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Dear Fellow Value Fund Shareholder,

The U.S. stock market reached an all-time high in May 2015, but declined over the summer as concerns about a 
slowing economy in China reduced stock prices. From the peak in May to the trough in August stock prices de-
clined -12%. This was the first decline of -10% or more in four years. Looking back on the year it was a difficult 
time to make money in financial markets. The stock market, as measured by the S&P 500 Index, was up about 1% 
and the bond market delivered a total return of less than -1% (per Barclays U.S. Aggregate Bond Index). In some 
areas there were considerable losses. Previous market darlings like emerging markets were down more than -10% 
last year. One of the S&P 500’s worst areas was energy and commodity stocks – the largest energy ETF (exchange 
traded fund), Energy Select Sector SPDR Fund, was down more than -20% for the year.

Performance Detail
At December 31, 2015 the net asset value of the FAM Value Fund was $60.06 representing a decrease of -1.74% 
from the beginning of the year. For comparison, the S&P 500 Index increased 1.38% and the Russell Midcap Index 
declined -2.44%.

Best Performers
The best performer for the year, on a dollar-weighted basis, was Markel Corporation with a gain of $13.06 mil-
lion. Markel is an insurance company with headquarters in Richmond, VA. Originally a family business started in 
1930 by Sam Markel in Norfolk, today Markel is a global corporation selling almost $5 billion a year of insurance 
premiums. The company has offices in the United States, London, and Singapore. Markel focuses on underwrit-
ing profits and a unique approach to investing with a much larger percentage of their invested assets in stocks 
than the typical insurer. Reported financial results for the last year were excellent and the stock price responded 
to the good news.

The second-best performer was MEDNAX, Inc. with a gain of almost $6.89 million. MEDNAX is a healthcare ser-
vice company that runs neonatal intensive care units at hospitals and provides anesthesia services. Over the 
last year, MEDNAX has expanded into new healthcare businesses such as virtual radiology and hospital revenue 
management. Earnings growth over the last decade has been terrific due to a combination of internal growth and 
many profitable acquisitions.

The third-best performer was Ross Stores, Inc. with a gain of more than $6.72 million. Ross is one of the best 
stocks we have owned in the 29-year history of the Fund. Shoppers continue to be attracted to Ross’ offering of 
brand-name clothes at discount prices. The current fiscal year (ending January 2016) will be the eleventh year in 
a row of positive earnings per share growth. In addition to providing growth, the business maintains its excellent 
financial strength. Ross Stores ended the last quarter with more than $500 million of cash in the bank. Manage-
ment continues to allocate profits wisely with shareholders receiving significant dividends and share buybacks 
over the last five years. 

Worst Performers
The worst performer for the year, on a dollar-weighted basis, was Franklin Resources, Inc. with a loss of -$8.38 
million. Franklin Resources is an investment management firm and its brands include Franklin Bond Funds and 
Templeton Global Funds. Over the past year, the company experienced large redemptions out of its bond and 
global stock funds. Investors are worried about a slowdown in China and related emerging markets. As a result, 
they are pulling money out of their global funds. As conditions change around the world, we think these funds 
can do well in the future and recapture investors’ interest. While Franklin’s stock price declined sharply, we be-
lieve it remains financially strong with more than $9 billion in net cash and the stock is undervalued at about 7x 
earnings net of the cash per share.



The second-worst performer was CarMax, Inc. with a loss of -$7.08 million. CarMax is the nation’s largest used car 
superstore. Founded in Richmond, VA in 1983, CarMax management believed there was a real opportunity to im-
prove the car buying process. Management designed a car retailing model based on integrity and trust. The Car-
Max business model includes fixed prices for their cars, transparent financing options, and a cash offer for your 
car with no obligation. We first purchased CarMax in the Fund in May 2004 at around $12.50 per share when the 
company had 52 stores and a plan to expand nationally. In the most recent quarter, they had 153 stores with plans 
to open at least 36 new stores over the next three years. We continue to like the CarMax business model based on 
transparency and their ability to continue opening new stores to drive growth.

The third-worst performer was EOG Resources, Inc. with a loss of more than -$6.31 million. EOG is an energy pro-
ducer which has been impacted by the sharp decline in the price of oil and natural gas. We continue to like EOG’s 
low-cost structure, strong balance sheet, and management’s focus on return on capital versus growth. While all 
energy companies are struggling with low commodity prices, we think EOG should continue to generate cash and 
be in a strong position when commodity prices increase.

Portfolio Activity

Purchases
We invested in five new companies during the year: DSW Inc., Fossil Group, Inc., Keysight Technologies, Inc., 
Precision Castparts Corp. and Xilinx, Inc.

DSW is the operator of more than 400 Designer Shoe Warehouse stores in 42 states. In addition, DSW runs shoe 
departments for other retailers. Each retail location has more than 20,000 pairs of shoes. The company offers 
shoppers convenience, selection, and great prices. At the time of our first purchase the stock price had declined 
-40% from its all-time high. The stock declined due to concerns about retail sales being affected by warm weather 
and online sales impacting brick and mortar retailers. Living in Upstate New York, we have experienced the very 
warm winter weather and estimate that this has had a real impact on cold weather products like coats and boots. 
DSW normally sells a lot of boots this time of year, but those sales have not materialized due to the weather. We 
believe that the unusual climate is temporary and DSW is somewhat insulated from online sales as the need to try 
on shoes is an important part of a customer’s buying experience. The business has an excellent financial profile 
with a debt-free balance sheet and 15% return on equity. 

Fossil Group designs, markets, and distributes fashion accessories, primarily watches, while having an extremely 
diverse product and distribution portfolio. The company’s watch brands include Fossil, Michael Kors, Kate Spade, 
and Burberry. Their products are sold in Fossil stores, department stores, jewelry stores, and online. Their finan-
cial profile is excellent with high profit margins, returns on equity in excess of 25%, and a strong balance sheet. 
We also like the fact that the CEO takes no salary and owns 12% of Fossil.

Keysight Technologies provides electronic measurement solutions to the Communications and Electronics in-
dustries. The test equipment operation was the original business of the Hewlett-Packard Corporation in Palo Alto, 
CA. While Hewlett-Packard has been around for more than 50 years, Keysight is relatively new as a public compa-
ny and became an independent entity in October of 2014. We believe that, as an independent firm, management 
should be able to focus its resources on product development and growth. Keysight meets our financial criteria 
with 19% operating margins, considerable free cash flow generation, and a strong balance sheet.

Precision Castparts manufactures metal components and products. It provides investment castings, forgings, 
fasteners, and fastener systems for critical aerospace and industrial gas turbine applications. Some of Precision’s 
products are sold into the energy business, which is currently experiencing a severe slowdown. As a result of the 
weakening in Precision’s sales, the stock declined from a high of $275 to below $200 per share this past summer. 
While we acknowledged its earnings power had declined, we thought the company had terrific products and a 
strong competitive advantage. We began buying the stock below $200 a share in July. Unknown to us, Precision 
was in talks to be acquired by another one of our holdings – Berkshire Hathaway. The acquisition was announced 
on August 10, 2015 and we sold our shares for a relatively quick gain.

Xilinx is a semiconductor business that designs and markets programmable circuits and chips. We purchased a 
position in the Fund in January after a disappointing earnings report caused the stock to decline below what we 
thought it was worth. Xilinx is extremely profitable with a gross profit margin of almost 70%. The company



generates significant free cash flow which has been used to pay dividends and reduce the shares outstanding. 
Additionally, it has an extremely strong balance sheet with cash balances in excess of $3 billion. Xilinx is one of 
two businesses that specialize in programmable chips. The other, Altera, was recently acquired by Intel.

Sales
We sold our entire position in five holdings during the year: Bed Bath & Beyond, Inc., Evolution Petroleum Cor-
poration, Southwestern Energy Company, Protective Life Corporation, and Precision Castparts Corp.

Bed Bath & Beyond is a well-known retailer that specializes in merchandise for the home. The company’s brands 
include Bed Bath & Beyond, Christmas Tree Shops, and buybuy Baby. We had owned stock in Bed Bath for many 
years. We originally liked its strong balance sheet and management’s skill at merchandising in its stores. While 
this had been a profitable holding for the Fund in recent years, we have become concerned about the long-term 
profitability of the business due to increased competition from online retailers. Not only are online retailers 
taking sales from physical stores, but the increased competition is requiring retailers like Bed Bath & Beyond to 
invest in their own online capabilities. We estimate that the combination of these two forces will reduce profit 
margins over time.

We sold all of our shares in two energy names: Evolution Petroleum and Southwestern Energy. Both positions 
were very small and would not have a material effect on Fund performance if they rebounded. To maintain a 
similar exposure to commodity prices, we invested a comparable dollar amount from these sales into additional 
shares of EOG Resources which should benefit from higher commodity prices. We believe that EOG’s superior 
land position and strong balance sheet should allow it to do well when oil prices rise. These trades allowed us to 
reduce the capital gains paid to shareholders and maintain some exposure to rising commodity prices.

Protective Life was acquired by a Japanese insurance company on February 1, 2015 and the Fund received $70 a 
share in cash for its shares. This acquisition capped a successful investment that the Fund had owned for more 
than 15 years. 

Finally, as mentioned above within “Purchases,” Precision Castparts is in the process of being acquired by Berk-
shire Hathaway so we sold our position.

Our Investment Approach: Value Is In Our Name
One of the most important parts of our investment process is the belief that every business has an intrinsic value 
(economic worth). This value is derived by the amount of cash a company generates, its profitability, and the 
ability to grow in the future. Businesses that generate more cash, are more profitable, and have better growth 
prospects are more valuable. It’s important to note that at certain points in time, intrinsic value is different from 
the current stock price. Our investment process is designed to find these situations. When a quality company is 
selling below its intrinsic value, we seek to invest in it for the Fund. Once we own a stock we monitor the relation-
ship between the market price and our assessment of intrinsic value. When we believe a stock is selling far above 
its own value, we will sell some or all of our shares. As good businesses usually get more valuable over time, we 
tend to hold stocks for a long time resulting in low turnover and the generation of long-term capital gains when 
we do sell. For example, 100% of this year’s capital gains distribution was from long-term profits which are taxed 
at a lower rate than short-term gains.

Notice above we said good businesses get more valuable over time. This is an important point. Our strategy is to 
invest in companies that have certain qualities that allow them to increase in value. The first of these character-
istics is that it has some kind of competitive advantage that allows it to earn strong profits and continue to do 
so in the future. Second, the company must be financially strong with limited debt, high profitability, and the 
ability to generate cash profits. Finally, the business must be well-managed. Management is critical as they are 
responsible for allocating profits for the benefit of their shareholders. We assess management by analyzing the 
financial statements and meeting face-to-face with the corporate executives. Our objective for the Fund is to 
invest in a relatively small number of well-managed businesses selling at or below intrinsic value. 

Outlook
As we enter the New Year, the most important question is about the pace of worldwide growth. Since the middle 
of 2015, the primary question for investors has been the rate of growth for the Chinese economy. This is an im-
portant consideration as China is a large source of demand for many commodities and industrial products.



Therefore, to some extent, in the short term as China goes so goes the world economy. Here in the U.S.A. we see 
continued slow growth driven by job creation, low interest rates, and low energy prices. We don’t expect anything 
spectacular. As we look at the stock prices of many businesses compared to their intrinsic values, we don’t see a 
lot of bargains but perhaps a few more than one year ago.

Thank you for investing with us in the FAM Value Fund.

John D. Fox, CFA        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 VALUE FUND 10.28% 
(1/2/87)  

6.10% 10.45% 14.01% -1.74% 1.18%*

* 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 1.18%. 

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 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 real-
ize their intrinsic value, or their price may go down over time), and small-cap risk (prices of small-cap companies can fluctu-
ate 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, please go to famfunds.com or call (800) 932-3271.

Distributed by FENIMORE SECURITIES, INC.

Member FINRA/SIPC

(800) 932-3271

famfunds.com

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


