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Dear Fellow Shareholders, 

The Trump euphoria continued almost unabated into the first quarter of 2017 despite mediocre macroeconomic results, 
higher inflation, and another 25 basis point rate hike.  Small caps felt some pressure in March due to declining oil 
prices and pressure on the retail sector, but they subsequently recovered when crude regained $50 per barrel.  Large 
caps essentially shrugged off any negative news and rocketed 6.07% higher in the first quarter with historically low 
volatility.  In fact, the S&P 500 traded lower on just three of the nineteen trading days in February.  Here’s another 
fun fact: the Dow Jones Industrial Average closed at record highs for twelve straight days in February.  This has only 
occurred two other times in history.  

U.S. fixed income assets also recorded positive returns in the first quarter.  Longer duration risk-free bond yields spiked 
in March to the highest levels seen in years.  This caused moderate losses, but bonds recovered significantly over the last 
three weeks.  By the end of the quarter, longer-dated Treasury bond yields were slightly lower, adding positive pricing 
contribution to the income production.  The appetite for risk resulted in credit spread tightening.  The worse the credit 
rating, the greater the magnitude of the tightening, meaning riskier bonds outperformed safer bonds.  The Bloomberg 
Barclays US Aggregate Index gained 0.82% in the quarter ended March 31, 2017.  Investment-grade corporates, 

Average Annualized Total Returns 
as of March 31, 2017

Qtr. YTD 1 Year 3 Year 5 Year
Since

 Inception

Total ReturnPERFORMANCE

Intrepid Income Fund - Inst.^ 1.16% 1.16% 8.09% 1.83% 2.79% 3.91%

Barclays US Aggregate Bond Index 0.82% 0.82% 0.44% 2.68% 2.34% 4.42%

BofA Merrill Lynch US High Yield Index 2.71% 2.71% 16.88% 4.62% 6.85% 7.51%

^Institutional Class shares of the Intrepid Income Fund commenced operations on August 16, 2010. Performance 
shown prior to August 16, 2010 (Since Inception) reflects the performance of Investor Class shares, which commenced 
operations on July 2, 2007, and includes expenses that are not applicable to and are higher than those of Institutional 
Class shares.

Effective January 31, 2014, the Investor Class shares of the Fund were closed, and any outstanding Investor Class 
shares were converted into Institutional Class shares.

Inception Date

8/16/10

Performance data quoted represents past performance and does not guarantee future results. 
Investment returns and principal value will fluctuate, and when sold, may be worth more or less than their original cost. 
Performance current to the most recent month-end may be lower or higher than the performance quoted and can 
be obtained by calling 866-996-FUND. The Fund imposes a 2% redemption fee on shares held for 30 days or less. 
Performance data does not reflect the redemption fee. If it had, returns would be reduced.

Per the Prospectus dated January 31, 2017, the annual operating expense (gross) for the Intrepid Income Fund-Institutional 
Share Class is 1.03%.  The Fund's Advisor has contractually agreed to waive a portion of its fees and/or reimburse expenses 
until January 31, 2018 such that total operating expense for the Income Fund-Institutional Share Class is 0.90%.  The Net 
Expense for the Income Fund-Institutional Class is 0.92%.The Net Expense Ratio represents the percentage paid by investors. 
Otherwise, performance shown would have been lower. 

BofA Merrill Lynch US Corporate Index 1.42% 1.42% 3.41% 3.69% 4.04% 5.59%
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that are represented in the high-yield index.  Lastly, the Fund has a much shorter duration than the indexes presented 
above, so the impact of changes in interest rates was minimal.  At the end of the quarter, the effective duration of the 
Fund was 1.2 years.  

Last year we owned the bonds of three different publicly-traded pawn shop operators – EZCORP (ticker: EZPW), Cash 
America (ticker: CSH), and First Cash Financial (ticker: FCFS).  First Cash acquired Cash America last September and 
retired the Cash America bonds at a significant premium as required by the make-whole covenant.  The Cash America 
notes were one of the Fund’s top contributors last year.  After the notes were retired, we were contacted by a broker asking 
us to sell our rights to participate in a legal settlement.  The lawsuit was related to the retirement of $103.5 million of the 
notes after Cash America spun off an online lending business in 2014.  Despite the notes being non-callable at the time, 
CSH did not pay a make-whole premium on the retirement.  A hedge fund has been suing since then.  

The broker offered us 1-2 cents on the dollar for our participation rights.  We analyzed the relevant documents and 
spoke to one of the lawyers on the case and determined that the case might possibly be resolved within a few months.  
Summary judgement had already been completed on September 19, 2016, and was in favor of the bondholders.  The only 
disagreement was the amount of compensation that would be awarded to bondholders.  We chose to hold onto the rights.  
After several short delays, the parties came to an agreement.  On January 13, 2017, the Fund received 8.6 cents on the 
dollar in compensation.  This gain was the top contributor in the three-month period ended March 31, 2017.   

Dominion Diamond common stock (ticker: DDC) is one of the Fund’s newest positions and happened to be the second 
largest contributor in the first quarter.  Dominion is the world’s third largest diamond producer.  The company owns 
interests in two mines located in Canada, which is one of the most stable political jurisdictions in the world.  

While the diamond industry is not recession-resistant, the long-term supply and demand fundamentals appear to be 
supportive of prices. Diamond mines can take over a decade to construct from start to finish, which tends to stabilize 
the supply side of the equation.  Furthermore, because just four producers account for roughly 75% of global production 
value, the industry has historically been quite rational in pulling back supply in the face of weak end-market demand.  

Last month we attended a mining conference where we met with Dominion’s management team and that of a competing 
diamond producer.  We left more confident in the long-term industry fundamentals, as well as Dominion’s capital 
allocation plans.  Dominion’s equity appeared quite a bit cheaper than comparable diamond producers.  The firm 
has a very strong balance sheet that includes a large cash balance and sizeable inventory of diamonds.  We purchased 

Top Ten Holdings (% OF NET ASSETS)

Regis, 12/02/2019, 5.500% 4.9%
FirstCash, 04/01/2021, 6.750% 4.4%
Nathan's Famous, 03/15/2020, 10.000% 4.4%
Multi-Color, 12/01/2022, 6.125% 3.9%
Tech Data, 09/21/2017, 3.750% 3.9%
Alamos Gold, 04/01/2020, 7.750% 3.7%
Ecolab, 12/08/2017, 1.450% 3.3%
Total System Services, 06/01/2018, 2.375% 3.0%
Jabil Circuit, 03/15/2018, 8.250% 3.0%
Hospitality Properties, 01/15/2018, 6.700% 2.8%

Top ten holdings are as of March, 31 2017. Fund holdings are 
subject to change and are not recommendations to buy  or 
sell any security.

as measured by the BAML US Corporate Index, returned 1.42% in the 
quarter.  As experienced in equities, the decline in oil prices had a negative 
impact on riskier bonds, but only temporarily.  The high-yield market, as 
measured by the BAML High Yield Index, rose 2.71% in the quarter. 

The Intrepid Income Fund (the “Fund”) gained 1.16% in the quarter.  The 
Fund participated in little if any of the volatility experienced by the indexes 
presented above.  This is explained by the Fund’s very low energy exposure, 
ownership of less-volatile short-term investment grade corporates (~36% of 
the Fund’s assets) and U.S. Treasury bills (~15% of AUM).  Furthermore, 
the Fund typically exhibits a low correlation to the high-yield index simply 
because many of our holdings are not included in the Index.  At the end of 
the quarter, approximately 16% of the Fund’s assets were invested in bonds 
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the stock in early March.  Two weeks later, Dominion received an unsolicited buyout offer from billionaire David 
Washington at a 36% premium to the prior closing price.  

Rent-A-Center 4.75% notes due 5/01/2021 (ticker: RCII) were our worst performing security in the quarter but had an 
immaterial impact on the Fund’s performance.  We cut our position last year and exited the remainder in the first quarter.  
The business began to show cracks in the November earnings report when operations were hurt by bugs in a new software 
system that impacted stores’ ability to sell and collect payment.  We assumed the software issues were fixable, but the 
sales trends were clearly deteriorating, even excluding management’s estimate of the software impact.  We have various 
ideas as to why the top line might be experiencing secular pressure, but what was most enlightening to us was the level 
of operating leverage the business exhibited with a higher than nominal change in sales.   The company has been cutting 
store-level costs for years to battle a slowing declining business, which masked the operating leverage.  

Fast forward to January.  Rent-A-Center pre-announced fourth quarter earnings.  A pre-announcement is almost 
never good.  It means the business has deteriorated significantly (or not improved as hoped) in relatively short order.  
Importantly, there was no issue with the software system, yet sales deteriorated even further.  The firm announced 
same store sales in the core rent-to-own business were down about 14%.  The company also announced management 
turnover.  Our view is that Rent-A-Center is not suffering from company-specific or transient issues.  We exited the 
position when we learned the point-of-sale system was not responsible for the operational missteps.  Our timing could 
have been better, as a well-known activist hedge fund stepped in less than two weeks later and so far has provided 
significant support for the bonds and the stock.

As short-term rates have risen over the past few quarters, we have had some success in identifying investment-grade 
bonds maturing in 1-2 years that in some cases offer yields close to 2%.  We believe such bonds are an attractive use 
of cash in the current environment of extremely low yields offered by lower-rated issues.  We sourced several new 
short-term investment-grade ideas in the first quarter, including the bonds of familiar businesses such as Hasbro and 
Wyndham Worldwide.  We also added to existing investment-grade and high-yield positions.  The Fund initiated 
positions in two new high-yield securities in the quarter; Actuant Corp 5.625% due 6/15/2022 and Cable One 5.75% 
due 6/15/2022.  As for the Fund’s sales, the exit of the Rent-A-Center position was discussed previously.  Lion’s Gate 
finally completed its acquisition of Starz in December, and our Starz bonds were retired.  Lastly, two short-term 
investment-grade issues matured.  

Actuant (ticker: ATU) is a leading provider of niche tools and solutions to diverse end markets.  The firm’s Enerpac 
business has dominated its market for years and has branded itself as the most trusted supplier of heavy lifting products, 
and Actuant also has commanding positions in other product lines.  While its end markets can be highly cyclical, 
the company prints cash in good times and in bad.  This is a blessing during recessionary periods, as ATU generates 
plenty of cash to service and reduce debt.  However, limited reinvestment opportunities have resulted in a number of 
questionable acquisitions over the last several years, mostly funded with debt.  

All of Actuant’s businesses have struggled over the last two years due to weak end markets, which has pushed leverage 
above the high end of management’s targeted range, but the market for high-margin industrial tools appears to have 
stabilized.  Actuant has a long history of generating significant free cash flow.  While gross leverage appears elevated 
for an industrial firm, its debt/free cash flow is quite low at 3.9x.  Actuant also holds $180 million in cash, or 31% of 
the outstanding debt.  Furthermore, we believe management has the ability and willingness to pull multiple levers, if 
needed, including potentially divesting segments.  Our view is that the Enerpac business alone is worth more than the 
par value of all of the debt.  
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Cable One (ticker: CABO) is one of the largest cable operators in the United States.  The company targets smaller 
metro areas with less competition.  CABO has been transitioning its business toward data as video subscribers have 
turned to over-the-top offerings, such as Netflix, Amazon, and Hulu.  While the firm did use debt to fund a recent 
acquisition, we believe the obligations are manageable.  Cable One has one of the better balance sheets in the industry.  
We believe the notes maturing in 2022 offer a fair return for the risks.  

There have been some rumblings in the high-yield market recently, specifically in energy and distressed retailers.  Several 
of the largest brick-and-mortar retailers are closing stores at a rapid pace, and the number of retailer bankruptcies is on 
pace to exceed 2008.  So far this year, well-known retailers Gander Mountain, HHGregg, Wet Seal, and Limited Stores 
have declared bankruptcy, in addition to five other large businesses.  RadioShack filed Chapter 22, meaning the firm 
has entered Chapter 11 for the second time in recent history.  Several others are on the brink.  Some distressed retailers 
may be able exit bankruptcy and continue to operate with newly restructured balance sheets.  The weaker concepts 
may be shuttered for good.  Wet Seal and Limited have already closed all of their stores.  HHGregg is likely to follow 
suit.  The Income Fund has limited exposure to the discretionary retail sector, a position we have maintained for some 
time considering the current state of the economic cycle, but we welcome any market dislocations that might lead to 
attractive investment opportunities.  

As always, we are diligently searching for undervalued securities on your behalf.  Thank you for your investment.

Sincerely,

Jason Lazarus, CFA
Intrepid Income Portfolio Manager

Mutual fund investing involves risk.  Principal loss is possible.  Investments in debt securities typically 
decrease in value when interest rates rise.  The risk is generally greater for longer term debt securities.  
Investments by the Fund in lower-rated and non-rated securities present a greater risk of loss to principal 
and interest than higher rated securities.  The Fund may invest in foreign securities which involve greater 
volatility and political, economic and currency risks and differences in accounting methods.

The BofA Merrill Lynch US High Yield Index tracks the performance of US dollar denominated below investment grade corporate debt publicly issued in the US domestic 
market.  Qualifying securities must have a below investment grade rating (based on an average of Moody’s, S&P and Fitch), at least 18 months to final maturity at the time of 
issuance, at least one year remaining term to final maturity as of the rebalancing date, a fixed coupon schedule and a minimum amount outstanding of $250 million.  Barclays 
Capital U.S. Aggregate Bond Index is an index representing about 8,200 fixed income securities. To be included in the index, bonds must be rated investment grade by Moody’s 
and S&P.  BofA Merrill Lynch U.S. Corporate Index (Corporate) is an unmanaged index of U.S. dollar denominated investment grade corporate debt securities publicly issued in 
the U.S. domestic market with at least one year remaining term to final maturity.  The Dow Jones Industrial Average a price-weighted average of 30 significant stocks traded on 
the New York Stock Exchange.  You cannot invest directly in an index.

Bond ratings are grades given to bonds that indicate their credit quality as determined by private independent rating services such as Standard & Poor’s, Moody’s and Fitch.  These 
firms evaluate a bond issuer’s financial strength, or its ability to pay a bond’s principal and interest in a timely fashion.  Ratings are expressed as letters ranging from ‘AAA’, which 
is the highest grade, to ‘D’, which is the lowest grade.

Basis Point is a unit that is equal to 1/100th of 1% and is used to denote the change in a financial instrument.  Yield is the income return on an investment.  It refers to the interest 
or dividends received from a security and is usually expressed annually as a percentage based on the investment’s cost, its current market value or its face value.  Investment Grade 
(IG) is a bond with credit rating of BBB or higher by Standard & Poor’s or Baa3 or higher by Moody’s.  Yield to Maturity is the total return anticipated on a bond if the bond is 
held until the end of its lifetime.  Dividend Yield is calculated by dividing the dollar value of dividends paid in a given year per share of stock held by the dollar value of one share 
of stock.  Free Cash Flow measures the cash generating capability of a company by subtracting capital expenditures from cash flow from operations.

Opinions expressed are subject to change, are not guaranteed and should not be considered investment advice or recommendations to buy or sell any security.

The Intrepid Capital Funds are distributed by Quasar Distributors, LLC.


