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Dear Fellow Shareholder,

Financial market commentaries are replete with sports analogies. Among the most common are “playing of-
fense” or “playing defense.” Typically, the authors of the articles are goading the audience to get more aggressive 
(offense) in their portfolio positioning or more conservative (defense) in an effort to maximize returns. Do not be 
fooled, it is market timing wrapped in a sports uniform. The authors view the investing environment as black or 
white and the time to switch from offense to defense – or vice versa – is clear-cut. We view the investing environ-
ment, and our mandate, quite differently. The environment is always ambiguous and our mission in the context 
of uncertainty is to first protect the capital entrusted to us, then to grow it over the long term. We are constantly 
playing “defensive offense.” We do not field the offense to try to make a big play, then send in the defense. Our of-
fense is always on the field steadily powering the ball forward and being careful to avoid a turnover. A defensive 
offense has served us well and we think it may be even more important in the months and years ahead.

2015 Recap
After a stumble off the line in 2015, the U.S. stock market, as measured by the S&P 500 Index, was relatively calm 
for the first two-thirds of the year, vacillating between flat and +3 %. Then, in August, fears about a slowing Chi-
nese economy erupted to the surface when The Peoples Bank of China unexpectedly devalued their currency in 
an effort to, among other things, boost growth through exports. The S&P 500 fell -11% in the following days, bot-
toming -12.4% below its 2015 peak. The aftershocks of this surprise move, along with the continued slide in prices 
of oil and other commodities and strengthening dollar, led to increased volatility in the final months of the year. 

Despite the volatility, the S&P 500 Index finished the year nearly where it started falling -.7%; however, includ-
ing dividends (total return) the index returned 1.38%. The Russell 3000 Index, a broader measure of the market 
which includes the 3000 largest companies, finished at 0.48% (total return). Similar to a calm body of water bely-
ing strong crosscurrents beneath a smooth surface, there was significant, disparate performance within subsets 
of the market. Large companies, as represented by the Russell 1000 Index, ended 2015 at 0.92%, outperforming 
smaller companies represented by the Russell 2000 Index which dropped -4.41%. Even starker was the differ-
ence between stocks deemed growth versus those considered value. The Russell 3000 Growth Index was up 5.09% 
while the Russell 3000 Value Index fell -4.13%. This more than 9% point difference is the widest gap in years and 
presented challenges for investors who, like us, seek to invest in businesses at a discount to their intrinsic value.

With this as our backdrop, our three Funds performed well in 2015 relative to both our benchmarks and our peers 
(please read the Fund letters that follow for more detail). On an absolute basis, we strive to do better than we did. 
But after three strong years in the markets and the Funds, it isn’t a surprise to have a flat-to-down year. One 
consequence of the more volatile markets is that we were more active in the Funds than past years. On several 
occasions we took the opportunity to sell richly-valued holdings and buy positions in businesses that we believe 
have better risk/reward profiles. Also adding to our portfolio activity, several of our holdings were acquired or 
announced the intention to be acquired.  Throughout the year, we initiated positions in 14 new companies and 
sold or were bought out of 16 holdings. If volatility persists, which we think is probable, we will continue to be 
more active than usual.  

Oil prices finished the year -30% below where they started and -70% from their mid-2014 peak. At this time last 
year, we were pondering the effects of the then six-month-old bear market in oil. Most of the outside commentary 
was positive, anticipating the beneficial effects on consumers’ budgets with many predicting higher prices by 
year-end. We had no point of view as to future price movements but we cautioned that while it might make for 
a more pleasant trip to the gas station for many people, the drop in oil would not come without costs. Even with 
our cautious stance, we have been surprised by how harmful lower oil has been on the U.S. economy. When you 
drop a stone in calm water, the ripple wave emanates far from the point of impact. Similarly, the ripple wave of 
lower oil is being felt far beyond exploration & production companies and oil service firms. “Oil and gas exposure” 



has become a primary topic of conversation between Wall Street and managements of businesses ranging from 
industrial manufacturers to real estate services. As prospects for a quick rebound in oil prices (appear to) fade, 
many investors are shunning corporations that might feel effects, regardless of their quality or long-term pros-
pects. These “oil ripple” businesses are just one area we are finding interesting opportunities.  While we continue 
to monitor companies with direct exposure to oil and gas, we are excited about those increasingly unloved busi-
nesses with indirect exposure. 

After months of investor anticipation and fixation, Janet Yellen and her colleagues at the Federal Reserve ripped 
off the proverbial “Band-Aid” and raised the target Fed Funds rates a quarter of a point during their final meet-
ing of 2015. While metaphorically appealing, calling seven years of near-zero interest rates a Band-Aid might be 
deemed an understatement for the ages. Some would call it a tourniquet, others a noose. Regardless, the process 
of normalizing short-term rates has begun. I stress short-term, because the Fed does not control medium- and 
long-term rates. Indeed, between the rate hike on December 16 and the end of the year, the yield on the 10-Year 
Treasury fell three basis points to 2.27%. The Federal Open Market Committee will meet eight times in 2016; some 
likely resulting in further rate increases, all likely preceded by market skittishness. Of course, we do not know 
at what speed or to what extent short-term rates may increase or what will happen to longer-term rates, but we 
continue to be vigilant about both the risks and opportunities of higher rates, including their effects on the dollar. 
We will also be ready to take advantage of stock market volatility surrounding the meetings as it often leads to 
indiscriminate buying and selling. This can create opportunities for us to invest in quality businesses at attrac-
tive prices. 

One of the outcomes of the challenges in developing markets, Europe, and the oil patch is that revenue growth 
has become harder to achieve. With fewer opportunities to grow sales organically (i.e. by doing more of the same 
thing) and access to cheap capital, companies are opting to “buy growth” by merging with or acquiring other 
businesses. In fact, 2015 was a record-setting year for mergers and acquisitions (M&A) with almost $3 trillion in 
announced and/or consummated transactions in just North America. Our Funds benefitted from this trend in a 
couple of ways. First, as I mentioned, we had several companies acquired at prices above – sometimes well above 
– our cost. Next, a couple of our holdings have exploited the frothy M&A market by selling non-core segments and 
redeploying or returning the capital. Lastly, some of our businesses have been acquirers, using low-cost capital to 
make accretive acquisitions. Even with short-term rates on the rise, we expect to continue to benefit from height-
ened acquisition activity in 2016.

Outlook
We have no view on where the market will end in 2016 and do not know if the volatility that surfaced at the end 
of 2015 will carry into this year. What we do know is that when you are a long-term, patient investor with a solid 
playbook of defensive offense, volatility is opportunity.

Thank you for your continued trust in us.   

Thomas O. Putnam, Chairman

Research Team
Andrew F. Boord
John D. Fox, CFA
Kevin D. Gioia, CFA
Paul C. Hogan, CFA
Drew P. Wilson, CFA



The portfolios are actively managed and current holdings may be different.

AVERAGE ANNUAL TOTAL RETURNS AS OF DECEMBER 31, 2015
The performance data quoted represents past performance.

 
SINCE INCEPTION

 
10 YEAR

 
5 YEAR

 
3 YEAR

 
1 YEAR

TOTAL ANNUAL FUND 
OPERATING EXPENSES*

FAM VALUE FUND 10.28% 6.10% 10.45% 14.01% -1.74% 1.18%*

FAM EQUITY-INCOME FUND 8.21% 5.53% 10.50% 11.59% -0.73% 1.29%*

FAM SMALL CAP FUND 
(Inception 3/1/12)

12.65% N/A N/A 12.70% -3.49% 1.36%*

FAM SMALL CAP FUND TOP 10 HOLDINGS

As of 12/31/15
Name      % of Total Net Assets
Fabrinet     6.4%
National Commerce Corporation  5.9%
PC Connection     5.2%
FRP Holdings, Inc.    5.1%
Mistras Group, Inc.    4.9%
Echo Global Logistics    4.8%
First NBC Bank Holding Company  4.6%
US Ecology, Inc.     4.1%
Franklin Electric Co., Inc.   3.9%
Stonegate Bank     3.8%
TOTAL NET ASSETS      $98,477,090

FAM VALUE FUND TOP 10 HOLDINGS

As of 12/31/15
Name      % of Total Net Assets
Market Corporation    5.7%
Ross Stores, Inc.    5.3%
Brown & Brown, Inc.    4.7%
IDEX Corporation    4.6%
White Mountains Ins. Group, Ltd  3.8%
CDW Corporation    3.8%
Brookfield Asset Management, Inc. - Class A 3.6%
MEDNAX, Inc.     3.4%
Berkshire Hathaway, Inc. - Class A  3.4%
Illinois Tool Works    3.3%
TOTAL NET ASSETS    $957,362,421

FAM EQUITY-INCOME FUND TOP 10 HOLDINGS
As of 12/31/15
Name      % of Total Net Assets
Ross Stores, Inc.    7.2%
CDW Corporation    6.1%
Stryker Corporation    6.0%
Airgas, Inc.     5.3%
Xilinx, Inc.     4.9%
US Ecology, Inc.     4.3%
Flowers Foods, Inc.    4.1%
DSW Inc.     4.0%
Aqua America, Inc.    4.0%
Digital Realty Trust    3.9%
TOTAL NET ASSETS          $148,648,935



*Disclosure:  Expenses are from the most recent prospectus.  When excluding Acquired Funds Fees and Expenses, which are not 
direct costs paid by the Fund’s shareholders, the total operating expense as reported in the FAM Value Fund’s audited financial 
statements as of 12/31/14 is 1.18%. When excluding Acquired Funds Fees and Expenses, which are not direct costs paid by the 
Fund’s shareholders, the total operating expense as reported in the FAM Equity-Income Fund’s audited financial statements as 
of 12/31/14 is 1.26%.  When excluding Acquired Funds Fees and Expenses, which are not direct costs paid by the Fund’s share-
holders, the total operating expense as reported in the FAM Small Cap Fund’s audited financial statements as of 12/31/14 is 
1.42%. 

Past performance is not indicative of future results, current performance may be lower or higher 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. 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 Value Fund, FAM 
Equity-Income Fund or FAM Small Cap Fund and should be read carefully before you invest or send money. The principal risks 
of investing in the Funds 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). To obtain a prospectus or summary prospectus and performance data that is current to the 
most recent month-end for each fund as well as other information on the FAM Value Fund, FAM Equity-Income Fund or FAM 
Small Cap Fund, please go to famfunds.com or call (800) 932-3271.
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famfunds.com
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