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A discussion with Marc Roberts about the FAM Small Cap Fund

His discussion includes: 
How advisors should think about FAMFX 
relative to allocation within their oversight; 
the Fund’s differentiating characteristics; 
areas where we are currently finding 
opportunities; and how the portfolio is 
positioned for the future. Marc D. Roberts, CFA

Co-Manager, FAM Small Cap Fund 

Q1: You launched the Fund in 2012. Have you altered your 
strategy given the markets then versus today?

A1:   STRATEGY

Nothing has changed regarding our investment process. We 
continue to conduct independent, bottom-up, fundamental analysis 
seeking to invest in quality, small-cap equities at a discount to our 
appraisal of their intrinsic value. 

Q2: With FAM Funds’ bottom-up, fundamental analysis, what 
are the Small Cap Fund’s differentiating characteristics?

A2:   FAMFX: DIFFERENTIATORS

There are three key differentiators that I’d like to highlight. 

1. Concentrated: In our experience, very concentrated portfolios of 
20 to 30 names have a better probability of outperforming more 
diversified portfolios over the long run. We currently hold 29 names 
in the Fund. 

2. Smaller-End of the Spectrum: We invest in the smallest of the 
small-cap space where we find value. These are quality companies 
selling below their intrinsic value due to lack of competition from 
mainstream analysts and pricing inefficiencies. Our sweet spot is 
around a $500 million market cap where there aren’t liquidity 
concerns and we’re able to build a sizeable position. 

3. Quality: We favor highly-profitable, niche companies that have 
typically been in operation for many years. They are financially 
sound with adept leadership. We do not invest in start-up businesses 
— only in those that meet our stringent investment criteria. 

Q3: How should advisors think about your Fund relative to 
allocation within their oversight?

A3:   ALLOCATION

I think FAMFX may complement an allocated portfolio model in an 
advisor’s practice in a few key ways:

• First, our Fund is very concentrated and can provide balance       
alongside a diversified small-cap fund.

• Also, over the long term, small-cap stocks have outperformed their  
large-cap counterparts.

• Finally, while having the upside potential of a concentrated       
small-cap fund, we seek to mitigate risk and protect capital through  
our in-depth research process and active management. 

Q4: What’s your perspective on the markets’ valuations?

A4:   MARKETS’ VALUATIONS

We see most stocks at fair value, certainly not cheap, and it is much 
harder to find a bargain compared to a few years ago. The good news 
is that regardless of the market cycle, we tend to find opportunities 
in the small-cap arena that are under the radar for two key reasons:

1. Fewer analysts cover the small-cap space, especially the smaller 
end of the spectrum where we keep our focus, and this means more 
prospects of finding excellent companies trading at attractive prices. 

2. As a concentrated fund, we only need 20 to 30 quality names out 
of the few thousand that fall within our market cap limit. 

Q5: Are there any specific areas where you are currently 
finding opportunities?

A5:   OPPORTUNITIES

We are finding value in regional banks, select P&C insurers, and 
special situations such as spin-offs that often get ignored. 

• Regarding small regional banks, they are seeing loan growth and    
have the potential to lend at higher rates going forward which 
should lead to an improved net interest margin.

• Some of the select, small P&C insurance companies have large 
bond portfolios and should have the opportunity to put capital to 
work at higher rates in the future. This could improve return on 
equity and valuation levels.

• It’s important to note that our holdings don’t consume a lot of 
debt, while other small-caps may be adversely affected when interest 
rates rise.

In addition, we are diligently researching the Energy Sector, 
specifically upstream and midstream operators. Our appraisal is that 
there may be undiscovered gems in this area, especially while it is 
out of favor.  

Meanwhile, there are areas we are avoiding. These include utilities, 
REITs and other high-yielding securities that have become overly 
valued with investors reaching for yield. We’re also staying away 
from areas of the market that are quite possibly speculative in nature 
such as biotech, pharma, and tech startups.

 

Q6: Do you have a good example of an underfollowed stock      
 that you can share with us?

A6:   UNDERFOLLOWED STOCK 

Sure, there are many, but one that really epitomizes “stocks under 
rocks” is FRP Holdings — a new name toward the top of our 
portfolio. While the name is new (effective 12/5/14), it is not a new 
investment; rather it is a portfolio holding formerly known as Patriot 
Transportation. Management, and the Board of Directors, decided to 
spin-off their transportation business separating its real estate 
properties from the petroleum hauling and specialty trucking 
business (New Patriot Transportation). We know management very 
well and it’s a quality company with high returns on invested capital.

The expected result is an enhancement of shareholder value as each 
business can be more easily assessed by its own merits and each 
management team can focus on what it does best. In fact, we have 
already started to see benefit.

Wall Street analysts do not follow this business — it’s truly a hidden 
value. These are the types of quality businesses we like. 

Q7: How is the Fund positioned for the future?

A7:  THE FUTURE

While we cannot predict the direction of the markets, we know that 
the management teams of our portfolio holdings should continue 
their path toward intrinsic value growth. As it stands today, the U.S. 
economy continues to improve and the companies in the Fund stand 
to benefit. Furthermore, we prefer management teams that can 
enhance shareholder value by allocating free cash flow wisely 
whether it be through organic growth, acquisitions, debt pay down, 
share repurchases, or dividends.

Our patient, buy-and-monitor, long-term approach allows time for 
market and intrinsic value gaps to close and may also be more tax 
efficient. Overall, we expect future returns to be lower than the 
excellent equity returns of the last three years. However, we 
continue to look for investment opportunities in great businesses 
that are well-managed and financially strong. We are confident and 
optimistic about the future because there are typically ongoing 
prospects in the smaller-end of the small-cap space ready to be 
unearthed. 

Past performance is not indicative of future results, current performance may be higher or lower than the performance date 
quoted. Investment returns may fluctuate; the value of your investment upon redemption may be more or less than the 
initial amount invested.
 
Click here to download the FAM Small Cap Fund summary prospectus. To obtain additional prospectuses or summary 
prospectuses and performance data that is current to the most recent month-end for each fund as well as other information 
on the FAM Small Cap Fund, please go to famfunds.com or call (800) 932-3271.
 
Please consider a fund's investment objectives, risks, charges and expenses carefully before investing. The FAM Funds 
prospectus or summary prospectus contains this and other important information about the FAM Small Cap Fund and 
should be read carefully before you invest or send money. 

The principal risks of investing in the fund are: stock market risk (stocks fluctuate in response to the activities of individual 
companies and to general stock market and economic conditions), stock selection risk (Fenimore utilizes a value approach to 
stock selection and there is risk that the stocks selected may not realize their intrinsic value, or their price may go down over 
time), and small-cap risk (prices of small-cap companies can fluctuate more than the stocks of larger companies and may not 
correspond to changes in the stock market in general).


