
                                                                                                                                                                                           

We hope that investors will find FPA commentaries helpful to understand application of the same investment 

discipline in various markets, and can refer to particular items that interest them. 

You should consider the Fund’s investment objectives, risks, and charges and expenses carefully 

before you invest. The Prospectus details the Fund's objective and policies, sales charges, and other 

matters of interest to the prospective investor. Please read this Prospectus carefully before investing. 

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

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

Average Annual Total Returns 

As of March 31, 2013 

 

Fund/Index MTD YTD 1 Year 3 Years** 5 Years** 10 Years** 

       FPA Paramount 3.32% 11.76% 16.14% 13.07% 8.86% 12.10% 

       Russell 2500  4.43% 12.85% 17.73% 14.59% 9.02% 12.30% 

       MSCI World 2.34% 7.73% 11.85% 8.46% 2.23% 8.88% 

** Annualized.  
A redemption fee of 2.00% will be imposed on redemptions within 90 days. Expense ratio is 0.94% as of most recent prospectus. 

Past performance is no guarantee of future results and current performance may be higher or lower 

than the performance shown. This data represents past performance and investors should 

understand that investment returns and principal values fluctuate, so that when you redeem your 

investment it may be worth more or less than its original cost. Current month-end performance data 

may be obtained by calling toll-free, 1-800-982-4372.  

To view portfolio holdings from the most recent quarter end, please refer to the end of this document or at 
www.fpafunds.com.  

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

The discussions of Fund investments represent the views of the Fund's managers at the time of each report 

and are subject to change without notice. These views may not be relied upon as investment advice or as an 

indication of trading intent on behalf of any First Pacific Advisors portfolio.  Security examples featured are 

samples for presentation purposes and are intended to illustrate our investment philosophy and its 

application.  It should not be assumed that most recommendations made in the future will be profitable or 

will equal the performance of the securities.  

The Russell 2500 Index is an unmanaged index comprised of the 2,500 smallest companies in the Russell 
3000 Index. The S&P 500 Index is an index of 500 companies with large market capitalization.  

The MSCI World Index is a free float-adjusted market capitalization weighted index that is designed to 

measure the equity market performance of developed markets. The MSCI World Index consists of the 

following 24 developed market country indices: Australia, Austria, Belgium, Canada, Denmark, Finland, 

France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, Netherlands, New Zealand, Norway, 

Portugal, Singapore, Spain, Sweden, Switzerland, the United Kingdom, and the United States. Individuals 

cannot invest directly in an Index.   

http://www.fpafunds.com/
mailto:crm@fpafunds.com


                                                                                                                                                                                           

 
Fund Risks  
 
Investments in mutual funds carry risks and investors may lose principal value. Stock markets are volatile and 
can decline significantly in response to adverse issuer, political, regulatory, market, or economic 
developments. The funds may purchase foreign securities which are subject to interest rate, currency 
exchange rate, economic and political risks. Small and mid-cap stocks involve greater risks and they can 
fluctuate in price more than larger company stocks. Groups of stocks, such as value and growth, go in and 
out of favor which may cause certain funds to underperform other equity funds. 

 

The FPA Funds are distributed by UMB Distribution Services, LLC, 803 W. Michigan Street, Milwaukee, WI, 

53233. 

 



 

 

 

 

Performance 

  
For the first quarter Paramount was up 11.76%, 1.09% behind the benchmark Russell 2500. 
 

Fund/Index MTD YTD 1 Year 3 Years** 5 Years** 10 Years** 
       FPA Paramount 3.32% 11.76% 16.14% 13.07% 8.86% 12.10% 
       Russell 2500  4.43% 12.85% 17.73% 14.59% 9.02% 12.30% 
       MSCI World 2.34% 7.73% 11.85% 8.46% 2.23% 8.88% 
              ** Annualized.  
A redemption fee of 2.00% will be imposed on redemptions within 90 days. 
Expense ratio calculated as of most recent prospectus is 0.94%.  
Past performance is no guarantee of future results and current performance may be higher or lower than the 
performance shown. This data represents past performance and investors should understand that investment 
returns and principal values fluctuate, so that when you redeem your investment it may be worth more or less 
than its original cost. Current month-end performance data may be obtained by calling toll-free, 1-800-982-4372. 

 
Let us now address from where this performance was attributed and discuss some of the best and 

worst performing stocks in the Paramount Fund during the first quarter.   Manpower Group (+34%) rose 
after unveiling a restructuring program that is expected to boost margins.  Life Technologies (+32%) 
advanced on speculation that the company would be acquired.  Life’s Board of Directors has undertaken a 
strategic review of the business, and hired bankers to solicit potential bids.  At this time the outlook of the 
process is unknown.  FMC Technologies (+27%) won several oil/gas subsea equipment awards in the quarter.   

 
Underperformers were led by ScanSource (-11%) which reported weak results during the quarter.  

One of the company’s largest suppliers, Avaya, has struggled, and the rest of ScanSource’s business has been 
unable to fully offset that weakness.  L’Occitane International (-4%) lagged after gaining 57% in 2012.  Finally, 
Heartland Express (+2%) trailed the market as freight volumes saw limited increases during the quarter 
compared to the second half of 2012. 
 
 
Commentary 
“Shopping, But Nothing on Sale” 
  

Along with keeping a watchful eye on the Fund’s current holdings, we spend much of our day-to-day 
time searching for new investment ideas.  Successful entrants into the portfolio possess two elements: the 
quality criteria we demand, and attractive valuations.  Since the start of the year, we note that it is increasingly 
difficult to find companies satisfying both.  When quality is present, few new potential investments meet our 
valuation threshold.  This situation is not surprising given recent market performance.  From June 1, 2012 
through the end of the first quarter 2013, the S&P 500 and the Russell 2500 indexes appreciated 22% and 
27% respectively.   
  

In an environment with scarce opportunities, we are patient.  There are several ways that some of our 
high-quality targets might become attractively valued.  First, market dislocations are possible as politicians in 
Europe and the U.S. grapple with structural issues.  Second, individual companies periodically miss earnings 
expectations, or have other events that can cause short-term declines in their share prices.  Finally, as we 
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describe below, companies also undergo transformations that may create hidden investment opportunities.  
We also remind our investors that one of the benefits of our portfolio concentration is that we only need to 
find a few good, attractively-priced ideas each year.  
  

Turning to the Fund’s current holdings, the quality of the companies remains high, but valuations are 
a mixed bag.  Some of them continue to appear attractively valued while others have also risen along with the 
market to reach more fully-valued levels.  In the months ahead, we would expect to add to the undervalued 
positions and reduce those where additional upside potential appears limited. 
 
Company Discussion 
 
 Several years ago we embarked on a lengthy discussion of one of the Fund’s stocks, Franklin 
Electric, as an example of a company that had successfully anticipated and adapted to significant changes in 
its underlying business. 
  

We are pleased to report that Franklin’s transformation continues to go well, as it broadens its 
product line, extends its geographic reach, and reduces its cost structure.  

 
Now we would like to examine several other portfolio companies which are in various stages of 

transforming, or at least altering, their core businesses. 
 
First is HNI, best known for its metal filing cabinets sold under the Hon Industries brand, has 

gradually added another strong business to its office furniture core. 
  

It has transformed itself into a supplier of pre-fab hearths, used for both new–home construction 
and remodeling projects. HNI has used a combination of key acquisitions and internal growth to strengthen 
its position in hearth manufacturing and distribution.  It is now the leading supplier to national home builders, 
as well as the retailers and distributors of hearth products, with brands like Heatilator, Heat & Glo, and 
Harman. 
  

Given its strong competitive position, we believe HNI is especially well suited to participate in the 
revival of new-home construction which is now in its early stages. 
  

Second is Knight Transportation. We first purchased Knight during 2000, at the bottom of the 
tech stock collapse.  At the time it operated as a traditional dry van truckload carrier, carrying full trailer-loads 
of cargo on irregular routes across the country.  Although Knight was one of the leading companies in this 
business, based on return on capital and growth, its leader Kevin Knight felt that well-considered 
diversification would strengthen the company in the long run. 
  

Knight entered the refrigerated business in 2005.  As both a temperature-sensitive and time-sensitive 
cargo, refrigerated plays to Knight’s operating strengths.  It has been a successful business for them, currently 
utilizing about 15% of the total fleet. 
  

In addition to refrigerated, Knight has entered several asset-light businesses, including Port Services, 
Intermodal, and Brokerage.  These are less capital intensive than dry van, but give Knight the opportunity to 
meet many client needs for multiple, flexible services. 
  

Knight says it added more capacity over the past five years than the ten largest truckload companies 
combined, demonstrating that there is growth in truckload, for the right business. 
  

Third is Heartland Express. Heartland is another truckload carrier.  The company has taken a 
more conservative approach to expansion of services for customers.  It continues to operate as a dry van 
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carrier only, with a reputation for very high services levels and a specialty in time-specific deliveries for 
increasingly demanding shippers. 
  

As a consequence of Heartland’s conservative and tightly executed strategy, it has earned industry 
leading returns on capital and operating margins, but its management has not been able to reinvest capital 
while earning comparable returns.  As a consequence, the fleet has hovered at around 3,000 tractors in recent 
years, as Heartland has instead returned capital to shareholders through several special dividends. 
  

Fourth is O’Reilly Automotive. For the past few decades O’Reilly has followed the same simple, 
straight-forward business plan – use all cash flow to expand the store base incrementally from its Springfield, 
Missouri headquarters, supplemented by infrequent opportunistic acquisitions. 
  

O’Reilly has successfully followed that strategy while growing from its original single store in 
southwest Missouri to the current 4,000 stores, covering most of the country. 
  

As it starts to fill-in the parts of New England and Florida where it currently is unrepresented, 
O’Reilly is making some changes to how it allocates its cash flow to reflect its reduced internal reinvestment 
opportunities. 
 These changes include: 

 Slowing store growth 

 Negotiating changes in terms with suppliers to increase cash flow by slowing payments for goods 

 Modestly  increasing leverage 

 Using free cash flow to repurchase shares 
 
Interestingly, this strategy has been followed to great success by Auto Zone, the #1 auto parts retailer, 

over the past decade.  The impetus was similar – running out of attractive new store locations. 
 Lastly, Copart, which we first purchased in 2006, is a business with an uncommonly low profile.  
Some people are aware that there are frequent used car auctions being held all over the country, selling 
perhaps 10-15 million cars annually.  Since they are wholesale only, essentially car dealers rebalancing their 
used car stocks, they are little noticed by the general public. 
  

An even lower profile is Copart’s business, which is to run auctions for salvage vehicles, cars deemed 
to be economically unfixable after a traffic accident. 
  

Copart sources the vehicles, which it does not own, from auto insurance companies and auctions 
them to a variety of buyers, including used parts wholesalers and car rebuilders, as well as for scrap.  The cars 
are sold at online auctions, conducted using a proprietary technology developed by Copart.  This business 
turns over about 3 million cars annually. 
  

Copart is now working to make two major changes in its business model. 
  

First, it is taking the business international.  The first step, starting several years ago, was a number of 
acquisitions in the U.K.  These have been effectively integrated, and Copart now has the leading share in that 
market. 
  

More recently, Copart has acquired businesses in Germany, the United Arab Emirates, and Brazil.  
Though these each are supported by a good business case, it is currently too soon to assess how well they are 
doing. 
  

The second change Copart is making is to widen its sourcing of vehicles for the auctions.  This has 
been traditionally dominated by insurance companies and it has been a solid and stable business, amounting 
to about 80% of its vehicles sold.  Some of the potential incremental sources are cars coming off lease, cars 
owned by finance companies, and cars held by auto dealers, as well as repos.  It is not completely clear how 

3



 

rapidly this business is building since Copart doesn’t publish a lot of detail on its operations, but we are at this 
point optimistic that it will be a success. 
  

We are pleased to receive reader feedback to shareholder letters at the email address, 
paramount@fpafunds.com. 
 
Thank you for your continued support and trust. 
 
Respectfully submitted, 
 
 
Eric S. Ende 
President & Portfolio Manager 
April 15, 2013 
 

4

mailto:paramount@fpafunds.com


CUSIP/SEDOL TICKER SHARES SECURITY MKT PRICE ($) MKT VALUE ($)

% OF NET 

ASSET 

VALUE

00508X203 ATU 196,600 ACTUANT 30.62 6,019,892.00           2.07%

B4WQ2Z2 AGK LN 138,000 AGGREKO* 27.08 3,737,191.80           1.28%

090572207 BIO 75,600 BIO-RAD LABORATORIES- CLASS A 126.00 9,525,600.00           3.27%

B01MJR4 BIM FP 62,200 BIOMERIEUX* 94.32 5,866,498.74           2.02%

143130102 KMX 443,200 CARMAX 41.70 18,481,440.00        6.35%

179895107 CLC 142,900       CLARCOR 52.38 7,485,102.00           2.57%

217204106 CPRT 410,600 COPART 34.28 14,075,368.00        4.84%

0274805 DNO.LN 371,900 DOMINO PRINTING SCIENCES* 9.71 3,611,483.71           1.24%

B08CHG2 EVS.BB 96,200 EVS BROADCAST EQUIPMENT* 64.18 6,173,817.78           2.12%

30249U101 FTI 205,300 FMC TECHNOLOGIES 54.39 11,166,267.00        3.84%

353514102 FELE 259,800 FRANKLIN ELECTRIC 33.57 8,721,486.00           3.00%

384109104 GGG 172,000 GRACO 58.03 9,981,160.00           3.43%

404251100 HNI 275,500 HNI 35.49 9,777,495.00           3.36%

0405207 HLMA LN 730,000 HALMA PLC* 7.87 5,746,560.00           1.97%

422347104 HTLD 467,900 HEARTLAND EXPRESS 13.34 6,241,786.00           2.14%

45167R104 IEX 155,950 IDEX 53.42 8,330,849.00           2.86%

499064103 KNX 408,600 KNIGHT TRANSPORATION 16.10 6,578,460.00           2.26%

51476K103 LDR 3,800 LANDAUER 56.38 214,244.00              0.07%

53217V109 LIFE 146,800 LIFE TECHNOLOGIES 64.63 9,487,684.00           3.26%

B3PG229 973 HK 1,060,000 L'OCCITANE INTERNATIONAL* 3.04 3,222,612.00           1.11%

56418H100 MAN 67,900 MANPOWER 56.72 3,851,288.00           1.32%

57772K101 MXIM 191,400 MAXIM INTEGRATED PRODUCTS 32.65 6,249,210.00           2.15%

595017104 MCHP 216,100 MICROCHIP TECHNOLOGY 36.76 7,943,836.00           2.73%

042206849 NE 249,700 NOBLE * 38.15 9,526,055.00           3.27%

686091109 ORLY 183,800 O'REILLY AUTOMOTIVE 102.55 18,848,690.00        6.48%

OTHER 32,697.99                0.01%

0750695 ROR LN 38,500         ROTORK PLC* 44.13 1,699,085.85           0.58%

806037107 SCSC 411,500       SCANSOURCE 28.22 11,612,530.00        3.99%

038744003 SIG 286,000       SIGNET JEWELERS 67.00 19,162,000.00        6.59%

7156036 SOON VX 30,000         SONOVA HOLDINGS AG* 119.95 3,598,356.00           1.24%

0834704 SPX LN 163,000       SPIRAX-SARCO ENGINEERING PLC* 40.83 6,655,990.90           2.29%

92220P105 VAR 23,100 VARIAN MEDICAL SYSTEM 72.00 1,663,200.00           0.57%

918194101 WOOF 240,200 VCA ANTECH 23.49 5,642,298.00           1.94%

92927K102 WBC 229,000 WABCO HOLDINGS 70.59 16,165,110.00        5.56%

989207105 ZBRA 223,400 ZEBRA TECHNOLOGIES - CLASS A 47.13 10,528,842.00        3.62%

TOTAL EQUITIES: 277,624,186.77      95.40%

CASH & EQUIVALENTS (NET OF LIABILITIES): 13,381,722.33        4.60%

TOTAL NET ASSETS: 291,005,909.10$    100.00%

NO. OF EQUITY POSTIONS: 34

FPA Paramount Fund, Inc. 
Portfolio Holdings 
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Portfolio Holding Submission Disclosure

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

information and is being submitted to you for your confidential use with the express understanding that, without our prior written permission, you 

will not release these materials or discuss the information contained herein or make reproductions of or use these materials for any purpose other 

than evaluating a potential advisory relationship with  First Pacific Advisors.

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

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

investing. The Prospectus may be obtained by visiting the website at www.fpafunds.com, by email at crm@fpafunds.com, toll-free by calling 1-800-

982-4372 or by contacting the Fund in writing. 

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

adverse issuer, political, regulatory, market, or economic developments. The Fund may purchase foreign securities which are subject to interest rate, 

currency exchange rate, economic and political risks; this may be enhanced when investing in emerging markets. Small and mid- cap stocks involve 

greater risks and they can fluctuate in price more than larger company stocks. Groups of stocks, such as value and growth, go in and out of favor 

which may cause certain funds to underperform other equity funds. 

The return of principal in a bond fund is not guaranteed. Bond funds have the same issuer, interest rate, inflation and credit risks that are associated 

with underlying bonds owned by the fund. Lower rated bonds, convertible securities and other types of debt obligations involve greater risks than 

higher rated bonds.

Portfolio composition will change due to ongoing management of the fund.  References to individual securities are for informational purposes only 

and should not be construed as recommendations by the Funds, Advisor or Distributor.

The FPA Funds are distributed by UMB Distribution Services, LLC, 803 W. Michigan Street, Milwaukee, WI, 53233.
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