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TWST: Could you please identify yourself?
Mr. Hogan: Yes, my name is Paul Hogan.
TWST: And what’s your title and firm?
Mr. Hogan: I am the Co-Manager of the FAM Equity-Income 

Fund. Tom Putnam, our firm’s Founder, and I have managed the fund 
together since its inception in 1996.

TWST: And could you tell me a little bit about the firm?
Mr. Hogan: Fenimore Asset Management, the investment 

manager to FAM Funds, has been around for 43 years. We got our start 
when Tom’s family, which owned a successful textile business here in 
Cobleskill, New York, sold that business and invested the proceeds. In 
fact, they did quite well investing that money. Tom couldn’t predict 
where the stock market was heading or make macroeconomic forecasts, 
but he knew how to run a quality business and its key characteristics. 
He looked for these top-notch traits when making investments. 
Actually, that’s the same philosophy that we follow today. We’re 
looking for quality businesses with minimal risk that have market 
leadership, strong financials, astute management, and the potential to 
compound and grow over many years.

TWST: And could you explain a little bit about what an 
equity-income fund is?

Mr. Hogan: Our equity-income fund’s objective states 
that at least 80% of the companies have to pay a dividend. Actually, 
100% of the portfolio’s equity holdings are in dividend-paying 
stocks. We prefer companies that are growing their dividends over 
time, and like to see double-digit dividend growth compounded 
over a five-year period.

Today, the portfolio’s compounded return for the dividend 
growth of its holdings over the past five years is approximately 
12.0%. This is a very strong compound. When firms 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 can 
continue to grow into the future. We’ve done studies on this, and 
companies that grow their dividends over time post better stock 
performance over the long term than those that do not grow their 
dividends. It is also clear that they certainly perform better than 
companies that cut or eliminate their dividends.

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 $10 billion, and virtually all other equity income 
funds are in the large-cap space. This means that they are investing in 
corporations that are within the S&P 500. 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 three times larger. Our 
universe is anything that is more than $500 million in market cap and 
typically pays greater than a 2% dividend. More specifically, there are 
about 700 to 800 U.S.-based companies that we can choose from, while 
the S&P 500 has only 220 that pay a dividend of more than 2%. We have 
a much larger pond for fishing.

TWST: And did you want to say what’s going on with the 
midcap space right now that investors might find interesting?

Mr. Hogan: Well, not so much for the midcap space, but in the 
dividend space, dividend strategies have lagged the market for a few 
years. 2016 was a good year for dividend strategies, but the pendulum 
has just started to swing the other way from underperformance. I think 
that dividend strategies should be able to outperform over the next few 
years. Not necessarily every single year, but I think that we should revert 
back to the mean for dividend payers.
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TWST: Because midcap is so important to your fund, is 
there anything that’s going on, or is this more business-as-usual with 
the midcap sector?

Mr. Hogan: I think that midcaps are performing the way that 
we would expect them to perform. However, in the last few years large-
cap companies, represented by the S&P 500 Index, have actually done a 
little bit better than midcaps. So I think that also bolsters the case for 
midcaps to start doing better than large caps, resulting in dividend payers 
in the midcap space outperforming their large-cap counterparts. Also, 
since we have a much larger universe of midcap businesses to research 
compared to the S&P, this improves the odds of being able to purchase 
stock in a quality operation that can perform very well.

TWST: And did you want to mention a specific company 
that you find interesting?

Mr. Hogan: Sure. Within the portfolio, our top sector 
weighting is in the technology space at 21%. That’s very significant, 
because the portfolio is concentrated — the top 10 holdings make up 
about 46% of the fund’s total assets. We really see technology as being 
very attractive right now because it’s 
being driven by a lot of applications that 
weren’t around just a few years ago.

For example, cloud 
computing, the Internet of Things, 
autonomous driving vehicles and driver 
assist, artificial intelligence and, finally, 
the coming 5G standard for cellular 
networks. All these things are driving a 
lot of demand in the technology space, 
and these trends should continue for 
several years. Overall, we have a basket 
of semiconductor companies that are 
participating very well in each of these 
areas. Some of those names are 
Microch ip  Techno logy 
(NASDAQ:MCHP), Xilinx 
(NASDAQ:XLNX) and Versum 
Materials (NYSE:VSM).

TWST: What can you tell us 
about Microchip?

Mr. Hogan: Microchip 
Technology 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 substantially 
reduce the expenses 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 operation. They have done a terrific job of buying other 
businesses, and their most recent acquisition looks like it could 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 10 years ago, but technology companies tend to 
throw off a lot of cash flow and become more shareholder friendly by 
buying back stock and paying dividends over time. We have been able to 
capitalize on that trend.

TWST: And is there a strategy with their mergers and 
acquisitions that they are doing? Is there a certain approach they use 
that makes sense?

Mr. Hogan: On the acquisition side, the strategy is to buy 
good technology but undermanaged operations. The unique part of their 

strategy is in their core business. It’s unique because most semiconductor 
companies are chasing high-volume applications such as the Apple 
(NASDAQ:AAPL) iPhones or iPads. That puts a lot of risk into a 
semiconductor firm because they may capture that volume for the current 
model of the iPhone or iPad, but then, if Apple brings that technology 
in-house and produces the chips, they are left with a lot of idle capacity. 

This obviously isn’t good.
On the other hand, Microchip 

pursues low-volume applications that 
competitors don’t want. This has 
allowed them to be very broad in their 
product offering and the products that 
their semiconductors go into. Their 
products can be found in everything 
from remote controls for garage door 
openers and coffee makers, to 
touchscreen panels and automobile 
infotainment centers.

TWST: Why don’t you tell 
us about another technology holding?

Mr. Hogan: I’ll talk about a 
separate technology area and a market 
leader that is the largest holding in the 
fund — CDW Corp. (NASDAQ:CDW). 
CDW actually only has a 1% dividend 
yield, but this is a rapidly growing 
dividend. At times, we will accept a lower 
dividend yield when it’s growing quickly. 
Over the last year, that dividend has 
increased by 50%. Additionally, over the 
last three years, their dividend has grown 
yearly with a total increase of 360%.

CDW has been public for almost five years. We used to own it 
before it was taken private by private equity. We purchased stock again 
after the IPO and felt the opportunity was even better than the first time 
we owned shares. CDW provides solutions for companies around 
security, mobility, data centers, cloud computing and collaboration of 
employees. They have been very successful making the transition from 
just providing products to small- and medium-sized businesses to now 
providing solutions. These solutions tend to be higher dollar amounts 

“2016 was a good year for dividend strategies, but the pendulum has just started 
to swing the other way from underperformance. I think that dividend strategies 
should be able to outperform over the next few years.”
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and higher margins than just selling technology products. This has been 
a very good performer, and it’s only trading at 16 times earnings. So we 
think the valuation is fair.

TWST: What do you think is something that investors may 
not realize about this company that’s important for them to know 
about?

Mr. Hogan: Margins for CDW are much higher than 
competitors because they are serving the small- and medium-size 
businesses. These operations don’t necessarily have the purchasing 
power of the very large enterprise-type customers. As a result, CDW’s 
margin profile is much more attractive than their competitors.

TWST: OK, do you want to go to another company?
Mr. Hogan: Yes. This one is in the consumer space. Every day 

you hear about another retailer struggling, but this is a retail company 
that is thriving, not struggling, yet the stock is off nearly 20% year to 
date simply because it’s a retailer. The name is Ross Stores 
(NASDAQ:ROST), and they operate more than 1,500 off-price retail 
stores that are not mall-based.

Ross has been a strong compounder in the portfolio. We first 
invested in this holding in 2000 and have owned shares ever since. The 
dividend yield is 1.2%. Meanwhile, the dividend has increased more than 
130% over the last five years with yearly increases. Ross religiously 
buys back stock every year and as most retailers are closing stores, they 
are actually opening stores. They’re seeing positive traffic and positive 
same-store sales — this bucks the retail trend. We are using this retail 
pullback to add to our position.

TWST: And why are they not faced with the pressures of a 
place like Amazon.com and other online retailers?

Mr. Hogan: That’s a question that I ask them annually when I 
meet with them. Actually, Ross doesn’t face much online competition, 
but that’s not to say it won’t happen at some point. It’s very difficult to 
replicate their unique customer shopping experience online. The reason 
is that consumers go to the stores for a treasure hunt. They don’t know 
exactly what will be in the stores on any given day, but they do know that 
they will be able to find brand-name bargains that are 40% to 60% below 
department store prices. Customers go through the racks very quickly, 

and with price points between $10 and $15 per item, it’s difficult for an 
online retailer to copy this model. Additionally, the store merchandise 
turns very, very quickly.

TWST: Now, when you speak with investors, what are 
some of the concerns that they have as they look at the rest of this 
year onto next year?

Mr. Hogan: I think investors are concerned about the length 
of the bull market that we’re operating in and valuations. When we look 
at valuations for the portfolio’s holdings, we think they’re trading right 
around fair value. As Warren Buffett says, if interest rates stay where 
they are, then the market is undervalued. If interest rates go up 
dramatically from here, then the market is overvalued. It’s going to be 
dependent on interest rates and how they move.

TWST: Do you see that Washington could do some things 
that would be beneficial for the kind of stocks that you have in your 
funds?

Mr. Hogan: Yes, if we are able to see corporate tax rates go 
down, I think that would be beneficial. Many of our holdings, like Ross 
Stores, only operate in the U.S. so their tax rates could potentially go 
down considerably. Even if the corporate tax doesn’t go down much, if 
there’s a tax break for individuals then people would have more money 
to spend at a Ross Stores. That would be a positive.

TWST: And when we look at the situation that the Baby 
Boom generation is in right now, do you think that they should still 
have some exposure to equities as part of their portfolios, if they are 
in retirement or thinking about retirement soon?

Mr. Hogan: I think there’s always room for low-risk, high-
quality equities in a person’s portfolio regardless of their age.

TWST: What about Millennials?
Mr. Hogan: I think with the younger generation, the mistake 

is being underexposed to equities. We have a generation that has read 
about the financial crisis and been worried about investing in equities for 
that reason. Consequently, they are probably underinvested in equities.

TWST: And looking ahead, do you see that there’s going to 
be a continued interest in equity-income funds, and why do you 
think that’s going to be the case?

Mr. Hogan: Well, one of the fears that is out there is that this 
bull market is getting long in the tooth and at some point it will end, and 
the economy will go into a recession because there has been a long 
economic recovery. With that fear, dividend payers tend to be more 
stable and hold their value better in a downturn. I think now is a great 
time to own an equity-income fund because it can limit some of the 
downside risk while still offering equity exposure and the opportunity to 
participate in the upside as the market moves higher.

TWST: Thank you. (ES)
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 AVERAGE ANNUAL RETURNS: As of 6/30/17 

 
DISCLOSURE 

* The Fund’s total annual operating expense ratio as stated in the fee table of the Fund’s most recent 
prospectus is 1.27%. The total operating expense as reported in the FAM Equity-Income Fund’s audited 
financial statements as of 12/31/16 is 1.26%.  
 
The Advisor has contractually agreed, until May 1, 2018, 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 1.26%. 
 
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. 
 
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 Equity-Income Fund  
FAMEX Investor Class (4/1/96) 16.96% 8.89% 13.35% 6.38% 8.84% 1.26%* 



 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

FAM Equity-Income Fund Top 10 Holdings  
As of 6/30/17 

CDW Corp. 6.3% 
Air Products & Chemicals 5.8% 
Stryker Corp. 5.5% 
Arthur J. Gallagher & Co. 4.9% 
Xilinx 4.7% 
Microchip Technology 4.2% 
Flowers Foods 4.1% 
Foot Locker 3.6% 
Ross Stores 3.5% 
Interpublic Group of Companies  3.4% 

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  


