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MARGIN
OF SAFETY

A MULTI-DIMENSIONAL
INVESTMENT PRINCIPLE

Highlights Include:

> The market’s typical characterization of
margin of safety as one dimension.

> The forgotten sources of margin of
safety and their impact on investing.

> Fenimore’s multi-dimensional
investment approach.

In the investment classic, The Intelligent Investor, Benjamin Graham builds upon the concept of “Margin of Safety” following
his prior reference in the 1934 edition of Security Analysis. At Fenimore, our investment process parallels these early analytical
insights making this masterpiece required reading for our firm. To expand on the concept, Graham penned an entire chapter in
the 1973 version of The Intelligent Investor titled, “Margin of Safety as the Central Concept of Investment.” Showing its critical
application to his investment framework, Graham states that, “Confronted with a challenge to distill the secret of sound

investment into three words, we venture the motto, MARGIN OF SAFETY.”

Fenimore’s research team finds that this investment principle is most frequently
thought of in one dimension, often treated as synonymous with “discount to
appraised value.” Investing, though, is multi-dimensional. It is 3D-chess — not
checkers. What is lost in translation are the multiple elements that Graham
applies in describing the Margin of Safety. These include factors encompassing
balance sheet strength, growth, and business quality. Given our own multi-
dimensional approach to Margin of Safety, we seek to elaborate on these
elements - all forgotten sources of Margin of Safety.

Price-to-Intrinsic Value

Why is Margin of Safety synonymous with discount to appraised value? Most
likely, because Graham asserts succinctly, “A favorable difference between price
on the one hand and indicated or appraised value on the other... that difference
is the safety margin.”

Graham continues, “The margin of safety is always dependent on the price
paid.” All else equal, we agree that the greater the discount paid versus
appraised value, the greater the protection should be from loss (and the higher
the expected return). In fact, at Fenimore we go to great lengths to calculate the
price-to-intrinsic value for each of our owned and followed securities. We also
continuously measure the premium/discount that the security trades at versus
our appraised value.

The Forgotten Sources
Price is an important factor, but it is only one dimension. Graham intended, and
we believe, that the Margin of Safety encompasses a broader set of criteria — the
forgotten sources of Margin of Safety. We define these sources as:

« Balance Sheet Strength

+ Sustainable Growth

« Competitive Moat
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Balance Sheet Strength

Graham introduces the concept by describing an analysis

of fixed charge coverage and balance sheet leverage “to
protect the investor against loss or discomfiture in the event
of some future decline in net income... for an investor to
feel sufficiently protected against the vicissitudes of time.”
Although this example is provided in context of a bond
investment, Fenimore maintains that balance sheet strength
provides the first layer of safety when investing in equities
and it is a key tenet of our philosophy.

The past decade has reinforced this view, as many
companies did not have the capital strength to survive the
aftermath of the financial crisis, the severe drop in oil in
2015/2016, and the economic shutdown due to COVID-19.
The key to protecting against loss and benefiting from
future gains, first and foremost, is survival. Additionally, the
financial flexibility resulting from balance sheet strength
reduces reliance on capital markets to raise new funds and
allows organizations to play offense at opportune moments.
Over time, businesses that can effectively utilize an under-
levered balance sheet or internally generated cash should
produce upside value creation, or a margin, above an initial
appraised intrinsic value.

Sustainable Growth

Growth, and more particularly sustainable growth, can

also be a source of Margin of Safety. Graham adds, “The
growth-stock approach may supply as dependable a margin
of safety as is found in the ordinary investment — provided
the calculation of the future is conservatively made, and
provided it shows a satisfactory margin in relation to the
price paid.” Fenimore seeks to avoid companies that are

in secular decline and favors those that have an ability to
exhibit sustainable organic growth. Oftentimes, we find

that our conservative approach to financial modeling leads
to realized future growth that exceeds our expectations.
Furthermore, reinvested cash flows — whether toward
acquisitions, expansionary capital expenditures, or
intelligent stock buyback — can enhance the growth of

a company’s earning power when effectively utilized by
adept management teams. For businesses with sustainable
growth, what initially may look like an expensive price in the
end may turn out to be a bargain.

Competitive Moat

The competitive moat is another important source of Margin
of Safety. Graham touches on this when he states, “The risk
of paying too high a price for good-quality stocks — while a
real one — is not the chief hazard confronting the average
buyer of securities. Observation over many years has taught
us that the chief losses to investors come from the purchase
of low-quality securities...”
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Fenimore believes that one of the best indicators of business
quality is the strength of the competitive moat. Why? It is not
enough to have a strong balance sheet and attractive growth
profile if the business cannot endure changing industry
dynamics and competitive attacks. Companies with strong
and enduring competitive advantages tend to have the
ability to improve margins and returns on invested capital

to a greater degree, and for longer time periods. Once again,
this can contribute to potential upside, or a margin, versus
an initial appraised intrinsic value.

Fenimore’s Multi-Dimensional
Approach

Graham emphasizes, “A true margin of safety is one that
can be demonstrated by figures, by persuasive reasoning,
and by reference to a body of actual experience.” Investing
is indeed multi-dimensional and so is Fenimore’s approach
to evaluating investments. Fenimore’s hands-on due
diligence starts with evaluating the balance sheet and past
fundamental performance, determining business quality,
and communicating with management, customers, and
industry experts. It is only after completion of this intensive
due diligence, including evaluation of the forgotten sources
of Margin of Safety, that we turn our attention to price

and valuation. While each security has a different mix of
attributes, we use our combined experience to purchase
shares in businesses that we think comprise a combination
of factors that create a Margin of Safety. Over long periods of
time, our research team believes this discipline has and will
continue to serve our investors well.



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.

These materials contain the views and opinions of Fenimore. Additionally, the information herein is subject to change and is not
intended to be complete or to constitute all of the information necessary to evaluate adequately the consequences of investing
in any securities or other financial instruments or strategies described herein. These materials also include information obtained
from other sources believed to be reliable, but Fenimore does not warrant its completeness or accuracy. In no event shall
Fenimore be liable for any use by any party of, for any decision made or action taken by any party in reliance upon, or for any
inaccuracies or errors in, or omissions from, the information contained herein and such information may not be relied upon by
you in evaluating the merits of participating in any transaction.

We undertake no duty or obligation to publicly update or revise the information contained in this presentation. In addition,
information related to past performance, while helpful as an evaluative tool, is not necessarily indicative of future results, the
achievement of which cannot be assured. You should not view the past performance of Fenimore funds, or information about the
market, as indicative of future results.

All projections, forecasts and estimates of returns and other “forward-looking” information not purely historical in nature are
based on assumptions, which are unlikely to be consistent with, and may differ materially from, actual events or conditions.

Such forward-looking information only illustrates hypothetical results under certain assumptions and does not reflect actual
investment results and is not a guarantee of future results. Actual results will vary with each use and over time, and the variations
may be material. Nothing herein should be construed as an investment recommendation or as legal, tax, investment or
accounting advice.

Clients or prospective clients should consider the investment objectives, risks, and charges and expenses carefully before
investing. You may obtain a copy of the most recent mutual fund prospectus by calling 800-932-3271 and/or visiting www.
fenimoreasset.com. There is no guarantee that any of the estimates, targets or projections illustrated in this summary will be
achieved. 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. An investor could lose all or substantially
all of his or her investment. 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. All material facts relevant to the comparison of the

composite returns and index returns (e.g. volatility of the index is materially different from the composite) are described herein.

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