
Dear Fellow Shareholder,

When you think of great leaders, who comes to mind? Several people come to my mind. Leadership 
fascinates me and is a topic I have studied for years. Fenimore Asset Management, the investment 
advisor to FAM Funds, tries to be a leader on your behalf as we seek to provide financial peace of mind. 
This includes our people, pastoral setting miles from Wall Street, independence, and disciplined 
investment approach. Having a strong foundation gives us the confidence to stick to our time-tested 
process during volatile times. When the stock market dips and investors may sell out of fear, Fenimore’s 
team gets excited about the possibility of buying stock in quality businesses at bargain prices. I realize 
we state this fact often, so, with volatility in the headlines again, it is a good time to look more closely at 
the heart of the matter. As value investors, the key as to why market drops can provide opportunity is 
understanding price versus value. 

Defining Risk
Wall Street and academia typically define risk as volatility. Pundits look at the rate at which stock prices 
move up or down for a given set of returns and determine that these fluctuations are risk. However, 
Fenimore defines risk as permanent loss of capital, not stock price volatility. 

Measuring Volatility
One measurement stick is the number of trading days the S&P 500 Index has moved up or down 1.0% 
or more in a year. Following last year’s terrific performance, the market started 2018 very well. After 
January’s strength, the market reversed in February and suffered a 10% decrease for the first time in 
two years — a few days had extreme ups and downs of more than 1%. 

Despite headlines such as “The biggest down day since the Great Recession,” 2018’s volatility is normal 
when looking at historical data. There is no comparison between today and the “Great Recession” of 
2007 and 2008 when we experienced a debt-driven meltdown with corporate, bank, and consumer 
liabilities creating the perfect storm. If the current level of volatility continues for the rest of the year, 
the number of trading days fluctuating 1% or more should be on average with the past 18 years.

Basically, the stock market was very calm last year and investors are reacting to this contrast. It is 
beneficial to highlight that January 2016 was extremely volatile and yet stocks had an excellent year. 
Consequently, price swings should be kept in perspective while remembering that no one can predict 
the market. 

Analyzing Businesses
We met with the management of more than 20 companies during February and did not hear any change 
in their outlook for growth of earnings. Corporate profits are at record levels, economic growth is 
strong, unemployment is low, and home prices are increasing in many places (per FactSet).  Firms are 
also reporting on the impact of the new tax law.

In general, companies with significant cash (versus debt) and a domestic focus are the biggest 
beneficiaries of the new corporate tax law. The level of impact varies due to differences in balance 
sheets and the geographical mix of an operation’s revenue streams. Overall, we see a positive effect on 
FAM Funds’ holdings. The tax relief has also increased the earnings power of American business and 
made many enterprises more intrinsically valuable.
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Examining Price & Value
Intrinsic value is “where the rubber meets the road.” For example, if a person invests in artwork, it is 
unlikely that they can determine a piece’s true economic value. Their hope is that a buyer will pay more 
for the artwork than they paid. Likewise, many investors may view stocks simply as tickers crawling 
across the bottom of their screens. They are thrilled when the numbers are green and nervous when 
they are red. These blips on the screen may have no real worth to them and their view of stocks can be 
based merely on perceptions. 

Our view of FAM Funds’ holdings could not be more different. We see stocks as fractional ownership 
in businesses and it is vital to know what we own — especially the value. When our analysts assess 
companies, we create detailed financial models and utilize a variety of metrics to calculate the 
approximate intrinsic value of each business. This includes estimating the present value of all cash 
flows. It is this value of the company that ultimately drives our investment process.

What does this mean? In the short term, hundreds of things can affect the stock price, none of which 
may have anything to do with the firm’s worth. However, over the long term, the stock price typically 
grows with the intrinsic value of the business. That is why we get excited when the price falls, but the 
company’s value has not changed. It gives us an opportunity to invest in the enterprise below what we 
estimate it is worth.

Looking Ahead
Fenimore will continue to adhere to our rigorous investment process. The consistency and execution 
of this approach is what we can control regardless of stock market gyrations. While many investors 
may follow the herd, we remain focused on the fundamentals that have helped us navigate various 
environments for more than four decades.

We also understand that volatility can be unnerving at times. Please call us at 800-932-3271 or visit us 
in Albany or Cobleskill if you have concerns — our team is here for you. As always, thank you for your 
continued trust in us.

Sincerely,

Thomas O. Putnam

Founder & Chairman
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