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Dear Fellow FAM Small Cap Fund Shareholder,

This past year was a challenge for many investors. Interest rates remained stubbornly low, most commodity  
prices collapsed, many emerging markets continued to slow, and “potholes” surfaced in several sectors of the 
equity markets. Prudence allowed us to miss many of these potholes completely and in other cases at least avoid 
their center. At FAM Funds, we do not invest by “looking through the rearview mirror” or look to what has been 
“working” to guide us in allocating capital. Rather, we stick to our time-tested process with a dual focus on both 
absolute returns and capital preservation. 

While our “driving record” is not unblemished, and we are not satisfied with our absolute returns for the year, on 
a portfolio basis we avoided the large destruction of capital from which it is extremely difficult to recover. This is 
due to our continued focus on businesses with solid balance sheets, free cash flow generation, and quality man-
agement teams. Furthermore we estimate that, in aggregate, the intrinsic value (economic worth) of the Fund 
grew in 2015. We continue to believe that over the long term, stock prices follow intrinsic value.

Performance Detail

The FAM Small Cap Fund has outperformed its benchmark, the Russell 2000 Index (a collection of smaller compa-
nies), over the past 1 Year, 3 Year, and Since Inception time periods. Results versus the S&P 500 Index, an index of 
much larger businesses, are less impressive as larger company stocks have generally outperformed their smaller 
counterparts the past few years. 

As of 12/31/2015 1 Year 3 Year 
(annualized)

Since Inception 
 3/1/2012 

(annualized)
FAM Small Cap Fund -3.49% 12.70% 12.65%
Russell 2000 Index -4.41% 11.65% 10.55%
S&P 500 Index 1.38% 15.13% 13.29%

Best Performers

The Fund’s best performer, on a dollar-weighted basis, was Fabrinet with a gain of $1.65 million for the 12 months 
ending December 31, 2015. Fabrinet is a contract manufacturer of sophisticated optoelectronics (electronic de-
vices for emitting, modulating, transmitting, and sensing light). We purchased our first shares in 2012, after 
their primary factory suffered a tremendous flood, and then added more over the years when we felt the stock 
was attractively priced. We have done very well in this investment for shareholders, especially as the business 
rebounded. Fabrinet is in the process of constructing their new manufacturing campus. If plans go ahead to build 
three new buildings at this location, it has the potential to increase their current capacity by 150%.

The second-best performing stock was JBT Corporation with a gain of $727,004. JBT was originally purchased in 
2012 when few investors seemed to follow the company and management’s execution was not as crisp as desired. 
Thankfully, JBT executed very well and both the earnings and stock price accelerated. However, the stock reached 
a valuation level where the logical response was to sell the position. 

The third-best performing stock was Diamond Hill Investment Group, Inc. with a gain of $714,901. Diamond Hill 
is an investment manager, obviously a business we understand well. We purchased shares in the winter of 2014-
2015. Our profits came from a combination of both rising profits and improved valuation metrics. As the bulk of 
their assets are weighted toward the equity markets, assets under management have grown quite significantly in 
recent years; as a result, so has cash flow. 



Worst Performers
The worst performing stock, on a dollar-weighted basis, was Destination Maternity Corporation with a loss of 
-$1.47 million for the 12 months ending December 31, 2015. Owning this stock was a mistake and our failure to 
recognize earlier resulted in a loss for the Fund. Business results for Destination Maternity deteriorated greatly 
over the past couple of years and although we believe new CEO Tony Romano could turn the company around, we 
believe it is in shareholders’ best interests for us to reinvest the capital elsewhere. We strive to avoid mistakes, 
but unfortunately this will not be our last. We certainly learned from this, although regrettably this lesson came 
at a cost. 

The second-worst performing stock was Houston Wire & Cable Company with a loss of -$1.29 million. Unfortu-
nately, the company has been in the crosshairs of not one, but two falling commodities: oil and copper. Houston 
Wire supplies specialty wire and cable predominantly for America’s infrastructure projects. Over time, their ex-
posure to oil-related infrastructure became a larger piece of their business, as it has for many industrial compa-
nies. With oil prices down dramatically, demand for wire and cable is off considerably. Furthermore, copper is 
a major input cost for Houston Wire and falling copper prices mean lower selling prices, so higher cost copper 
purchased earlier is sold at lower gross margins. While we think Houston Wire should do fine over time, we took 
advantage of the commodity downturn to upgrade the portfolio by selling most of our position in Houston Wire 
and investing in another business temporarily struggling with lower commodity prices – Franklin Electric Co., 
Inc. By year-end, we held a small position in Houston Wire as we established a position in Franklin Electric. We 
believe Franklin Electric, a maker of water and fuel pumps for many applications including energy, should out-
perform Houston Wire over the long term, especially from our initial buy price.

The third-worst performing stock was Echo Global Logistics, Inc. with a loss of -$1.26 million. Echo has taken us 
on an inconsistent ride since our initial purchases in the fall of 2013. While they have done a great job growing the 
volume of truckload brokerage they handle, and thus the intrinsic value of the business, results are quite uneven. 
Over the past few years we have seen wonderful and disappointing quarters, usually due to vagaries like weather, 
often allowing us to trim or add to our position. The latest results were disappointing. However, we estimated that 
the stock was attractively priced and recently added to our position.

Portfolio Activity
In 2015 we added seven new holdings. These included: two high-performing southern banks, Stonegate Bank and 
National Commerce Corporation; the above mentioned Franklin Electric Co., Inc.; a specialty materials maker, 
Ferro Corporation; an owner of neighborhood shopping centers, Retail Opportunity Investments; and an owner 
of high-end hotels, Ashford Hospitality Prime. Additionally, we added to several existing holdings. With each of 
these we believe we invested in a great business in solid financial shape and run by top-notch managers at a price 
that we estimate was below the true intrinsic value.

We also sold eight holdings completely. Five were winners that simply reached valuations where we felt sell-
ing was the only prudent decision. Examples include Physicians Realty Trust, an owner of medical office build-
ings and clinics and US Physical Therapy, Inc., an operator of physical therapy clinics. We sold out of JBT Cor-
poration, part of our original portfolio. This was a good investment for the Fund as detailed above. The others 
positions we sold were mistakes, including the previously mentioned Destination Maternity Corporation and 
Rosetta Stone Inc. 

One holding has the dubious honor of both being purchased and sold in the same calendar year. We purchased 
shares in Joy Global Inc., a maker of mining equipment, which is experiencing a major downturn due to soft de-
mand from mine operators. During a previous mining down cycle, we purchased Joy shares in one of our other 
portfolios and eventually made a handsome return. The current fears over commodity prices and growth in China 
created what we thought was another opportunity to buy shares at a discount to our estimate of intrinsic value. 
However, we ultimately decided that the situation is more severe than we realized. Their current modest debt bal-
ance may become considerably more burdensome if business conditions stay tough too long, so we decided the 
correct move was to watch from the sidelines for now.

During the year we invested roughly $26 million, net of sales. However, a good amount of net inflows largely off-
set these efforts. At year-end our cash balance stood at 12.6%, a bit higher than we would like. We are poised to put 
this cash to good use and invest in quality businesses when their stock prices fall within our buy prices. 

Outlook
We remain comfortable with our strategy of closely monitoring macro factors while still focusing our efforts on 
understanding a modest number of high-quality, smaller companies. After a year of relatively flat stock prices 



in aggregate, but a wide variation in performance of underlying industries and specific companies, we believe 
we are beginning to see more opportunities to deploy capital. Near-term results, both macroeconomic and stock 
market returns, remain completely unpredictable. However, we remain convinced that opportunistically pur-
chasing shares in well-run, excellent enterprises should create value for shareholders over time.

New Institutional Shares Class
The FAM Small Cap Fund Institutional Shares provides an opportunity to invest at a lower expense ratio in ex-
change for a higher minimum investment. The minimum investment for the newly launched share class is $1 
million and the ticker symbol for the Institutional Shares is FAMDX.

A Message from Tom Putnam, Founder & Chairman
I would like to inform you of a management change that has occurred with your Fund. Marc Roberts, who was 
Co-Manager of the FAM Small Cap Fund and had been with us since he graduated from college eight years ago, 
left the firm as of December 31, 2015. When Marc first informed John Fox, our Chief Investment Officer, and 
me of his decision to pursue another opportunity, we of course were disappointed. Upon further reflection of 
Marc’s announcement, I realized that I made a similar decision when I was his age. I took a risk and opted for a 
new career path – the result of which was the creation of Fenimore Asset Management in 1974 – so I understand 
the choice he made. On behalf of the whole team, I wish Marc all the best. We enjoyed working with him and 
greatly appreciated his contributions to the Investment Research Team and firm. 

As to the status of the FAM Small Cap Fund’s investment management, I can assure you that the transition 
has occurred very smoothly and will continue on the same path. I remain as a Co-Manager of the Fund and am 
pleased to announce that Andrew Boord has joined me as fellow Co-Manager.  

Andrew has been with us for 11 of his 21 years in the Investment Industry and offers considerable small-cap and 
portfolio management experience. He is a firm Principal, has been the Portfolio Manager overseeing Fenimore 
Asset Management’s separately managed account portfolios (which encompasses a small-cap strategy), and is 
well-versed in the area of fund management. Between running the separately managed account version of the 
strategy and contributing many of the Fund’s positions, Andrew is uniquely qualified to join me as Co-Manager.
 
Additionally, we have a strong, experienced Investment Research Team. We foster a collaborative investment 
process and all of our analysts contribute investment ideas and insights to our mutual fund managers. Our 
team is dedicated to the success of each of our funds and remains focused on the continued success of your FAM 
Small Cap Fund.

We search diligently for high-quality, bargain-priced opportunities on your behalf. Thank you for investing 
with us in the FAM Small Cap Fund.

Andrew F. Boord   Thomas O. Putnam
Co-Manager    Co-Manager



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 SMALL CAP FUND 12.65% 
(3/1/12)  

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

* 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 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 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 condi-
tions), 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 Small Cap, please go to famfunds.com or call (800) 932-3271.

Distributed by FENIMORE SECURITIES, INC.
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(800) 932-3271

famfunds.com

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


