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December 31, 2016

Dear Fellow Small Cap Fund Shareholder,

The year 2016 was a good year.  Not only was our 24.21% return a solid number in an absolute sense, but it is al-
ways pleasing to outperform the Russell 2000 Index, our benchmark, which returned 21.31%.  

What made the year particularly interesting and challenging was the extreme volatility.  The year opened with a 
sharp decline.  The Russell 2000 Index finally bottomed February 11, down -15.83% from December 31, 2015.  Fears 
were rampant and included a potential slowdown in the Chinese economy, falling oil prices that hurt more than 
they helped, and the Federal Reserve talking about raising interest rates while many thought the economy was 
still too fragile to handle that added pressure. 

Stock prices gradually rebounded through spring and into summer as it became clear that the U.S. and Chinese 
economies were still growing, labor markets were improving, wages were rising, and the Federal Reserve began 
to talk less of raising rates.  By June 22, the day before the Brexit vote, the Russell 2000 was up +21.3% from the 
February 11 bottom.  Obviously, markets were surprised when a majority of United Kingdom voters supported 
leaving the European Union.  Markets plummeted the next day with the Russell 2000 off -3.65%.  Thankfully, 
markets rebounded swiftly after the Brexit surprise.  

Perhaps the biggest shock to the market came with the election of Donald Trump that triggered a sizeable over-
night decline, followed by a strong rally over the closing weeks of the year.  Investors are already factoring in 
higher corporate profits due to lower tax rates, less regulation, more infrastructure spending, and potentially 
an unlocking of “animal spirits” or increased confidence.  Ultimately, this should result in improved spending 
among consumers and business owners.  We are writing this letter before Inauguration Day so it is difficult to 
truly discern hyperbole from fact, but we too are hopeful that economic growth might accelerate.

Performance Detail
As of December 31, the FAM Small Cap Fund had outperformed its benchmark, the Russell 2000 Index (a collection 
of smaller businesses), Year-to-Date (YTD), 1-Year, 3-Year, and Since Inception.  

Performance 1-Year 3-Year Since Inception 
3/1/2012

FAM Small Cap Fund 24.21% 8.17% 14.95%

Russell 2000 Index 21.31% 6.74% 12.70%

S&P 500 Index 11.96% 8.87% 13.02%

Best Performers
Evolution Petroleum Corp. was the largest contributor to the Fund’s performance, on a dollar-weighted basis, 
with a gain of $2.71 million.  Like most energy exploration and production companies, Evolution’s stock price cor-
relates highly with the price of oil.  Oil began declining in the fall of 2014 and bottomed in February 2016, before 
rebounding nicely by year-end 2016.  Evolution is relatively unique among small-cap energy stocks on several 
metrics, but we are particularly attracted to their debt-free balance sheet and ability to stay profitable at low oil 
prices.  Management teams with this approach to capital allocation and risk aversion are all too rare in the energy 
industry.

Our second-best performer was National Commerce Corp., a regional bank based out of Birmingham, Alabama, 
which added $2.69 million to returns.  We followed management when they ran another bank and admired them 
for many years, so we were pleased to invest in National Commerce — their latest effort.  Investors are beginning 
to recognize that National Commerce can grow into a much larger bank over time.  The stock also benefitted from 
the post-election rally in bank stocks.



The third-largest contributor to results was Fabrinet, a third-party manufacturer of optoelectronic components, 
which added $2.37 million to results.  We first purchased Fabrinet in 2014 when they were still rebounding from a 
horrible October 2011 flood that heavily damaged their primary factory in Thailand.  In recent quarters, demand 
began improving considerably.  As the price and valuation rose, we eventually became uncomfortable and began 
trimming our position.  We started trimming in January and sold our last share in June.   

Worst Performers
Our worst performer, on a dollar-weighted basis, was First NBC Bank Holding Company with a loss of -$3.47 mil-
lion.  We pride ourselves on being good bank investors; however, this investment was unsuccessful.  We learned 
that First NBC lacked strong accounting controls, had a large loan that suffered from both lower oil prices and a 
pipeline rupture, and had made a large, ill-advised factoring loan to a U.S. ethanol subsidiary of a Spanish green 
energy conglomerate that went bankrupt.  We sold half of our shares in August and the rest in November when 
it appeared that the banking regulators were going out of their way to make it particularly hard for the bank to 
rebuild capital.

Landauer was the second-worst performer with a loss of -$209,542.  During the market decline at the beginning 
of 2016, we sold our position in order to upgrade the Fund and enhance its long-term position.  Landauer is a fine 
business that provides integrated radiation safety products and services; however, there was some uncertainty in 
the rollout of a digital platform for their legacy badge system.  We moved capital from the sale into holdings that 
had either better economics or lower risks.

Patriot Transportation was the third-worst performer with a loss of just -$35,701.  We sold our shares as de-
scribed below within the “Portfolio Activity” section.

Portfolio Activity
Purchases
We purchased six new holdings for the portfolio in 2016: Choice Hotels, ExlService Holdings, Lindsay Corp., 
Multi-Color Corp., Penske Automotive Group, and Thermon Group.

Choice Hotels is an owner of 11 lodging brands such as Comfort Inn, Sleep Inn, Quality, and EconoLodge.  Hotel 
owners pay Choice a royalty for the use of the brand name and to participate in the national advertising, loyalty 
programs, and reservation systems.  Profits should grow over time as they add more hotels to the system, room 
rates increase around the rate of inflation, and old franchise agreements at low-royalty rates renew at current 
rates.  Choice has many of the attributes we love to see.  This includes a moat around the castle due to strong 
brands, high profitability with little need to reinvest the cash flows, and management who “gets” capital alloca-
tion.  We were able to purchase shares when investors grew concerned that hotel results might soften.  With our 
long-term view, we were not too concerned about a soft patch and recent evidence suggests that hotel demand is 
not softening after all.

ExlService Holdings is a provider of outsourced business processes and analytics with a focus on several indus-
tries such as insurance and healthcare.  Many large companies with repeatable procedures have decided it makes 
sense to outsource entire practices such as setting up a new life insurance policy.  EXL has proven that they can 
provide these types of services at a lower cost with similar or better quality.  Additionally, EXL has developed re-
lated analytics — such as making sure bills are coded properly — that help firms save money and/or lower risk.  
While EXL reported disappointing third quarter results, we believe most, if not all, of the modest issues they ran 
into should pass within a few quarters.  We were happy to buy stock in what should be a high-quality operation at 
a temporarily low price.

Lindsay Corp. is the #2 maker of agricultural irrigation equipment in the world.  This is a highly profitable, but 
also highly cyclical business.  Farmers tend to upgrade their equipment when profits are high, which for Lind-
say’s customers basically means high corn prices.  We are now about three-plus years into a low corn price cycle.  
Many investors are tired of waiting for better days.  This frustration allowed us to purchase shares at a reasonable 
price a few months ago.  We do not know when corn prices might rebound, but are confident they will.  This has 
been the pattern for agricultural commodities since the first crop was planted. 

While we have struggled to find attractive investments among consumer staples like food and personal care, we 
were pleased to invest in label maker Multi-Color Corp. when the stock market was turbulent. Multi-Color serves 
the consumer staples market and has assembled a nice collection of regional, niche label makers.  They are now 
the second-largest supplier of labels in the world operating in 20 countries.  Multi-Color has also built some long-
lasting client relationships and works with prominent national and international brands such as NyQuil, Purex, 
Smucker’s, and Valvoline. They add considerable value by helping brands tell their product story through labels 



and packaging. Due to their sticky customer base, they have a nice recurring revenue stream that grows pretty 
steadily over time.  Multi-Color disappointed investors in early 2016 after they ran into a handful of modest prob-
lems, mostly from trying to integrate too many acquisitions too quickly.  The stock price fell hard as short-term 
oriented investors sold the stock.  We were able to establish a nice position at a reasonable cost and are pleased to 
report that recent results have been much more impressive and the stock is up handsomely.

In early 2016, we conducted a fairly thorough study of all the small-cap, auto dealership stocks before concluding 
our favorite was Penske Automotive Group.  Stock prices for the whole group were soft earlier in the year on fear 
that U.S. new-car sales might weaken, especially if easy credit for subprime borrowers dissipated.  Most of the 
profits from a dealership come from parts and service, and the stock price seemed to discount a decline in new-
car sales whether it would happen or not.  We were well on our way to getting comfortable with buying the stock 
and then the day after the Brexit vote Penske’s stock price plummeted.  Investors feared that Penske’s United 
Kingdom dealerships, which are about one-third of the company’s total, would be severely impacted.  While we 
do not have much insight into the effect or timing of the United Kingdom separating from the European Union, 
we are confident that the British will still use automobiles either way.  As a result, we bought quite a few shares in 
the days after Brexit.  The stock has been a large contributor to results since our purchase.

Additionally, with oil prices falling so hard from late 2014 until bottoming in February 2016, we invested much 
time and resources looking for cheap, high-quality energy and industrial firms that the price decline affected.  
This is how we found Thermon Group. Thermon is the #2 supplier of highly engineered thermal solutions, known 
as heat tracing.  Heat tracing is the system used by process industries such as energy, chemicals, and power 
generation to maintain the proper temperatures of key pipes.  Demand is currently soft as fewer energy-related 
plants are being built and existing ones are delaying maintenance; however, we believe conditions should im-
prove eventually.  So far, our profits are modest, but we are confident in the company’s upside potential and have 
added to the position in recent months.

Sales
We sold Ferro, Houston Wire & Cable, McGrath RentCorp, Meridian Bioscience, and Patriot Transportation es-
sentially because we concluded they were fine companies, run by decent people, that should likely do well over 
time — but they just were not up to our standards.  Our goal is to continually prune the portfolio by upgrading the 
quality of stocks, whenever possible, and we believe our additions this year are even better holdings than those 
we sold.

At the same time, Ferro (highlighted above) was a very profitable investment along with Winthrop Realty Trust 
which was a real estate investment trust that chose to liquidate and distribute the proceeds to shareholders.  

Outlook
Writing the “outlook” section of these letters is always challenging.  This year it is particularly difficult.  While 
most of the stimulating discussions happen at the macro and philosophical levels, the real impacts on investors 
usually occur at the regulatory level.  Regulations and rules may not exactly pick the winners and losers, but they 
often, and purposely, project strong winds — filling the sails of some ships while creating rough seas for others.  
Since the presidential election, we are paying particularly close attention to regulatory changes for industries 
in which we are invested such as banking, infrastructure, and retailing.  While our attention is definitely on the 
nuts and bolts of regulatory policies, we must admit that there is the real potential we are living in a time of sig-
nificant worldwide changes that we will continue to monitor.

Despite these interesting issues, business marches onward.  The number of labels that Multi-Color prints, agri-
cultural irrigation systems that Lindsay sells, and hotel rooms that Choice hoteliers build will probably not be 
impacted much by macro developments, especially in far-off countries.  Investor sentiment might swing wildly, 
but growth in corporate profits, which ultimately drives the value of our enterprises, is typically much less vola-
tile.  We find this quite reassuring and hope you do as well.  Our plan is to watch these developments closely and 
visit with the companies represented in the Fund in order to hear what they are seeing and thinking.  With that 
information, we will modify the portfolio as needed, always trying to invest in high-quality businesses in strong 
financial shape and run by world-class managers.  Of course, we want to purchase their stock when the prices are 
attractive — below what a rational competitor might pay for the entire enterprise. 



Thank you for your trust and 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, 2016
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

Investor Class (3/1/12) 14.95% N/A N/A 8.17% 24.21% 1.42%*

Institutional Class (1/1/16) 24.42% N/A N/A N/A N/A 1.33%*

* 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 and fee waivers, the total operating expense as reported 
in the Fund’s audited financial statements, Investor Class, is 1.36% as of 12/31/15.  Commencement of the Institu-
tional Class was 1/1/2016 so it has no audited financial statement as of 12/31/15.
Past performance is not indicative of future results, current performance may be lower or higher than the per-
formance 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 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 Small Cap, please go to famfunds.com or call (800) 
932-3271.

Distributed by FENIMORE SECURITIES, INC.

Member FINRA/SIPC

(800) 932-3271

famfunds.com

FAM SMALL CAP FUND TOP 10 HOLDINGS

As of 12/31/16
Name      % of Total Net Assets
National Commerce Corporation  5.2%
Stonegate Bank     4.6%
PC Connection, Inc.    4.5%
Echo Global Logistic    4.1%
Scansource, Inc.     4.1%
Multi-Color Corporation   4.1%
Diamond Hill Investment Group, Inc.  4.0%
Westwood Holdings Group, Inc.   3.7%
Consolidated-Tamoka Land Co.   3.7%
Lindsay Corporation    3.7%
TOTAL NET ASSETS    $144,927,335


