

Turnover (5 yr avg) 28.0% 
Weighted Average Market Cap. $5.2 billion

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The invest-
ment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or 
less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance data 
current to the most recent month end may be obtained by visiting longleafpartners.com.
Before investing in any Longleaf Partners fund, you should carefully consider the Fund’s investment objectives, risks, charges, and 
expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit longleafpart-
ners.com. Please read the Prospectus and Summary Prospectus carefully before investing.
RISKS 
The Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments at individual 
companies or due to general market and economic conditions. Also, because the Fund generally invests in 15 to 25 companies, 
share value could fluctuate more than if a greater number of securities were held. Smaller company stocks may be more volatile 
with less financial resources than those of larger companies. Holdings are subject to change and discussion of holdings are not a 
recommendation to buy or sell any security. Current and future holdings are subject to risk. 
Funds distributed by ALPS Distributors, Inc. 
The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3,000 Index, which represents 
approximately 10% of the total market capitalization of the Russell 3000 Index. An index cannot be invested in directly. 
The Fund’s expense ratio is subject to a fee waiver to the extent normal annual operating expenses exceed 1.5% of average annual net 
assets.

Performance Contribution 
 Portfolio 

Top Contributors Return Contribution

Liberty Media 48% 2.18%

CONSOL 19 0.98

Chemtura 24 0.67

 Portfolio 
Top Detractors Return Contribution

Level 3 -10% -0.65%

Tribune Media -6 -0.25

Graham Holdings -1 -0.08

Contact Us  (800) 445-9469  �  longleafpartners.com

LLP000528 expires February 15, 2017

*Full eliminations include the following positions:
Chemtua and Vail Resorts.

Performance at 9/30/16

   Total Return Average Annual Return
 - -—————————--                    --—————————————————————————————————— 

One Five Ten 15 20 Since
Qtr YTD Year Year Year Year Year Inception

Small-Cap Fund 5.28% 15.97% 24.09% 16.49% 8.70% 11.05% 11.53% 11.05%

Russell 2000 Index 9.05 11.46 15.47 15.82 7.07 9.26 8.06 9.38



Longleaf Partners Small-Cap Fund gained a strong absolute 
15.97% return in the first nine months of 2016 after a 5.28% rise 
in the third quarter. By contrast, the Russell 2000 Index was 
up 11.46% year-to-date (YTD) and 9.05% over the last three 
months. Almost all of the Fund’s investments were positive 
contributors in the third quarter, but the large cash position 
dampened relative results in a quarter that comprised most of 
the index’s YTD return. The Fund’s longer term results, which 
include various periods with cash over 15%, outperformed the 
benchmark consistently.

The sustained environment of slow economic growth and 
low interest rates has reduced capital costs associated with 
acquisitions and spurred consolidation that can increase not 
only revenues but margins. Transactions were an important 
driver of the Fund’s results during the quarter. Our partners at 
Liberty Media struck an attractive deal to bring the Formula 
One brand into its stable of entertainment assets. The board 
and management at Chemtura found a buyer who would pay a 
fair price for the whole company. On a smaller scale, the team 
at CONSOL Energy continued to sell coal assets that were more 
valuable to buyers than to CONSOL.  

We have ongoing conversations with all of our management 
partners about ways they might take advantage of the 
environment to build value per share. The rewarding 
transactions in the recent quarter exemplify the benefit of 
partnering with capable managements and boards who focus 
on long-term value for shareholders. We believe our aligned 
partners across our competitively advantaged holdings will 
continue to deliver outsized returns over time.  

Contributors/Detractors 
(3Q portfolio return; 3Q Fund contribution)
Liberty Media Corporation (+48%; +2.2%), a holding 
company with interests in a broad range of entertainment 
businesses, was the largest contributor to the Fund’s return, 
and we trimmed shares to adjust the position weight. The 
biggest news was Liberty Media’s acquisition of a controlling 
interest in Formula One Group, which adds a global live 
sports brand with over 400 million unique viewers to Liberty 
Media’s properties. Formula One’s worldwide race schedule 
generates long-term contract revenue from broadcasting, event 
fees, and advertising. A key part of the acquisition was the 
appointment of Chase Carey as Formula One Group Chairman.  

Carey successfully led Southeastern’s great investment 
in DirecTV and also has a strong history in sports-related 
businesses from his time at News Corp. Prior to the Formula 
One announcement, the largest component of our Liberty 
Media appraisal was Live Nation Entertainment, which is 
34% owned by Liberty Media and is the largest ticketing and 
live entertainment company in the world. In the quarter, Live 
Nation reported double-digit yearly growth in ticket sales, 
driven partly by pricing power at Live Nation’s Ticketmaster 
brand. We believe Chairman John Malone and CEO Greg Maffei 
are among the best in the industry at capital allocation and 
driving value recognition for shareholders. 

Also a top contributor, CONSOL Energy (+19%; +1.0%), 
the natural gas and Appalachian coal company, added to 
the Fund’s return. CEO Nick Deluliis and the board, led by 
Chairman Will Thorndike, continued to pursue monetization 
of assets with the goal of ultimately separating the coal and 
gas businesses. Following the disposition of its metallurgical 
coal assets in the first half of the year, CONSOL sold its high-
cost Miller Creek and Fola mines to a privately owned buyer 
who valued them higher than we did. The company also 
lowered costs across all segments and delivered positive free 
cash flow (FCF) once again.  Higher coal and gas prices drove 
strong returns at CONSOL’s holdings in coal master limited 
partnership (MLP) CNXC and midstream pipeline MLP CNNX. 
Sales of other companies’ exploration and production assets in 
Appalachia highlighted the value of CONSOL’s assets.   

Chemtura (+24%; 0.7%), an industrial specialty chemical 
company, helped performance late in the quarter when the 
company announced it is being acquired for $33.50 per share, 
a 19% premium to the previous closing price. This price was 
in line with our appraisal, and we sold our stake after owning 
it for two years and making 52% on the investment. Our 
investment case centered around partnering with a strong 
board and CEO Craig Rogerson, who was executing a plan 
to sell non-core assets, strengthen the balance sheet, return 
cash to shareholders through repurchases, and ultimately 
drive value recognition. We are thankful to our management 
partners at Chemtura for diligently working for the benefit of 
shareholders.  

Hopewell Holdings (+15%; +0.7%), a Hong Kong-listed 
property company, reported impressive results, with rental 

Longleaf Partners 
Small-Cap Fund Commentary3Q16September 30, 2016

Average Annual Total Returns (09/30/16): Since Inception (2/21/89): 11.05%, Ten Year: 8.70%, Five Year: 16.49%, One Year: 24.09%

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more 
or less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance 
data current to the most recent month end may be obtained by visiting longleafpartners.com.

As reported in the Prospectus dated May 1, 2016, the total expense ratios for the Longleaf Partners Small-Cap Fund is 0.91%  The 
expense ratio is subject to fee waiver to the extent normal annual operating expenses exceed 1.50% of average annual net assets. 
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revenue up 10% and rental earnings before interest and 
taxes (EBIT) up 16% year-over-year. Additionally, 67% owned 
subsidiary Hopewell Highway increased its dividend by 
55%. Hopewell has net cash on its balance sheet. The firm 
exemplifies a central theme we see across Asian conglomerates 
- the transition from first generation founders to their western
educated heirs. Managing Director Thomas Wu, son of founder
Gordon Wu, received his undergraduate and MBA degrees in
the U.S. and has demonstrated a keen understanding of capital
markets and returning capital to shareholders. The company
has repurchased shares at discounted prices and has latent
dividend power that will show up in the coming years.

Level 3 Communications (-10%; -0.7%), the global fiber 
and integrated communications network company, was the 
primary detractor in the quarter. In spite of disappointing flat 
revenue growth, our appraisal increased with the company’s 
reported higher free cash flow coupon. In local currencies, 
the company’s Enterprise business grew across regions, with 
a particularly strong 10% rate in Latin America. Currency 
translations, however, created a significant drag in the quarter, 
turning Latin American and Europe, Middle East, Africa 
(EMEA) reported top line results negative. More importantly, 
total earnings before interest, taxes, depreciation and 
amortization (EBITDA) in the quarter, as well as projections for 
the remainder of 2016, were exactly in line with expectations. 
The company’s growing cash position after over $260 million 
of free cash flow (FCF) in the quarter took net leverage to 3.5X 
EBITDA. We remain confident that CEO Jeff Storey and his 
team will continue to execute and will ultimately close the gap 
between the stock price and corporate value.

Portfolio Changes
During the quarter, we initiated one new position. In addition 
to our sale of Chemtura discussed above, we exited Vail 
Resorts, the largest owner of ski resorts in the world, as the 
stock reached our estimate of fair value. We initiated the 
position almost six years ago at $38 per share. Although a 
cyclical business, we were attracted to Vail’s impossible-to-
replicate properties, history of pricing power, solid balance 
sheet, and margin of safety in its non-earning assets. Our 
final sales in the quarter were at over $150 per share. When 
considering our additions and trims to the position over time, 
our total gain while we owned the stock was over 300%. CEO 
Rob Katz proved to be an all-star partner at building value. 
He attracted more customers to Vail’s resorts through loyalty 
programs and seasonal passes and increased prices at twice 
the rate of inflation. He also made accretive acquisitions, with 
the biggest being the Park City Mountain Resort in Utah that 
Vail then connected with its Canyons Resort. The company 
sold most of its saleable real estate and exited some non-core 
businesses in the lodging segment. Katz strengthened Vail’s 
financial position and operating cash flow and productively 
returned capital to shareholders through increased dividends 
and share buybacks when the stock was discounted.  

Outlook
The stock market’s rise continued to make finding new 
qualifying opportunities difficult, and with our strong 
returns, we have sold or trimmed a number of businesses that 

became fully valued or overweight during the year. Because 
of our strong returns that drove successful portfolio sales, 
we anticipate a capital gain distribution that will be higher 
than normal. We strive to be as tax-efficient as possible, but 
adhere to our discipline of selling businesses when no margin 
of safety remains in its price. Estimates for the distribution 
amount will change over the next six weeks and will be 
updated on our website between now and the record date, 
November 15. As of September 30, the estimated distribution 
was approximately 16% of net asset value, with 97% long-
term.  

We have generated high absolute and relative returns YTD 
even though our cash throughout the year has stayed above 
20%, ending the quarter at 27%. We have found a few new 
qualifiers in spite of what we see as a fairly-to-over valued 
market. Several names are on deck, and we will use our 
available liquidity as we identify compelling investments.  
Even with the strong performance, the portfolio remains 
attractive with a price-to-value (P/V) in the low-70s%. We 
believe we have competitive businesses that will grow their 
values and management teams who will further enhance 
values per share over time.   

See following page for important disclosures.
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Before investing in any Longleaf Partners Fund, you should carefully consider the Fund’s investment objectives, risks, charges, 
and expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit 
longleafpartners.com.  Please read the Prospectus and Summary Prospectus carefully before investing.

RISKS

The Longleaf Small-Cap Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments at 
individual companies or due to general market and economic conditions. Also, because the Fund generally invests in 15 to 25 companies, 
share value could fluctuate more than if a greater number of securities were held. Smaller company stocks may be more volatile with less 
financial resources than those of larger companies.  

The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3,000 Index, which represents 
approximately 10% of the total market capitalization of the Russell 3000 Index. An index cannot be invested in directly.

P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic 
values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee 
future results, and we caution investors not to give this calculation undue weight.  

Free Cash Flow (FCF) is a measure of a company’s ability to generate the cash flow necessary to maintain operations. Generally, it is 
calculated as operating cash flow minus capital expenditures.

EBIT is a company’s earnings before interest and taxes.

EBITDA is a company’s earnings before interest, taxes, depreciation and amortization.

Brexit (“British exit”) refers to the June 23, 2016 referendum by British voters to leave the European Union.

“Margin of Safety” is a reference to the difference between a stock’s market price and Southeastern’s calculated appraisal value.  It is not 
a guarantee of investment performance or returns.

As of September 30,2016, the holdings discussed represented the following percentages of the Longleaf Partners Small-Cap Fund: 
Liberty Media, 6.0%; CONSOL, 5.8%; Hopewell Holdings, 4.8%; Level 3, 6.4%. The following stocks discussed are not held in the Fund: 
DirecTV and News Corp. Fund holdings are subject to change and holding discussions are not recommendations to buy or sell any 
security. Current and future holdings are subject to risk.

Funds distributed by ALPS Distributors, Inc.

LLP000525

Expires 2/15/17



Longleaf Partners International Fund



  
Materials 21.6%
Real Estate 14.9
Consumer Discretionary 12.5
Industrials 8.3
Financials 8.3
Information Technology 4.4
Consumer Staples 2.6

Cash 27.4*

Sector Composition

 The Fund seeks to buy 18-22 competitively entrenched, financially strong, well-
managed companies whose stocks sell at deep discounts to intrinsic values. 

Southeastern Asset Management, founded in 1975, is an independent, Memphis-
based global firm managing $21.4 billion. Southeastern’s employees and related 
entities are the largest investors across the Longleaf Partners Funds. 

Performance at 9/30/16

   Total Return Average Annual Return
 - -—————————--                    --—————————————————————————————————— 

One Five Ten 15 20 Since
Qtr YTD Year Year Year Year Year Inception

International Fund 12.55% 12.55% 16.86% 6.65% 1.41% 4.37%         na 7.17%

MSCI EAFE Index 6.43 1.73 6.52 7.39 1.82 5.81            na 4.06

Investment Approach  — Business, People, Price

Fund Management and Partnership

Holdings (17)
Activity** Weight

EXOR -- 8.3%

LafargeHolcim   7.8

CK Hutchison 7.3

Melco International -- 6.8

Great Eagle -- 6.0

Cheung Kong Property 5.2

CEMEX (bonds) 4.9

OCI 4.4

Baidu 4.4

Sika -- 4.0

K. Wah International -- 3.7

C&C + 2.6

Vivendi 2.6

Genting Singapore 2.1

Genting Berhad (warrants) 1.0*

Applus Services 1.0

MLog 0.5
Cash 27.4*
Total 100.0%

Fund Profile
Investment Style International value

Ticker LLINX

Inception Date October 26, 1998

Net Assets    $1.1 billion

Expense Ratio 1.28% 

Turnover (5 yr avg) 35.0% 
Weighted Average Market Cap. $18.5 billion

Performance Contribution 
 Portfolio 

Top Contributors Return Contribution

Melco 42% 2.43%

LafargeHolcim 31 2.08

CK Hutchison 18 1.20

 Portfolio 
Top Detractors Return Contribution

Genting Berhad -8% -0.15%

MLog -11 -0.07

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The invest-
ment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or 
less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance data 
current to the most recent month end may be obtained by visiting longleafpartners.com.
Before investing in any Longleaf Partners fund, you should carefully consider the Fund’s investment objectives, risks, charges, and 
expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit longleaf-
partners.com. Please read the Prospectus and Summary Prospectus carefully before investing.
RISKS 
The Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments at individual compa-
nies or due to general market and economic conditions. Also, because the Fund generally invests in 15 to 25 companies, share value 
could fluctuate more than if a greater number of securities were held. Investing in non-U.S. securities may entail risk due to non-U.S. 
economic and political developments, exposure to non-U.S. currencies, and different accounting and financial standards. These risks 
may be higher when investing in emerging markets.  
Funds distributed by ALPS Distributors, Inc.  
MSCI EAFE Index (Europe, Australasia, Far East) is a broad based, unmanaged equity market index designed to measure the equity 
market performance of 22 developed markets, excluding the US & Canada. An index cannot be invested in directly. 
The expense ratio is subject to a fee waiver to the extent the Fund’s normal annual operating expenses exceed 1.75% of average annual net as-
sets. LLP000529 expires February 15, 2017

Regional Composition

Asia ex-Japan 36.5%

Europe ex-UK 30.7

North America 4.9

Latin America 0.5

Cash 27.4*

*Weightings adjusted for close of warrants and purchase of underlying stock: Genting
Berhad, 5.8% and Cash, 22.6%  Detailed information on these positions is available at
longleafpartners.com.

3Q16September 30, 2016

Contact Us  (800) 445-9469  �  longleafpartners.com

Longleaf Partners
International Fund

**Full eliminations include the following positions: 
adidas, Philips, and SoftBank.



Longleaf Partners International Fund meaningfully 
outperformed the index in the third quarter with a return of 
12.55%, nearly double the 6.43% return of the MSCI EAFE. 
Year-to-date, the Fund has risen 12.55%, far surpassing MSCI 
EAFE’s 1.73% return in the same period.

The sustained environment of slow global economic growth 
and low interest rates has reduced capital costs associated 
with acquisitions and spurred consolidation that can increase 
not only revenues but margins. Most of our companies were 
positive contributors this quarter. Actual or anticipated 
successful integration of mergers and acquisitions, along 
with transactions that strengthened balance sheets, helped 
drive our strong performance. Melco International benefitted 
from consolidating Melco Crown’s results in its financial 
reporting, after increasing its ownership stake in the second 
quarter. LafargeHolcim reduced debt through asset sales and 
captured synergies from last year’s merger. CK Hutchison 
gained approval for a merger that will create the largest mobile 
phone operator in Italy. Additional smart management action, 
including EXOR’s moving its headquarters from Italy to the 
Netherlands, has also been rewarded by the market.  

Capable management partners deserve particular credit 
for achieving returns of this magnitude when economic 
growth rates are not powering earnings.  We take a long-
term ownership mindset to investing, and we consistently 
engage with our management teams to encourage them to 
take advantage of the environment to build value per share. 
Our strong performance this year highlights the benefits of 
partnering with aligned management teams that are focused 
on growing value, and we believe our partners will continue 
to drive strong performance in this uncertain environment. 
Our partners at Hong Kong real estate companies have a 
particularly compelling opportunity today, as historic low 
interest rates have resulted in record high prices of Hong Kong 
real estate. The spread between cap rates implied in the stock 
price of property companies and cap rates at which physical 
properties transact has rarely been as wide as it is in Hong 
Kong, and we are encouraging our management partners to 
take advantage of this once in a lifetime opportunity to sell 
property at these levels.

The historically low interest rate environment has impacted 
our portfolio positioning and future opportunity set. We 
trimmed or sold several positive performers, and our cash 

balance has grown as a result. Cash was the only significant 
detractor from relative performance in the quarter. However, 
we believe this heightened cash level is temporary, as we have 
a solid on-deck list of potential qualifying investments in 
Europe and Asia where we could quickly put capital to work. 
Despite posting a strong quarter of performance, Hong Kong, 
Japan, and other Asian markets remain attractively discounted 
on an absolute and relative basis. European markets are 
less broadly discounted than Asia, but we are working on a 
number of businesses that are discounted for company-specific 
reasons, rather than broad market cheapness. Continued 
uncertainty of what Brexit will mean for European markets 
over the longer term should lead to further volatility and create 
opportunities to buy high quality businesses at a discount.

Contributors/Detractors
(3Q portfolio return; 3Q Fund contribution)
Melco International (+42%; 2.4%), the Macau casino and 
hotel operator, was the Fund’s top contributor in the quarter. 
After Melco International (Melco) increased its ownership of 
Melco Crown (MPEL) to 38% last quarter, Melco’s subsequent 
consolidation of MPEL’s results in its financial reporting 
nearly doubled book value per share. Melco’s share price also 
benefitted from an easing of headwinds in Macau, as industry 
gross gaming revenues hit an inflection point in August and 
grew (+1.1% year-over-year) for the first time in 26 months. The 
industry continues its transition from VIP to mass gaming 
focus, and Melco, with CEO Lawrence Ho as our partner, is 
well-positioned as a leader in the higher margin, fast growing 
mass gaming business.  The stock remains among our more 
discounted in the portfolio.

LafargeHolcim (+31%, +2.1%), the world’s largest global 
cement, aggregates, and ready-mix concrete producer, was 
also a top contributor. During the quarter, CEO Eric Olsen 
and his management team made progress with respect to 
divestitures, merger synergies, and pricing. The company sold 
assets in India, Sri Lanka, and Vietnam at attractive prices. 
These sales, coupled with previously announced transactions 
in South Korea, Saudi Arabia and China, got the company to 
its 2016 Swiss Franc (CHF)3.5 billion divestiture goal ahead 
of schedule and helped LafargeHolcim reduce its debt from 
CHF18 billion to 13 billion in 2016. An announced CHF1.5 
billion of additional divestitures are targeted for 2017, which 
will move the balance sheet to investment grade quality and 

Longleaf Partners 
International Fund Commentary3Q16September 30, 2016

Average Annual Total Returns (9/30/16): Since Inception (10/26/98): 7.17%, Ten Year: 1.41%, Five Year: 6.65%, One Year: 16.86%

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more 
or less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance 
data current to the most recent month end may be obtained by visiting longleafpartners.com.

As reported in the Prospectus dated May 1, 2016, the total expense ratio for the Longleaf Partners International Fund is 1.28%. 
The expense ratio is subject to fee waiver to the extent normal annual operating expenses exceed 1.75% of average annual net 
assets.
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allow management to return free cash flow to shareholders. 
Expected synergies from last year’s merger between Lafarge 
and Holcim have come through on target with an expected 
CHF450 million this year.  Industry cement pricing is moving 
in the right direction.  During the quarter, prices increased 
2.2% sequentially versus 1.2% in 1Q 2016 and -1.6% in 4Q 2015. 
LafargeHolcim now has higher prices in almost 70% of its 
markets versus 2015 levels. Even though volumes did not grow 
in all markets, higher prices and large cost savings resulted 
in strong earnings before interest, taxes, depreciation, and 
amortization (EBITDA). Despite the stock’s rise, the company 
remains one of the more undervalued securities in the 
portfolio.

CK Hutchison (+18%; 1.2%), the Hong Kong-based global 
conglomerate, was another top performer in the quarter.  
Following the initial shock of Brexit in late June, the 
company’s limited impact from a weaker pound became more 
apparent. After regulators rejected the company’s proposed 
acquisition of O2 by its UK mobile phone business Three UK, 
CK Hutchison received approval in September for the merger 
of Three Italia with Wind in a 50/50 joint venture between 
CK Hutchison and VimpelCom. This combination will create 
the largest mobile operator in Italy with approximately 37% 
market share versus the two remaining primary competitors. 
CK Hutchison expects at least 5 billion euros of synergies from 
this merger, with most to be delivered within three years of 
the transaction closing in the fourth quarter of 2016. These 
projected synergies exclude any upside from selling assets and 
spectrum, utilizing tax losses, or refinancing expensive debt. 
CK Hutchison’s European businesses grew nicely, and the 
company expects to see solid global growth, particularly in its 
telecom and retail segments.  Li Ka-shing and his son, Victor, 
continue to build value for shareholders.

Portfolio Changes
We exited three successful holdings during the quarter. 
Currency translation to U.S. dollars dampened the return 
on our investment in euro-denominated businesses Philips 
and adidas. We sold health and wellness company Philips. 
Although we applaud actions management has taken over 
time to address the conglomerate discount, including the 
recent partial initial public offering of its lighting business, 
the execution has taken longer than expected and reduced our 
confidence in the case. Philips added 76% in local currency 
(euro) and 40% in U.S. dollar terms in the same period. 

We sold our successful investment in German-based global 
sportswear and equipment brand adidas as it approached 
our appraisal. We engaged in a productive dialogue with the 
company after we initiated the position in August 2014. Over 
that time, adidas grew revenues, operating profits, and net 
income, sold or sought buyers for non-core segments including 
Rockport, hockey, and golf, repurchased five percent of the 
company at substantially discounted prices, replaced the CEO, 
and added two highly qualified investors to the Supervisory 
Board, one of whom we proposed. In the Fund’s two year 
holding period, adidas returned 122% (in USD), which would 
have been higher if the dollar had not strengthened against 
the euro.  

We also exited SoftBank, the Japan-based diversified telecom 
and technology company. In June, President and heir-apparent 
Nikesh Arora unexpectedly resigned after CEO Masayoshi Son 
announced his intention to remain CEO for the next 10 years. 
We viewed Arora as important to SoftBank’s capital discipline. 
Not long after his departure, the company announced the 
purchase of U.K.-based microchip business ARM Holdings 
for $32 billion or 44 times earnings. The change in leadership 
combined with the transformative acquisition of a business 
with a competitive advantage that we find difficult to assess 
over the long term led us to sell the position. SoftBank added 
19% since we bought it in March 2015.

Outlook
The International Fund sells for a price-to-value in the mid-
60s%, and appraisals grew for several of our businesses in 
the quarter. Cash levels grew to 27% as we sold and trimmed 
strong performers, but we believe we will continue to find new 
qualifiers in Europe and Asia. We delivered strong double-digit 
returns, even with the larger than average cash balance. Our 
future returns are not dependent on higher interest rates or 
economic growth. The qualitative and financial strength of our 
companies, along with continued value-additive action from 
our capable management partners, should drive our long-term 
performance

See following page for important disclosures.
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Before investing in any Longleaf Partners Fund, you should carefully consider the Fund’s investment objectives, risks, charges, 
and expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit 
longleafpartners.com.  Please read the Prospectus and Summary Prospectus carefully before investing.

RISKS

The Longleaf Partners International Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to 
developments at individual companies or due to general market and economic conditions. Also, because the Fund generally invests in 15 
to 25 companies, share value could fluctuate more than if a greater number of securities were held. Investing in non-U.S. securities may 
entail risk due to non-US economic and political developments, exposure to non-US currencies, and different accounting and financial 
standards. These risks may be higher when investing in emerging markets.  

MSCI EAFE Index (Europe, Australasia, Far East) is a broad based, unmanaged equity market index designed to measure the equity 
market performance of 22 developed markets, excluding the US & Canada. An index cannot be invested in directly.

P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic 
values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee 
future results, and we caution investors not to give this calculation undue weight.

EBITDA is a company’s earnings before interest, taxes, depreciation and amortization. 

Brexit (“British exit”) refers to the June 23, 2016 referendum by British voters to leave the European Union.

As of September 30, 2016, the holdings discussed represented the following percentages of the Longleaf Partners International Fund: 
Melco, 6.8%; Lafarge Holcim,7.8%; CK Hutchison, 7.3%; EXOR, 8.3%. Fund holdings are subject to change and holding discussions are 
not recommendations to buy or sell any security. Current and future holdings are subject to risk.

Funds distributed by ALPS Distributors, Inc.

LLP000526

Expires 2/15/17
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Holdings (18)
Activity** Weight

Chesapeake Energy 11.7%

LafargeHolcim 6.7

FedEx 6.3

CK Hutchison + 6.3

Melco International 6.0

Wynn Resorts 5.9

Level 3 Communications -- 5.5

EXOR -- 4.8

Cheung Kong Property 4.7

United Technologies 4.3

Alphabet 4.2

OCI 3.8

K. Wah International -- 3.5

Hopewell 2.8

CNH Industrial 2.7

CONSOL Energy 2.6

Genting Berhad (equity/warrants)  1.9*

Genting Singapore 1.2
Cash 15.1*
Total 100.0%

Fund Profile
Investment Style Global value

Ticker LLGLX

Inception Date December 27, 2012

Net Assets    $0.2 billion

Expense Ratio*** 1.54% 

Turnover (5 yr avg) na
Weighted Average Market Cap. $45.8 billion

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The invest-
ment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or 
less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance data 
current to the most recent month end may be obtained by visiting longleafpartners.com.
Before investing in any Longleaf Partners fund, you should carefully consider the Fund’s investment objectives, risks, charges, and 
expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit longleaf-
partners.com. Please read the Prospectus and Summary Prospectus carefully before investing.
RISKS 
The Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments at individual compa-
nies or due to general market and economic conditions. Also, because the Fund generally invests in 15 to 25 companies, share value 
could fluctuate more than if a greater number of securities were held. Investing in non-U.S. securities may entail risk due to non-US 
currencies and different accounting and financial standards. These risks may be higher when investing in emerging markets. Holdings 
are subject to change and discussion of holdings are not a recommendation to buy or sell any security. Current and future holdings 
are subject to risk.  
Funds distributed by ALPS Distributors, Inc.  
MSCI World Index is a broad-based, unmanaged equity market index designed to measure the equity market performance of 24 devel-
oped markets, including the United States.  An index cannot be invested in directly. LLP000531 expires February 15, 2017
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Longleaf Partners
Global Fund

Performance at 9/30/16

   Total Return Average Annual Return
 - -—————————--                    --—————————————————————————————————— 

One Five Ten 15 20 Since
Qtr YTD Year Year Year Year Year Inception

Global Fund           17.71% 18.54% 25.74%         na               na               na              na 5.75%

MSCI World Index 4.87 5.55 11.36            na                na                na              na 9.23

  
Industrials 22.4%
Consumer Discretionary 15.0
Energy 14.3
Materials 10.5
Real Estate 8.2
Telecommunication Services 5.5
Financials 4.8
Information Technology 4.2
Cash 15.1*

Sector Composition

 The Fund seeks to buy 18-22 competitively entrenched, financially strong, well-
managed companies whose stocks sell at deep discounts to intrinsic values. 

Southeastern Asset Management, founded in 1975, is an independent, Memphis-
based global firm managing $21.4 billion. Southeastern’s employees and related 
entities are the largest investors across the Longleaf Partners Funds. 

Investment Approach  — Business, People, Price

Fund Management and Partnership

Performance Contribution 
 Portfolio 

Top Contributors Return Contribution

Chesapeake 113% 7.74%

Melco 42 1.98

LafargeHolcim 31 1.81

 Portfolio 
Top Detractors Return Contribution

Level 3 -10% -0.63%

Genting Berhad -8 -0.20

CNH Industrial -1 -0.04

Regional Composition

North America 40.5%

Asia ex-Japan 26.4 

Europe ex-UK 18.0

Cash 15.1*

*Weightings adjusted for close of warrants and pur-
chase of underlying stock:
Genting Berhad, 5.9% and Cash, 11.1%.
**Full eliminations include the following positions: 
adidas, Philips, and SoftBank.

***Beginning May 1, 2016, Southeastern has agreed to waive fees and/or reimburse 
expenses so that Global Fund Total Annual Fund Operating Expenses (excluding interest, 
taxes, brokerage commissions and extraordinary expenses) do not exceed 1.2% of aver-
age net assets on an annualized basis. This voluntary waiver or reimbursement may be 
discontinued at any time.



Longleaf Partners Global Fund has more than tripled the 
returns of the MSCI World in the third quarter and for the 
year. The Fund delivered 17.71% in the quarter, taking year to 
date returns to 18.54%. The index returned 4.87% and 5.55% 
respectively in the same periods.    

The sustained environment of slow economic growth and 
low interest rates has reduced capital costs associated with 
acquisitions and spurred consolidation that can increase 
not only revenues but margins. Most of our companies were 
positive contributors this quarter. Actual or anticipated 
successful integration of mergers and acquisitions, along 
with transactions that strengthened balance sheets, helped 
drive our strong performance. Chesapeake Energy sold 
assets and bought debt below face value. LafargeHolcim also 
reduced debt through asset sales and captured synergies 
from last year’s merger. Melco International benefitted from 
consolidating Melco Crown’s results in its financial reporting, 
after increasing its ownership stake in the second quarter. CK 
Hutchison gained approval for a merger that will create the 
largest mobile phone operator in Italy. FedEx raised guidance 
in anticipation of the benefits from its TNT acquisition and 
raised margins in its Ground and Express divisions. Additional 
smart management action, including EXOR’s moving its 
headquarters from Italy to the Netherlands, has also been 
rewarded by the market.  

Our management partners are focused on growing value per 
share, and their intelligent capital allocation choices have 
been a key driver of our outsized returns, as the market has 
recognized business fundamentals. We maintain an ongoing, 
engaged dialogue with our management teams, and we believe 
our partners will continue to drive strong performance, even 
in an environment where economic growth rates are not 
powering earnings.

Contributors/Detractors 
(3Q portfolio return; 3Q Fund contribution)
Chesapeake (+113%; +7.7%), one of the largest U.S. producers 
of natural gas, oil, and natural gas liquids, was the top 
contributor to performance during the quarter. Early in the 
year we swapped our equity position for near-term bonds and 
preferred stocks which offered equity-like returns and a shorter 
horizon for value recognition. As management delivered good 
results, the bonds approached par. Consequently, we sold all 
of the remaining bonds over the last three months. On the final 

day of the quarter, we exchanged all of our preferred stocks 
into equity at a price well below our appraisal. In the quarter, 
both operating expenses and capital expenditures continued 
to improve, additional debt was retired below face value, and 
management reduced distribution costs through restructuring 
agreements with Williams and selling the Barnett assets. The 
company is pursuing more cost improvements and increased 
its asset sale target for the year to $2 billion after surpassing 
the original $1 billion goal. Asset sales plus proceeds from the 
recent upsized term loan and convertible debt offering, which 
raised more capital at better terms than expected, should cover 
the company’s obligations for at least three years. We remain 
confident that CEO Doug Lawler and Chesapeake’s board will 
continue to successfully navigate the company through this 
lower-for-longer commodity price environment.

Melco International (+42%; +2.0), the Macau casino and hotel 
operator, added to results during the quarter. After Melco 
International (Melco) increased its ownership of Melco Crown 
(MPEL) to 38% last quarter, Melco’s subsequent consolidation 
of MPEL’s results in its financial reporting nearly doubled 
book value per share. Melco’s share price also benefitted 
from an easing of headwinds in Macau, as industry gross 
gaming revenues hit an inflection point in August and grew 
(+1.1% year-over-year) for the first time in 26 months. The 
industry continues its transition from VIP to mass gaming 
focus, and Melco, with CEO Lawrence Ho as our partner, is 
well-positioned as a leader in the higher margin, fast growing 
mass gaming business.  The stock remains among our more 
discounted in the portfolio.

LafargeHolcim (+31%, +1.8%), the world’s largest global 
cement, aggregates, and ready-mix concrete producer, was 
another top contributor. During the quarter, CEO Eric Olsen 
and his management team made progress with respect to 
divestitures, merger synergies, and pricing. The company sold 
assets in India, Sri Lanka, and Vietnam at attractive prices.  
These sales coupled with previously announced transactions 
in South Korea, Saudi Arabia, and China got the company to 
its 2016 Swiss Franc (CHF)3.5 billion divestiture goal ahead 
of schedule and helped LafargeHolcim reduce its debt from 
CHF18 billion to CHF13 billion in 2016. An announced CHF1.5 
billion of additional divestitures are targeted for 2017, which 
will move the balance sheet to investment grade quality 
and allow management to return free cash flow (FCF) to 
shareholders. Expected synergies from last year’s merger 

Longleaf Partners 
Global Fund Commentary3Q16September 30, 2016

Average Annual Total Returns (09/30/16): Since Inception (12/27/12): 5.75%, Ten Year: na%, Five Year: na%, One Year: 25.74%

Returns reflect reinvested capital gains and dividends but not the deduction of taxes an investor would pay on distributions or share 
redemptions. Performance data quoted represents past performance; past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more 
or less than their original cost. Current performance of the fund may be lower or higher than the performance quoted. Performance 
data current to the most recent month end may be obtained by visiting longleafpartners.com.

As reported in the Prospectus dated May 1, 2016, the total expense ratio for the Longleaf Partners Global Fund is 1.54%. The 
expense ratio is subject to fee waiver to the extent normal annual operating expenses exceed 1.65% of average annual net assets. 
Effective May 1, 2016, Southeastern agreed to voluntarily reduce the expense limit to 1.20%. This voluntary fee waiver for the 
Global Fund may be discontinued at any time.

DBF_Ten Year LLGL
DBF_Five Year LLGL
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between Lafarge and Holcim have come through on target 
with an expected CHF450 million this year. Industry cement 
pricing is moving in the right direction.  During the quarter, 
prices increased 2.2% sequentially versus 1.2% in 1Q 2016 
and -1.6% in 4Q 2015. LafargeHolcim now has higher prices 
in almost 70% of its markets versus 2015 levels. Even though 
volumes did not grow in all markets, higher prices and large 
cost savings resulted in strong earnings before interest, taxes, 
depreciation, and amortization (EBITDA). Despite the stock’s 
rise, the company remains one of the more undervalued 
securities in the portfolio.

CK Hutchison (+18%; +1.1%), the Hong Kong-based global 
conglomerate, was a top performer in the quarter. Following 
the initial shock of Brexit in late June, the company’s limited 
impact from a weaker pound became more apparent. After 
regulators rejected the company’s proposed acquisition of 
O2 by its UK mobile phone business Three UK, CK Hutchison 
received approval in September for the merger of Three Italia 
with Wind in a 50/50 joint venture between CK Hutchison and 
VimpelCom. This combination will create the largest mobile 
operator in Italy with approximately 37% market share versus 
the two remaining primary competitors. CK Hutchison expects 
at least 5 billion euros of synergies from this merger, with 
most to be delivered within three years of the transaction 
closing in the fourth quarter of 2016. These projected synergies 
exclude any upside from selling assets and spectrum, utilizing 
tax losses, or refinancing expensive debt. CK Hutchison’s 
European businesses grew nicely, and the company expects to 
see solid global growth, particularly in its telecom and retail 
segments.  Li Ka-shing and his son, Victor, continue to build 
value for shareholders.

Level 3 Communications (-10%; -0.6%), the global fiber and 
integrated communications network company, was the Fund’s 
primary detractor in the quarter. In spite of disappointing 
flat revenue growth, our appraisal increased with the 
company’s reported higher free cash flow coupon. In local 
currencies, the company’s Enterprise business grew across 
regions, with a particularly strong 10% rate in Latin America. 
Currency translations, however, created a significant drag 
in the quarter, turning Latin American and Europe, Middle 
East, Africa (EMEA) reported top line results negative. More 
importantly, EBITDA in the quarter, as well as projections for 
the remainder of 2016, were exactly in line with expectations. 
The company’s growing cash position after over $260 million 
of free cash flow FCF in the quarter took net leverage to 3.5X 
EBITDA. We remain confident that CEO Jeff Storey and his 
team will continue to execute and will ultimately close the gap 
between the stock price and corporate value.

Portfolio Changes
We exited three successful holdings during the quarter. 
Currency translation to U.S. dollar dampened the return on 
our investment in euro-denominated businesses Philips and 
adidas. We sold health and wellness company Philips in the 
quarter. Although we applaud actions management has taken 
over time to address the conglomerate discount, including the 
recent partial initial public offering of its lighting business, 
the execution has taken longer than expected and reduced our 

confidence in the case. Currency translation dampened the 
return on our investment over the full holding period. In local 
currency (euro), Philips returned 35% and 14% in U.S. dollar 
terms over the same period.

We sold our successful investment in German-based global 
sportswear and equipment brand adidas as it approached 
our appraisal. We engaged in a productive dialogue with the 
company after we initiated the position in August 2014. Over 
that time, adidas grew revenues, operating profits, and net 
income, sold or sought buyers for non-core segments including 
Rockport, hockey, and golf, repurchased five percent of the 
company at substantially discounted prices, replaced the CEO,  
and added two highly qualified investors to the Supervisory 
Board, one of whom we proposed. In the Fund’s two year 
holding period, adidas returned 104% (in USD), which would 
have been higher if the dollar had not strengthened against 
the euro.   

We also exited SoftBank, the Japan-based diversified telecom 
and technology company. In June, President and heir-apparent 
Nikesh Arora unexpectedly resigned after CEO Masayoshi Son 
announced his intention to remain CEO for the next 10 years.  
We viewed Arora as important to SoftBank’s capital discipline.  
Not long after his departure, the company announced the 
purchase of U.K.-based microchip business ARM Holdings 
for $32 billion or 44 times earnings. The change in leadership 
combined with the transformative acquisition of a business 
with a competitive advantage that we find difficult to assess 
over the long term led us to sell the position. SoftBank added 
9% in our relatively short holding period.  

Outlook
The historically low interest rate environment has impacted 
our portfolio positioning and future opportunity set. Because 
our appraisals grew at many of our companies, the Fund 
remains attractively priced at a mid-60s% price-to-value (P/V). 
We trimmed or sold several positive performers, and our cash 
balance has grown as a result. The multiyear bull market 
in the U.S. has made it difficult to find new opportunities. 
However, Hong Kong, Japan, and other Asian markets – 
despite posting a strong third quarter of performance – remain 
attractively discounted on an absolute and relative basis. 
European markets are less broadly discounted than Asia, but 
we see some opportunities that are discounted for company-
specific reasons, rather than broad market cheapness. 
Continued uncertainty of what Brexit will mean for European 
markets over the longer term should lead to further volatility 
and create opportunities to buy high quality businesses at 
a discount. We believe we have competitive businesses that 
will grow their values and management teams who will drive 
further strong performance over time.

See following page for important disclosures.
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Before investing in any Longleaf Partners Fund, you should carefully consider the Fund’s investment objectives, risks, charges, 
and expenses. For a current Prospectus and Summary Prospectus, which contain this and other important information, visit 
longleafpartners.com.  Please read the Prospectus and Summary Prospectus carefully before investing.

RISKS

The Longleaf Partners Global Fund is subject to stock market risk, meaning stocks in the Fund may fluctuate in response to developments 
at individual companies or due to general market and economic conditions. Also, because the Fund generally invests in 15 to 25 
companies, share value could fluctuate more than if a greater number of securities were held. Investing in non-U.S. securities may 
entail risk due to non-US economic and political developments, exposure to non-US currencies, and different accounting and financial 
standards. These risks may be higher when investing in emerging markets. 

MSCI World Index is a broad-based, unmanaged equity market index designed to measure the equity market performance of 24 
developed markets, including the United States.  An index cannot be invested in directly.

P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic 
values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee 
future results, and we caution investors not to give this calculation undue weight.  

Free Cash Flow (FCF) is a measure of a company’s ability to generate the cash flow necessary to maintain operations. Generally, it is 
calculated as operating cash flow minus capital expenditures.

EBITDA is a company’s earnings before interest, taxes, depreciation and amortization.

Brexit (“British exit”) refers to the June 23, 2016 referendum by British voters to leave the European Union.

As of September 30, 2016, the holdings discussed represented the following percentages of the Longleaf Partners Global Fund: 
Chesapeake, 11.7%; Melco, 6.0%; LafargeHolcim, 6.7%; CK Hutchison,6.3%; Level 3, 5.5%; FedEx, 6.3%; EXOR, 4.8%. Fund holdings are 
subject to change and holding discussions are not recommendations to buy or sell any security. Current and future holdings are subject 
to risk.

Funds distributed by ALPS Distributors, Inc.

LLP000527

Expires 2/15/17
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