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TWST: Could you tell me a little bit about the firm?
Mr. Fox: We’re 43 years old, employee-owned and 

entrepreneurial. Founder Tom Putnam is still active in the business. He 
grew up in a small town in upstate New York called Cobleskill, and that’s 
where we’re located. We have three mutual funds. They are the FAM 
Value Fund, the Equity-Income Fund and the Small Cap Fund. We 
manage around $2.6 billion, overall, in the funds and separately managed 
accounts. We’re value investors investing in high-quality businesses at a 
discount to what we think they’re worth.

TWST: Do the three funds basically have the same 
philosophy?

Mr. Fox: Yes, we have a single philosophy, and then, we have 
three strategies. The Value Fund focuses primarily on midcap companies 
with a smattering of some large and small names. The Equity-Income 
Fund concentrates on dividend-paying businesses in the midcap space, 
with an emphasis on dividend growth. The Small Cap Fund invests in 
small-cap enterprises.

TWST: Maybe you could talk a little about what investors 
should know about the Value Fund.

Mr. Fox: Sure. We’re focused on, as I said, mostly 
midsize companies. It’s a fairly concentrated portfolio as mutual 
funds go, as we own less than 40 stocks. About 50% of the money 
is in 14 of those stocks. We focus on what we think are high-quality 
companies; they must have a strong financial situation with 
manageable debt, high returns on capital and generate a good 
amount of free cash flow. We also focus on management, seeking 
good capital allocators who are honest.

Additionally, we try to visit every holding at least once a 
year and do a face-to-face meeting with managements. Finally, we 
like to invest at a discount to our estimate of the company’s intrinsic 
value, so that’s the value in FAM Value Fund. We’re trying to buy a 
good value investment, and then, we tend to hold onto the companies 
for a long time.

Our turnover is pretty low. It’s around 10% a year or so on 
average. This approach tends to let good investment ideas grow over time. 
It also means that the majority of our capital gains are long term, which 
of course are taxed at a lower rate. Overall, I think what people should 
understand is that we invest in a pretty small collection of quality 
businesses that are well-managed, and we tend to let their value 
compound on a tax-efficient basis.

TWST: Why is watching debt important to you? I mean, 
some companies put on a lot of debt, and others try and minimize it.

Mr. Fox: It’s important to us in terms of risk control. First of 
all, there are a lot of definitions for risk in the industry, and our 
definition is losing money. We like to minimize the chance of losing 
money on a permanent basis. One way to do that is to focus on 
businesses that generate cash and have a reasonable amount of debt, 
because if you have too much debt and the environment goes against 
you, you can really get in trouble.

TWST: Do you think that’s one of the priorities of many 
companies now, to look into their debt level and make sure that, since 
the financial crisis, they didn’t get into a situation where they carried 
way too much debt?

Mr. Fox: Yes, I think that was the case closer to the crisis. 
Presently, I think managements may still have one eye on that, but they also 
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have an eye on the fact that interest rates are still low. As a result, we don’t 
see a lot of companies paying off debt. We also see businesses that 
traditionally ran with no debt and had cash that they too have borrowed 
some due to low rates. So I think debt 
levels are higher today. We certainly don’t 
see a lot of deleveraging.

TWST: Did you want to 
mention a company that you find 
interesting?

Mr. Fox: Sure. We find many 
of our holdings to be interesting. In terms 
of a large holding, CarMax (NYSE:KMX) 
is very intriguing. CarMax is the nation’s 
largest used-car superstore. The founders 
of the company came out of Circuit City, 
if you remember that name, back when 
big-box retail was popular. They analyzed 
how they could take the big-box-store 
model and apply it to other industries, 
large industries. And somebody said, 
“What about used cars?” So they started 
in Richmond, Virginia. The used-car 
market is very large; about 40 million cars 
are sold per year.

CarMax has a few unique parts 
to their story. First, all the car prices are 
fixed and displayed both at the dealerships 
and online. So there is no negotiation or 
haggling like at a traditional car dealer. Number two, the financing is very 
transparent. When they do financing, the customer sits in front of the 
computer screen with the salesperson. You clearly see all the financing 
options and details so that you can choose the one that you like.

The third thing is they don’t do trade-ins, per se, but they will 
make you a cash offer for your car. What this means is that you do not 
have to buy a car from CarMax in order for them to buy your car. Of 
course, many people take that money and apply it to buying a car on a 

CarMax lot. Lastly, they also have a five-day money-back guarantee 
where you can return the car if you don’t like it.

It’s a very unique model and quite different from typical car 
dealerships. And they’ve grown quite a bit. They have more than 150 
stores today while adding about 12 to 15 per year. Actually, they just 
opened a dealership in our region, Albany, New York. We think they’ll 
continue to open stores and sell more cars.

TWST: What might their business look like five, 10 years 
from now? I mean, would it be basically the same thing, or do you 
think it could change as technology and consumer habits change?

Mr. Fox: This is a period of great change in a lot of industries. 
In the future, CarMax may offer the ability not just to research online 

but also to purchase, finance and have the car delivered to your house. 
They are testing that in a market today. Everything in retail is gravitating 
toward online, and I think that will be a larger component at CarMax 

five years from now.
TWST: And they might get 

involved more with various associated 
businesses dealing with the financing 
and maybe with certain car supplies or 
other things related to cars?

Mr. Fox: Yes. They own a 
finance company called CarMax Auto 
Finance and do financing today. But as 
you probably know from buying a car 
yourself, it is very labor- and paperwork-
intensive, and this aspect will probably 
migrate online. Plus, the sourcing of cars 
is done by buying cars, either individuals 
bringing them into dealerships or buying 
at auctions, which is a traditional way for 
dealers to get used cars. For now, they 
continue to do both, and that will probably 
continue. Whether there are different 
types of exchanges or peer-to-peer ways 
to buy cars, for example, consumers will 
still like to test drive a car, so I think 
buying them on the lot will continue.

TWST: Did you want to 
mention a second company?

Mr. Fox: Sure. MEDNAX (NYSE:MD), which is a health 
care company. It used to be called Pediatrix Medical Group, or 
Pediatrix. Its origin was running neonatal intensive care units at 
hospitals. Basically, about 10% to 12% of all babies need some type 
of specialized care at the time they are born, and of course, babies 
are born 24 hours a day, 365 days a year. This means there needs to 
be doctor coverage at hospitals 24 hours a day, and MEDNAX 
provides this service.

The doctors have to be specifically trained to deal with the 
special health needs of babies. They have run that business successfully, 
achieving about a 30% market share around the country. However, they 
figured that this is about as much market share as they could garner, and 
in order to grow, they needed to add another business segment.

As a result, they went into the anesthesiology business, which 
is kind of similar, and their groups work with hospitals. You need to have 
coverage for the various procedures that use anesthesia. In 2007, they 
bought their first anesthesia group, and this has grown to be MEDNAX’s 
largest business today.

And last year, they added a third leg to the stool, as we like 
to say, in radiology. Interestingly, a lot of it is virtual radiology. If you 

“It’s a very unique model and quite different from typical car dealerships. And they’ve 
grown quite a bit. They have more than 150 stores today while adding about 12 to 15 per 
year. Actually, they just opened a dealership in our region, Albany, New York. We think 
they’ll continue to open stores and sell more cars.”
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have a car accident and go into the emergency room at 3 in the 
morning, and there’s a skeleton crew, your X-ray might be read by 
someone in a different time zone who’s working the night shift, so to 
speak. They also do office-based radiology where they’re buying 
practices that practice in the traditional fashion. In sum, you have the 
baby, anesthesiology and radiology businesses.

MEDNAX has grown very nicely and generates considerable 
free cash flow. We purchased our first position when there were, what 
we estimated to be, temporary issues that made the stock price 
attractive. Since then, MEDNAX has expanded nicely, and we think 
this pattern should continue as they generate cash in a sector that 
looks pretty fairly priced.

TWST: And how does it respond to the attempts to reform 
Obamacare and some other things that are going on in the health 
care sector?

Mr. Fox: Well, there’s a lot going on. We’ll have to see 
what those changes might be. The neonatal-intensive-care-unit 
business has traditionally been private pay, insurance or Medicaid. 

The anesthesia business has been private pay or Medicare because 
older people are getting more procedures than younger people. 
People of all ages were added to the insured roles under Obamacare. 
That’s been a benefit to the hospitals. Of course, the hospitals were 
treating those people before but not necessarily getting paid. There’s 
a lot of change, but the services that they are providing are vital. 
Anesthesiology is a necessity, you need to have X-rays and MRIs 
read, and you need to take care of premature babies.

TWST: And does their business model make sense with the 
direction that health care reform might be going?

Mr. Fox: One of the big aspects of health care reform, among 
many, is paying for outcome-based reimbursement. MEDNAX is very 
well-positioned for this trend. They’ve been collecting data on all their 
procedures, all their outcomes. They have tremendous databases, so they 
can definitely prove to the payers that they are making good decisions 
and that MEDNAX is focused on creating good health care outcomes. 
That’s a very positive trend for them. What the reimbursement 
environment is like five years from now is anybody’s guess.

TWST: Did you want to mention another company?
Mr. Fox: Yes, Markel Insurance (NYSE:MKL). This is 

described by some people as a company following the model of 

Berkshire Hathaway (NYSE:BRK.A). It’s an insurance company in 
Richmond, Virginia, focused on excess and surplus lines of insurance 
— specialty lines of insurance where they feel they can get a little bit 
better pricing. In a way, it’s like Berkshire in that they take a similar 
focus to the investment portfolio.

Most insurance companies invest primarily in bonds. Markel 
has a bond portfolio, of course, but they have a much larger percentage 
than average in stocks. That’s been ably managed by their long time 
Chief Investment Officer and Co-CEO, Tom Gayner. Consequently, 
Markel has been able to grow their book value at a nice rate because of 
investing in stocks. In recent years, they added the ability to buy private 
businesses in addition to investing in public companies.

If you think about it, they are taking in premium income and 
can allocate that either by writing more insurance if their rates are good 
or take the money and buy stocks or take the money and buy privately 
owned businesses. It gives them an opportune way to allocate capital. 
The book value has grown very nicely over the years at a high-single-
digit, low-double-digit pace. At the end of 2016, their 10-year growth in 
book value was 10% a year. So that’s a solid long-term return.

TWST: And they are involved in a lot. I see some specialty 
areas like horse and farm, lawn care, marine, child care — so some 
very specific areas.

Mr. Fox: Yes, Markel has gotten larger, so they’re writing 
policies all over the world now, but some of the classic E&S-type 
businesses were exactly described — judo studios, kids’ summer camps, 
thoroughbred racing and mortality for race horses, taverns and bars 
versus a white-table-cloth restaurant. Yes, some unusual things.

“If you think about it, they are taking in premium income and can allocate that either 
by writing more insurance if their rates are good or take the money and buy stocks or 
take the money and buy privately owned businesses. It gives them an opportune way 
to allocate capital.”

1-Year Daily Chart of MEDNAX
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TWST: What would be a common theme among all the 
areas? How do they pick the areas to go into?

Mr. Fox: I think the common theme would be underwriting 
profits. Markel is very focused on making an underwriting profit; that’s 
how they pay their underwriters. They don’t pay their underwriters based 
on premium volume, but rather, they pay them on a rolling three-, five- 
and seven-year basis, depending on the type of business. There are many 
niches. In fact, they hired a team with the experience to just underwrite 
short line railroads because they have unique characteristics compared to 
long-haul railroads. It is another profitable niche. Ultimately, the key is, 
if Markel can write the insurance profitably, that’s the commonality 
among the niches.

TWST: Do you want to mention a final company?
Mr. Fox: Certainly. One comes to mind that our analysts 

were just talking about this morning. It’s called Waters Corporation 
(NYSE:WAT) and fits our classic financial profile. They make 
scientific instruments used in a lab when you’re doing pharmaceutical 
development, food testing or anything where you have to have very 
exact measurements.

It’s a really, really profitable company. Gross margin is close to 
60%, the operating margin is close to 30%, and returns on capital have been 
midteens for a long time. Waters also has an excellent balance sheet and 
has generated a lot of cash over the years. They generated about $600 
million in operating cash last year, and the capital expenditures to go into 
the business were only about $100 million. They have tremendous cash 
generation, very good returns on capital and a strong balance sheet.

Waters is a market leader in terms of their quality 
instrumentation, and they have solid recurring-revenue streams. For 
instance, once the machine is placed in a lab, every time you run a 
test, you have to have a reagent or something called a column. As a 
result, every time you use a column, you have to dispose it, and the 
next time you do a test, you need another one. So it has a strong 
recurring-revenue stream.

TWST: Do you think they are going to be focusing or 
expanding on certain new areas as the years go on?

Mr. Fox: Yes. They just had their analyst meeting and conveyed 
that an area they are expanding is food-quality testing. The main business 
today is pharmaceuticals and pharmaceutical development, but food 
quality is an area where Waters can grow.

TWST: Why is that a smart area to get into to expand?
Mr. Fox: Food quality is obviously very important, particularly 

internationally, like in an emerging market where the industry is not as 
well-regulated as in the United States. There’s an opportunity for testing 
in these geographies, and it could be a big market.

TWST: And changing gears a little bit, as you talk with 
investors and exchange ideas with them, what are some of their 
concerns in 2017 that you think are worth noting?

Mr. Fox: Yes, there are two concerns. One is if it is too late to 
get into the stock market at all-time highs. The other concern is if they 
are sitting on too much cash. These are two of the main things that we 
are hearing right now.

TWST: And how do you respond to those? I mean, those 
come up pretty frequently from a lot of people right now.

Mr. Fox: Yes, I think those questions always come up over the 
years when there are bull markets and all-time highs. We respond the 
same, explaining that the best time to invest is when you have the money, 
and we emphasize dollar-cost averaging.

TWST: And with the leadership both from the White 
House and the Fed, are you getting a sense that they are feeling 
comfortable with the way that the economy is going, or is there still 
a little bit of anxiety?

Mr. Fox: I think it depends on how happy you are — or 
unhappy — with the election result.

TWST: Is there a sense though that even if people weren’t 
supportive of President Trump, that they still think the economy 
might be heading in a decent direction, and that might encourage 
them to invest more in equities?

Mr. Fox: No, we don’t get that sense.
TWST: And what about as far as interest rates? Are you 

hearing much from investors about those?
Mr. Fox: Not really. I think the general consensus is that 

they’re going up. Actually, I hear that more from Wall Street than from 
Main Street. I’m not sure people have a strong opinion about that. But 
that’s certainly the consensus, that we’re going to have higher growth, and 
interest rates are going to go up. I think individual investors are asking if 
this is the time to get into the market when the Dow is over 20,000.

TWST: Thank you. (ES)
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DISCLOSURE 

2Disclosure: The Fund’s total annual operating expense ratio as stated in the fee table of the Fund’s most recent 
prospectus is 1.18% after fee waivers of (0.01)% for the Investor Class. The Fund’s total annual operating 
expense ratio as stated in the fee table of the Fund’s most recent prospectus is 0.99% after fee waivers of 
(0.11)% for the Institutional Class. The total annual operating expense as reported in the Fund’s audited 
financial statements is 1.18% as of 12/31/2016 after a fee waiver of (0.01%) for the Investor Class.  
The Advisor has contractually agreed, until May 1, 2017, to waive fees and/or reimburse the Fund certain 
expenses (excluding interest, taxes, brokerage costs, Acquired Fund Fees and Expenses, dividend expense and 
extraordinary expenses) to the extent necessary to maintain Net Fund Operating Expenses for Investor Shares 
at 1.18% and Institutional Shares at 0.99%.   
Institutional Class shares became available for sale on January 1, 2017. For performance prior to that date, this 
table includes the actual performance of the Fund’s Investor Class (and use the actual expenses of the Fund’s 
Investor Class), without adjustment. The Institutional Shares of the Fund are a newly established share class 
and therefore do not yet have their own performance history. The performance results shown on this page for 
the periods prior to January 1, 2017, the date of commencement of operations for Institutional Shares, are for 
the class of shares of the Investor Shares, which are subject to higher fees as a result of differences in the 
shareholder administrative services fees and certain other fees paid by each class. Institutional Shares and 
Investor Shares would have substantially similar performance results because the shares of each class are 
invested in the same portfolio securities of the Fund. Because of the difference in the level of fees paid by 
Investor Shares, the returns for the Investor Shares may be lower than the returns of the Institutional Shares.  
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 Value 
Fund and should be read carefully before you invest or send money. The principal risks of investing in the fund 
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, please go to famfunds.com or call (800) 
932-3271. 
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.   

Fund & Inception Date 1 Year 3 Year 5 Year 10 Year Inception Total Annual Fund 
Operating Expenses* 

FAM Value Fund 
FAMVX Investor Class (1/2/87)  13.87% 8.75% 12.23% 6.70% 10.47% 1.18%* 

FAM Value Fund 
FAMWX Institutional Class (1/1/17) 13.87% 8.75% 12.23% 6.70% 10.47% 0.99%* 



 
  

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

FAM Value Fund Top 10 Holdings 
As of 3/31/17 

IDEX Corp.  4.8% 
Ross Stores  4.7% 
Markel Corp.  4.6% 
CDW Corp.  4.4% 
Illinois Tool Works  4.0% 
Berkshire Hathaway  3.6% 
Brookfield Asset Management  3.5% 
Brown & Brown  3.5% 
CarMax  3.2% 
Interpublic Group of Companies  3.0% 

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  
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