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TWST: Would you provide a brief summary statement 

about the fund that you manage that you wanted to speak about 
today?

Mr. Hogan: I co-manage the FAM Equity-Income Fund 
(MUTF:FAMEX), and we just celebrated its 20-year anniversary on April 
1. I have been at Fenimore Asset Management, the parent company, for 
25 years. One interesting thing in terms of continuity with this fund is that 
it has had the same two Co-Managers, Tom Putnam and I, since its 
inception. This is very rare for mutual funds these days. There is no plan 
at this point in either one of us coming off the fund.

TWST: Can you talk more about the fund and what type of 
investor it is for?

Mr. Hogan: This is an equity income fund, which means that 
at least 80% of the companies have to pay a dividend. The way we 
manage the fund is that we put 100% of the equity holdings into dividend-
paying stocks, and we prefer companies that are growing their dividends 
over time. In fact, we like to see double-digit dividend growth compounded 
over a five-year period.

Today, the portfolio’s compounded return for the dividend 
growth of the companies over the past five years is roughly 11.5%. 
This is a very strong compound. When companies are growing, they 
have the ability to increase their dividends over time, and this is a key 
tenet for us: We look for businesses that are growing and will continue 
to grow into the future.

TWST: So that growing rate of dividend is directly 
correlated to the growing rate of the company overall? In other 
words, they are not independent factors?

Mr. Hogan: Not necessarily. The growth in the dividend may 
not grow as quickly as the earnings. In other cases, a business may have 
a weaker period of growth, but they continue to grow their dividends. We 

like companies that generate strong cash flow and are not overlevered 
while being able to continually grow their dividend.

TWST: What is it about growing dividends that make them 
so important?

Mr. Hogan: A growing dividend means the business is growing 
as well. They grow because they have a competitive edge or a durable 
competitive advantage. This allows them to either increase prices, take 
market share from competitors or launch new products. A business that 
has proven that it can grow is likely to continue on the same path. As it 
grows, then it becomes a capital-allocation decision whether the company 
will take its excess cash flow and make acquisitions, buy back shares or 
pay dividends.

The dividend component is very important to investors, because 
once that cash is paid out to shareholders, it’s not subject to market 
fluctuations. When businesses buy back their stock, sometimes they pay 
too high a price, which destroys value, but when the company pays out a 
dividend that value is permanently transferred to the shareholder.

TWST: Could you talk a little bit about the management 
process and also if there’s certain weightings or thresholds that you 
have in place?

Mr. Hogan: One aspect that makes the FAM Equity-Income 
Fund unique is that it is in the midcap space. The median market cap of 
the fund is right around $7 billion, and virtually all other equity income 
funds are in the large-cap space. This means that they are investing in 
companies that are within the S&P 500. So essentially, these funds 
typically own the same names, but our holdings are much smaller, which 
makes them different from the pack.

One benefit of being in the midcap space for investors is that 
these businesses tend to grow faster than large-cap companies. Another 
benefit is that our investable universe is about two and a half times larger. 
Our universe is anything that is more than $500 million in market cap and 
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pays greater than a 2% dividend. More specifically, there are 
approximately 650 companies that we can choose from, while the S&P 
500 has only 250. We have a much larger pond for fishing.

TWST: Are there any other rules that you apply, and also, 
what process do you go through?

Mr. Hogan: We do a lot of 
research on our names. We construct 
very detailed models, not just of 
earnings growth but of the cash flow 
that the business can generate over 
time and its debt level. One thing that 
gets companies into trouble more 
often than not is having too much 
debt. We avoid these companies like 
the plague, and this has benefited the 
fund shareholders when markets 
decline or when the economy goes 
through some rough patches.

It is those debt-laden 
companies that perform the worst in 
tough times, as investors are worried 
about whether they will survive. Our 
fund has tended to perform well in 
down markets as it does not lose as 
much as the market due to the high-
quality businesses in which we invest. 
The fund may lag a little in raging bull 
markets, but over a full market cycle, 
the fund has performed very well.

TWST: To what extent is 
the process quantitative?

Mr. Hogan: It is much 
more qualitative. Not only do we 
spend time modeling the 
companies, but we like to visit the management teams, verify their 
stories, make sure things are tracking to our expectations and see 
if the operation is expanding or shrinking. Having very good lines 
of communication with the managements of our holdings is key 
for us. We run the fund in a concentrated manner, so we typically 
hold between 30 and 35 companies.

When we make an investment, we are looking for the business 
to potentially double in value over the long term, rather than trying to 
make a quick 10% or 15%. The reason for that is that we spend so much 
time on the research process upfront that we really want the investment 
to pay off for us. Additionally, the fund’s turnover is very low, so a 
benefit for a shareholder with a taxable account is that they are paying 
lower capital gains over time.

TWST: Are you just focused on domestic companies in the 
United States?

Mr. Hogan: Yes. As I was saying before, our investable 
universe of more than 650 companies equates to a large universe, so 
there is no reason for us to have to go overseas to look for opportunities. 
This also allows us to stay within our competency and to visit these 
companies more frequently.

TWST: Can you talk about a few of your top holdings or 
even holdings that you are excited about and why you’ve included 
them in the fund?

Mr. Hogan: One company that we’ve held for a number of 
years is called Digital Realty Trust 
(NYSE:DLR), a real estate company 
that doesn’t own offices or apartment 
buildings; it owns data centers. We 
are attracted to Digital Realty because 
the one thing that we know is that 
there is a growing amount of data that 
is being stored in data centers, and the 
data will never go away. There is a 
huge need for data centers both in the 
U.S. and around the world.

Data centers are pretty hard 
to construct as well. They have to have 
24/7 uptime and 100% reliability. They 
have to bring a lot of power into the 
building and have just as much backup 
generation capacity in case of power 
outages. They also require significant 
cooling capacity to keep the servers 
cool. It is a difficult proposition to 
build a good data center, and Digital 
Realty excels at this.

When we first made the 
investment, their results were choppy. 
There were about six quarters in a row 
when the business reported 
disappointing results and the stock 
went down. But we had such strong 
conviction in the operation that, in 
each of those quarters, we bought more 

shares and averaged down on our costs. The business did make a turn for 
the better, as we thought it would. Today, it’s a $15 billion market cap, and 
the dividend yield is 3.7%.

TWST: Is there another holding you want to talk about?
Mr. Hogan: Sure. Microchip Technology 

(NASDAQ:MCHP) is an $11 billion-market-cap company with a 

dividend yield of 2.8%. This is a semiconductor business with the 
core competency of buying other semiconductor firms that are 
underperforming. They take the cost out of those companies and 
bring them up to the core Microchip margins. They are also able 
to plug the products from their acquisitions into their distribution 
network, expand distribution globally and grow the business. They 
have done a terrific job of buying other companies, and their most 
recent acquisition really looks like it will drive margin expansion 
for the next few years as well as allow them the ability to pay 
down some debt.

We are very bullish on this name. It is interesting that we are 
overweight in technology relative to the index, and the reason for this is 
that there are some terrific dividend yields that are found in this space. 
This wasn’t the case five or 10 years ago, but technology companies tend 

“When we make an investment, we are looking for the business to potentially double in 
value over the long term, rather than trying to make a quick 10% or 15%. The reason for 
that is that we spend so much time on the research process upfront that we really want 
the investment to pay off for us.”
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to throw off a lot of cash flow and become more shareholder-friendly by 
not just buying back stock but by paying dividends over time. We have 
been able to capitalize on that trend.

TWST: What market trends are you monitoring most 
closely, and how do you think those trends or your reaction to those 
trends are affecting how you manage the fund?

Mr. Hogan: We are not making macro calls on the environment 
and then trying to determine where to invest. We have a bottom-up 
investment management process. We are looking for high-quality 
companies that have successful track records and the ability to carry that 
track record forward. 

I mentioned our 20-year anniversary, so let me give you some 
relevant data. A $10,000 investment when we launched the fund on April 
1, 1996, would have been worth just over $50,000 20 years later.

I tell people the punch line of the performance over the 20 years 
is that we have been able to put our track record together while taking less 
risk than the market, and this allows shareholders to sleep well at night. They 
don’t get scared out of the fund when the market goes through a rough patch.

TWST: In the last year or two, what do you think surprised 
you about some of your holdings? This could mean a trend that 
applied to one or more companies, or it might be something that 
surprised you about the performance of an individual company.

Mr. Hogan: In terms of an individual holding, Flowers Foods 
(NYSE:FLO) has been a little bit of a problem child, where the surprises 
have been, by and large, more to the negative side. It is a very good 
business, and the management team is very capable. I estimate that they 
will get their arms around the issues they are experiencing and increase 
their margins.

The reason for the margin decline was that they made an 
acquisition of the Hostess bread brands after Hostess went through the 
bankruptcy process. They got a very good price on those bread brands, 
and it gave them a nice boost on their geographic footprint. They now 
serve more than 75% of the U.S. population. Before the acquisition, they 
only served about 50%. So they have seen nice growth with more growth 
to come, but they need to focus on increasing margins.

One way they are doing that is getting into the organic-bread 
space, which is actually the fastest-growing segment of the bread 
industry and also one of the most profitable. They bought Alpine Valley 

and Dave’s Killer Bread. As they take these regional brands and plug 
them into their system and distribute them throughout the country, this 
should be very good for the overall company. We have increased our 
position in Flowers Foods.

TWST: You talked about them trying to get a handle on 
things. Is the central issue operational, as in managing all their 
various products while monitoring the markets into which they sell?

Mr. Hogan: The reason the margins have been impacted is 
because they acquired a lot of bread bakeries through the Hostess 
acquisition, which are older and not very efficient. The majority of these 
bakeries are being sold, which will reduce expenses. They are holding 
onto a few of them to utilize when their volumes grow. Typically, 
Flowers’ bakeries are the most efficient within the industry. They just 
added another new bakery, and as they ramp up its volume, margins will 
increase. So there are a number of levers for management to pull to grow 
profits, and they are being proactive, but it will just take a little time to 
show up in earnings.

TWST: Why should an investor who is looking for an 
equity income fund choose your fund over one of your peers?

Mr. Hogan: Investors can feel comfortable that we are doing 
what we are saying and delivering good performance over time. We are 
also doing it by taking less risk than the market. We spend a lot of time 
educating our shareholders. We send out newsletters, and talk about our 
holdings and investment process as we try to reiterate our long-term 
approach. These shareholders truly get our philosophy and are 
comfortable with the way we invest.

Another thing that we do for direct shareholders is we have 
statements that show not only the return that the fund generated but 
also their individual return since they first invested in the fund. The 
other highlight is that, when people call us directly, the phone rings 
right in our building. People are often surprised when a real person, 
who actually works at FAM Funds, answers the phone. These 

1-Year Daily Chart of Digital Realty Trust

Chart provided by www.BigCharts.com

“We are not making macro calls on the environment and then trying to determine 
where to invest. We have a bottom-up investment management process. We are 
looking for high-quality companies that have successful track records and the ability 
to carry that track record forward. The results are in our performance.”

1-Year Daily Chart of Microchip Technology

Chart provided by www.BigCharts.com
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shareholder-services people have been with the company 20-plus years 
and know everything there is to know about the fund so that they can 
support shareholders very well. This is a huge benefit to shareholders, 
especially when the markets get a little bit choppy, because we are able 
to communicate with them directly and help keep them invested through 
some of those challenging periods.

TWST: Is there anything else you wanted to mention before 
we end that we haven’t covered?

Mr. Hogan: I think that we’ve covered mostly everything.
TWST: Thank you. (KJL)
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 AVERAGE ANNUAL RETURNS: As of 6/30/16 

 

DISCLOSURE 
Fund selection was determined by the subjective criteria of the author.  No objective criteria for selection (e.g.; 
performance returns, manager tenure, expense ratio, etc.) were evaluated for identification of these funds.  
Consequently, other mutual funds not identified in the article or considered by the author may have similar 
characteristics.   
 

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. 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 Equity‐Income Fund and should be read carefully before you 
invest or send money. 
 

The principal risks of investing in the FAM 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 Equity‐ Income Fund, please call (800) 
932‐3271. 
 

*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 Equity-
Income Fund’s audited financial statements as of 12/31/15 is 1.27%.  
 
 

 

 

 
 
 
 
 
 
 
 
 
 

 
 
 

Fund & Inception Date  1 Year  3 Year  5 Year  10 Year  Inception 
Total Annual Fund 

Operating Expenses* 

FAM Equity‐Income Fund  
FAMEX Investor Class (4/1/96) 

7.25%  9.74%  11.03%  6.51%  8.45%  1.26%* 

FAM Equity‐Income Fund Top Ten Holdings  
As of 6/30/16 

Stryker Corporation  6.6% 

Arthur J. Gallagher  5.1% 

CDW Corporation  5.0% 

US Ecology, Inc.  4.9% 

Flowers Foods, Inc.  4.8% 

Digital Realty Trust, Inc.  4.5% 

Ross Stores, Inc.   4.2% 

Xilinx, Inc.  4.2% 

Aqua America, Inc.   4.1% 

Air Products & Chemicals  3.9% 

FAM Funds are distributed by Fenimore 
Securities, Inc. Member FINRA/SIPC 

384 North Grand Street, PO Box 399, Cobleskill, NY 12043 
800.932.3271/famfunds.com  


