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2017: A Pleasant Surprise
At the onset of 2017, the consensus for stock returns was 
for mid-single-digit returns driven by earnings growth. 
Proving once again that no one can predict the market 
with ongoing success, stocks surprised most investors 
as the S&P 500 Index returned 21.8%. Interest rates also 
surprised most observers. Long-term interest rates stayed 
about where they have been the last few years despite many 
forecasts of a considerable rise. Short-term rates moved up 
providing some return for those investors with cash. The 
other noteworthy market-moving event was a new tax code 
for both corporations and individuals. The most important 
change was reducing the U.S.A. corporate tax rate from 35% 
to 21%. Overall, 2017 was a great year to be an investor with 
stocks, bonds, and cash all providing a positive return.

These dynamics also made it a good year for FAM Funds’ 
holdings as most increased in value from the beginning  
of the year to the end — some significantly. In fact, we 
believe that most are positioned to potentially become 
more valuable in the year(s) ahead. Despite high valuations 
(current worth of companies), our analysts also found a 
total of 15 new stocks to purchase for the portfolios that we 
believe helped improve their overall quality. 

2018: Focused on Fundamentals
For the near term, the economic outlook seems positive.  
The U.S. economy is several years into a recovery that began 
in 2009 and economic growth picked up the second half 
of 2017. Other indicators are positive with interest rates 
and inflation low, the number of private jobs at an all-time 
high, and, according to recent reports, the best Christmas 
sales since 2011. Additionally, the U.S. is getting some major 
fiscal stimulus through the new tax law beginning in 2018. 
While the main purpose of the bill is to reduce corporate 
tax rates, most of the numbers show a reduction in income 
taxes for many people. This means more money in the 
pockets of corporations and individuals.

At the company level, some public corporations have given 
their annual outlook and most anticipate sales growing 
3% to 5% over 2018. This rate of growth is a little higher 
than the trend of the last few years. We certainly noticed 
a higher rate of sales growth in fourth quarter earnings 

reports of our industrial holdings. As a result, we expect that 
American business could set another corporate earnings 
record in 2018.

This good news was certainly reflected in stock prices 
through the first month of this new year. Since November 
2016, stocks were on an upward trend discounting the 
potential for higher growth and lower tax rates. One measure 
of valuation, the trailing price-earnings ratio on the S&P 500, 
is at its highest level in years. It is interesting that we pointed 
to relatively high valuations at the beginning of 2017 and the 
market still had a great year — so it can keep going.

However, investors appear to have woken up to these higher 
valuations. The stock market peaked in January and is going 
through a correction as we write this in early February. We 
have had a long period of stock prices increasing — this 
correction is a natural part of the process. To reiterate, the 
fundamentals of the economy and Corporate America are 
still very strong. In fact, this type of environment can provide 
opportunities to invest in quality companies, both existing 
and prospective holdings, that have declined in price.

Our outlook for the funds is more of the same. The 
Investment Research Team continually seeks quality 
businesses with strong financial positions. This includes 
companies with low debt, high profit margins, substantial 
free cash flow, and high returns on invested capital. We 
continue to meet with the holdings’ management teams and 
are looking for leaders who exhibit honesty and integrity 
along with the ability to allocate capital for the benefit of 
their shareholders. Additionally, finding good values is key.

When we scrutinize a stock, our analysts estimate its worth. 
For new purchases, we like to pay a price that is a discount to 
that worth. Once a stock is purchased, we tend to hold it for 
a long time — providing that the price does not become too 
overvalued compared to the company’s fair value. Finding 
compelling valuations is the most difficult part of the 
equation today as our team continues to conduct in-depth 
research. However, since FAM Funds invests in small- and 
mid-cap businesses that mainstream investors may tend to 
ignore, there can be quality opportunities at bargain prices 
regardless of the market environment.

 

q u e s t  for Q U A L I T Y by John D. Fox, CFA  
Chief Investment Officer &  
Co-Manager, FAM Value Fund



 

Retirement Resource
by Peter Sweetser  
Retirement Plan Services

Four Reasons to  
Consolidate Your IRAs 
It’s important to understand the 
advantages and potential disadvantages 
before you consolidate. To begin with, 

there are two types of IRAs — Traditional and Roth. 
Traditional includes Rollover and Spousal IRAs that 
can be consolidated (rolled over), even from different 
companies, into one FAM Funds Traditional IRA. Roth 
IRAs may also be combined including Roth 401(k)s.

Rolling over separate retirement accounts of the same 
type into one at FAM Funds is an option you might 
consider. Some of the benefits include: 

1.  Tax-free consolidation of the accounts
2.  Fewer statements
3.  Time savings
4.  Less potential for confusion 

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, FAM Equity-Income Fund, and 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). 

This letter is intended for FAM Shareholders and is authorized for distribution only when preceded or accompanied by a prospectus or summary prospectus 
for the FAM Value Fund, FAM Equity-Income Fund or FAM Small Cap Fund. Performance data quoted in this newsletter is historical. Past performance is not 
indicative of future results. Investment returns will fluctuate: the value of your investment upon redemption may be more or less than the initial amount 
invested. Please read the prospectus or summary prospectus for more complete details, including investment objectives, risk considerations and expenses, 
before you invest. FAM Funds are distributed by Fenimore Securities, Inc., Cobleskill, NY 12043.

Fenimore and its respective affiliates do not provide legal or tax advice. This information is provided for general educational purposes only. This is not to 
be considered legal or tax advice. Investors should consult with their legal or tax advisors for personalized assistance, including information regarding any 
specific state law requirements.

Retirement & Education  
Savings Accounts
For descriptions, eligibility, and  
yearly updates on retirement  
and education accounts, please  
visit famfunds.com and select 
“Investing With Us.” There  
you will find “IRAs” and 
“Education Accounts” listed.

Retirement Accounts 
Whether you are just getting 
started, changing jobs, doing 
a 401(k) rollover, or running 
a business, FAM Shareholder 
Services can guide you.

Education Savings Accounts 
Research shows that most parents do not expect to be 
ready to pay for their child’s college education. We can 
help you prepare for those tuition bills.

• Coverdell Education Savings Account (ESA)

Other Types of Accounts 
 • Uniform Gifts to Minors Act Account (UGMA) 
 • Uniform Transfers to Minors Act Account (UTMA)

For more information, please call  FAM Shareholder Services at 800-932-3271.

Streamlining your retirement accounts can be advantageous 
because miscalculating a Required Minimum Distribution 
(RMD) may lead to a 50% IRS penalty tax.

However, there are circumstances when it may not be wise 
to consolidate retirement accounts. For instance, to avoid 
a mandatory federal income tax withholding, investors 
with a qualified retirement plan such as a 401(k) should 
make sure that a “direct” rollover option is available before 
consolidating. This way the account owner does not take 
possession of the assets and usually retains their tax-deferred 
status because the distribution check is payable to the IRA’s 
custodian or trustee.

We make it easy to roll over your retirement accounts into a 
FAM Funds IRA. There are more details to consider and IRA 
consolidation is not right for everyone, so please call me at 
800-932-3271 or email sweetser@famfunds.com to discuss 
your situation. As always, I recommend including your 
accountant or tax preparer in the final decision.

• Traditional IRA 
(Individual  
Retirement Account)

• Roth IRA

• SEP Account  
(Simplified   
Employee Pension)

• SIMPLE IRA  
(Savings Incentive 
Match Plan for 
Employees)

• 403(b)(7)

• Individual(k)



 

IRA Beneficiaries –  
Your Annual Review
We recommend that you review, and update as necessary, 
both your primary and contingent FAM Funds IRA 
beneficiaries annually. As the IRA distribution process 
occurs upon your death, if the primary beneficiary is alive, 
your account will go to them. If your primary beneficiary 
predeceases you, the IRA is distributed to the contingent 
beneficiary. If you have not assigned a contingent 
beneficiary, then it goes to your estate. If your situation 
has changed, there may be unintended consequences 
from your beneficiary designations. For example, your 
IRA could be paid to your ex-spouse or current spouse 
instead of your children. Also, a later born child may not be 
named as a beneficiary. It is important to note that there 
can be negative tax consequences if your IRA goes to your 
estate instead of your spouse or other beneficiaries. Please 
remember how vital it is to update this information.

FAM Funds Distributions: 
Dividends & Capital Gains
Mutual funds have different objectives and may, for 
example, invest in stocks. Each year, some of the mutual 
fund’s stocks may earn dividends. Moreover, a security 
may realize a capital gain if the stock is sold for more than 
the purchase price. As a result, mutual funds pay these 
distributions (dividends and capital gains) to their investors. 
These are the types of distributions that FAM Funds pays. 

This presentation was prepared by Fenimore Asset Management, Inc. (“Fenimore”).  Neither this presentation nor any of its contents may be distributed 
or used for any other purpose without the prior written consent of Fenimore. In part, the purpose of this presentation is to provide investors with 
an update on financial market conditions. The description of certain aspects of the market herein is a condensed summary only. This summary does 
not purport to be complete and no obligation to update or otherwise revise such information is being assumed. These materials are provided for 
informational purposes only and are not otherwise intended as an offer to sell, or the solicitation of an offer to purchase, any security or other financial 
instrument. This summary is not advice, a recommendation or an offer to enter into any transaction with Fenimore or any of their affiliated funds

This presentation may contain statements based on the current beliefs and expectations of Fenimore’s management and are subject to significant risks 
and uncertainties. Actual results may differ from those set forth in the forward-looking statements. Any references herein to any of Fenimore’s past or 
present investments, portfolio characteristics, or performance, have been provided for illustrative purposes only. It should not be assumed that these 
investments were or will be profitable or that any future investments will be profitable or will equal the performance of these investments. There can 
be no guarantee that the investment objectives of Fenimore will be achieved. Any investment entails a risk of loss. Unless otherwise noted, information 
included herein is presented as of the date indicated on the cover page and may change at any time without notice. Fenimore Asset Management Inc. 
is an SEC registered investment adviser; however, such registration does not imply a certain level of skill or training and no inference to the contrary 
should be made.

At times, our service associates receive questions from 
shareholders about the mutual fund distributions and what 
this means to them. The questions we hear generally fall into 
two categories:

1. Do I have to pay taxes on dividends and capital gains if I 
automatically reinvest them into my account?

 Yes, you are required to pay taxes on both dividends and 
capital gains even when they are reinvested. If you own a 
taxable account, regardless if you automatically reinvest 
the money or not, you must pay taxes. If you own an 
account, such as a Traditional IRA, taxes are deferred to a 
later date but they must be paid.

2. Do I lose money when the share price of the fund decreases 
after the distribution? 

No, you do not lose money when the fund’s share price is 
reduced due to the amount distributed from the portfolio 
in the form of dividends and/or capital gains. The reason 
is because you have  your account’s recalculated value plus 
the distributed money. Additionally, if you reinvest the 
distribution directly into your account, the overall value 
is the same as before the distribution (assuming no other 
changes in the meantime). In fact, if you reinvest the entire 
distribution, you now own more shares of the fund than 
beforehand due to the reduced share price — this provides 
more opportunity for long-term capital appreciation. 

One of FAM Funds’ professionals often uses the following 
example to help provide clarity. Suppose that prior to the 
distribution, your account was worth $1,000 consisting of 
100 shares worth $10 per share. After the distribution, the 
fund’s shares are now worth $9.50 each. What this means 
is that you now have $950 in your account and $50 in 
distributed cash for a total of $1,000. Of course, you must 
pay Uncle Sam on the $50 you earned (sooner or later).

However, if you reinvest the $50, you gain shares (an 
additional 5.263 shares) at the lower price of $9.50 and 
your account is still worth $1,000. What this means is that 
before the distribution you had 100 shares at $10 each, but 
now you own 105.263 shares (105.263 shares x $9.50 per 
share = $1,000). 

Some FAM Funds shareholders will receive an annual Form 
1099-DIV detailing any dividends and short- and long-term 
capital gains for tax purposes. If you have questions, please 
call us at 800-932-3271 if we can be of assistance. We also 
invite you to visit us in our Cobleskill or Albany office. 



384 North Grand Street
PO Box 399
Cobleskill, NY 12043

800-932-3271 
famfunds.com

Securities offered through Fenimore Securities, Inc., 
Member FINRA/SIPC and advisory services offered through 
Fenimore Asset Management, Inc.

FAM FOCUS
Online Tax Center 
Check out FAM Funds’ Tax Center  
at famfunds.com. It includes  
2017 and 2018 IRA Limits, Tax 
Bracket Information, and Year-End 
Distribution data. The Tax Center 
can be found within “Shareholder 
Services.” The filing deadline to 
submit 2017 tax returns is  
April 17, 2018.  

Spread the Word
We sincerely appreciate your 
referrals to family and friends. Your 
positive testimonials have allowed 
FAM Funds to grow to thousands of 
direct shareholders throughout the 
U.S. Please call us at 800-932-3271 
if you want an introductory 
investment kit sent to someone. 
Thank you!

Change of Address? 
Keep Your Account Updated 
It is important to keep your account 
information — such as mailing 
address, email address, and phone 
number — current. If any of your 
contact information needs to be 
updated, please feel free to call us at 
800-932-3271 or email the updated 
information to info@famfunds.com. 
This will help ensure that you 
receive FAM Funds communications 
according to your preference and 
your account data is accurate.

COBLESKILL &  
ALBANY OFFICES

We welcome the 
opportunity to meet 
or speak with you to 
discuss your individual 
plan. 

Please visit us  
or call 800-932-3271.


