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October 5, 2018

Dear Fellow Shareholders,

The domestic fixed income markets produced mixed results in the quarter ended September 30, 2018.  The U.S. 
Treasury curve continued to shift higher across all maturities, resulting in lower bond prices.  However, exposure to 
credit risk was highly rewarded.  The Bloomberg Barclays US Aggregate, which is a broad measure of the investment 
grade fixed income market in the United States, eked out a 0.02% gain.  The Aggregate’s relatively high exposure 
to US Treasury and agency securities meaningfully detracted from the index’s return but was more than offset by the 
positive impact of credit exposure.  

Investment grade corporate bonds returned a respectable 0.96% after a tough first half of the year, as measured by the 
ICE BAML US Corporate Index.  The lower quality ICE BAML US High Yield Index rallied an impressive 2.44%.  
Given the Intrepid Income Fund’s (the “Fund”) shorter duration and higher quality biases, we also cite the performance 
of the ICE BAML 1-5 Year BB-B Cash Pay High Yield Index, which returned 2.08% in the quarter.  Weaker credit 
quality generally produced the best returns in the quarter, led by CCC-rated issues.  

 

 

ICE BofAML US Corporate Index  0.96% -2.19% -1.10% 3.15% 3.56% 6.27% 3.96%

ICE BofAML 1-5 Year BB-B Cash Pay High Yield Index 2.08% 3.39% 3.70% 6.44% 4.40% 8.07% 5.97%

Inception Date

8/16/10

^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.

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, 2018, 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, 2019 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. 

Average Annualized Total Returns 
as of September 30, 2018Total ReturnPERFORMANCE

Qtr. YTD 1 Year 3 Year 5 Year
Since

 Inception10 Year

Intrepid Income Fund - Inst.^ 0.83% 1.04% 2.05% 3.89% 2.42% 4.17% 3.71%

Bloomberg Barclays US Agg Bond Index 0.02% -1.60% -1.22% 1.31% 2.16% 3.77% 3.92%

ICE BofAML US High Yield Index 2.44% 2.52% 2.94% 8.19% 5.54% 9.38% 7.14%
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The Fund’s fiscal year, which ended 
September 30, 2018, was a bit more eventful.  
Treasury yields have exploded higher across 
the yield curve, and particularly at the front 
end, as the Federal Reserve has marched 
the overnight lending rate above 2%.  The 
long end of the curve has shifted upwards to 
a lesser degree, but the higher interest rate 
sensitivity has led to a significant sell-off in 
longer-dated investment grade bonds.  

Investment grade corporate credit was 
essentially flat over the last twelve months, 
but higher coupon rates helped to offset 
some of the market value decline.  The US 

Corporate Index lost 1.096% in the period.  On the other hand, high yield bonds performed quite well due to economic 
strength and desire for investors to own risky assets.  The High Yield Index gained 2.94% over the last twelve months, 
and the 1-5 Year BB-B Index returned 3.70%.  The Intrepid Income Fund gained 2.05%.  The Fund’s allocation to 
high yield credits averaged less than 50% over the last year.  

Primero Mining convertible notes, FTI Consulting 6% due 11/15/2022, and Silgan Holdings 5.5% due 2/01/2022 
were the three largest contributors to the Fund’s performance in the twelve-month period, although most of the Fund’s 
large high yield positions were material contributors.  Primero has been discussed in several past letters.  The distressed 
junior miner was purchased earlier this year by First Majestic Silver, which repurchased our bonds at par value.  FTI 
and Silgan are two of the Fund’s largest positions, and both outperformed the high yield benchmarks over the last year.  

There were two material detractors that we have written about in past quarters.  Retail Food Group common stock 
(ticker: RFG AU) and Corus Entertainment common stock (ticker: CJR/B CN) significantly impacted our performance 
in the last twelve months.  Rather than reprint our previously recorded thoughts, we refer readers to our first and second 
quarter commentaries for indepth discussions on these holdings.  At the time of this writing, our decisions to liquidate 
both of these securities appear to be well-founded.  Neither business’ prospects have improved, which has translated 
into further price declines in the shares.  Both securities have fallen roughly 50% since we exited the positions.     

Top Ten Holdings (% OF NET ASSETS)

Top ten holdings are as of September 30, 2018. Fund holdings 
are subject to change and are not recommendations to buy  or 
sell any security.

The Income Fund returned 0.83% in the third quarter.  Nearly half of 
the Fund’s assets were invested in short-term investment grade bonds 
that we believe will produce attractive risk-adjusted returns relative to 
Treasury bills, but will certainly underperform lower-rated issues in risk-on 
environments like the third quarter.  Furthermore, our high yield holdings 
are generally on the higher end of the quality spectrum and therefore do 
not experience as much appreciation during strong periods as the high yield 
indexes.  The Fund did not have any material contributors or detractors in 
period.  For the most part, the Fund clipped coupons for three months.  We 
have no qualms with the lack of fireworks and are perfectly happy taking 
our coupon and principal payments on schedule, particularly in what may 
be the later innings of the cycle.    

Silgan Holdings, 02/01/2022, 5.500% 4.3%
Cable One, 06/15/2022, 5.750% 4.2%
FTI Consulting, 11/15/2022, 6.000% 4.1%
Ecolab, 01/14/2019, 2.000% 3.8%
Dollar Tree, 04/17/2020, 3.036% 3.6%
Dorel Industries, 11/30/2019, 5.500% 3.5%
Edwards Lifesciences, 10/15/2018, 2.875% 3.4%
Omnicom Group/Capital, 07/15/2019, 6.250% 3.3%
The S-Williams Co., 06/15/2019, 7.250% 3.2%
Discovery Comm., 08/15/2019, 5.625% 3.2%

 
 
Primero Mining convertible notes, FTI Consulting 6% due 11/15/2022, and Silgan Holdings 5.5% 
due 2/01/2022 were the three largest contributors to the Fund’s performance in the twelve-month 
period, although most of the Fund’s large high yield positions were material contributors.  Primero 
has been discussed in several past letters.  The distressed junior miner was purchased earlier this 
year by First Majestic Silver, which repurchased our bonds at par value.  FTI and Silgan are two 
of the Fund’s largest positions, and both outperformed the high yield benchmarks over the last 
year.   
 
There were two material detractors that we have written about in past quarters.  Retail Food Group 
common stock (ticker: RFG AU) and Corus Entertainment common stock (ticker: CJR/B CN) 
significantly impacted our performance in the last twelve months.  Rather than reprint our 
previously recorded thoughts, we refer readers to our first and second quarter commentaries for 
indepth discussions on these holdings.  At the time of this writing, our decisions to liquidate both 
of these securities appear to be well-founded.  Neither business’ prospects have improved, which 
has translated into further price declines in the shares.  Both securities have fallen roughly 50% 
since we exited the positions.      
 
Several of the Fund’s short-term investment grade bonds matured in the third quarter, including 
two of our longer-term holdings in Dillard’s and Expedia.  These issues outperformed similar 
maturity Treasury securities by three to four times.  The maturing issues were replaced with 
investment grade bonds maturing in the next two to ten months.  We believe opportunities are 
still present in the front end of the investment grade yield curve, but overall BBB credit quality 
appears relatively weak.  We are carefully assessing credit quality and liquidity now that the three-
month Treasury bill offers a yield of 2.15%.   
 
We initiated positions in two bonds issued by Wyndham Destinations (WYND), the world’s 
largest timeshare business with over 220 resorts and nearly 900,000 members.  Formerly known 
as Wyndham Worldwide, the company recently spun off Wyndham Hotels and sold its European 
vacation rentals business to become a pure-play timeshare operator.  While the sale of timeshares 
is quite obviously cyclical, a significant portion of Wyndham’s earnings stream is derived from 
services that appear to be recession-resistant.  Greater than half of the firm’s timeshare sales are 
generated from existing customers upgrading their vacation packages, for example, adding an 
additional week’s stay.  Upgrade revenue proved to be much more resilient in the 2009 recession.  
Wyndham also provides financing to timeshare buyers that also performed relatively well during 
the financial crisis.  After the timeshare sale is completed, Wyndham provides property 
management services that are required regardless of the economic cycle. 
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Several of the Fund’s short-term investment grade bonds matured in the third quarter, including two of our longer-
term holdings in Dillard’s and Expedia.  These issues outperformed similar maturity Treasury securities by three to 
four times.  The maturing issues were replaced with investment grade bonds maturing in the next two to ten months.  
We believe opportunities are still present in the front end of the investment grade yield curve, but overall BBB credit 
quality appears relatively weak.  We are carefully assessing credit quality and liquidity now that the three-month 
Treasury bill offers a yield of 2.15%.  

We initiated positions in two bonds issued by Wyndham Destinations (WYND), the world’s largest timeshare business 
with over 220 resorts and nearly 900,000 members.  Formerly known as Wyndham Worldwide, the company recently 
spun off Wyndham Hotels and sold its European vacation rentals business to become a pure-play timeshare operator.  
While the sale of timeshares is quite obviously cyclical, a significant portion of Wyndham’s earnings stream is derived 
from services that appear to be recession-resistant.  Greater than half of the firm’s timeshare sales are generated from 
existing customers upgrading their vacation packages, for example, adding an additional week’s stay.  Upgrade revenue 
proved to be much more resilient in the 2009 recession.  Wyndham also provides financing to timeshare buyers that 
also performed relatively well during the financial crisis.  After the timeshare sale is completed, Wyndham provides 
property management services that are required regardless of the economic cycle.

Wyndham’s earnings power is further bolstered by its ownership of RCI, the world’s largest timeshare exchange network.  
Timeshare owners pay around one hundred dollars a year to be a member of the network, which allows them to exchange 
their timeshares for stays at over 4,000 properties across the globe.  RCI has 3.9 million members.  While growth has been 
hard to come by, the exchange business is extremely stable and produces generous free cash flow.  Wyndham has reported 
just one quarter as a standalone company since the spin-off was completed, but we believe pro forma EBITDA will exceed 
$950 million, placing leverage at under 3x.  Management has pledged to reduce debt by $400-$500 million over the next 
three years.   We purchased two Wyndham Destinations bond issues in the quarter – one maturing in 2021 and the other 
in 2023.  In our opinion, the issues will prove to be attractive shorter-duration holdings.  

Since the end of the quarter, U.S. Treasury yields have continued to spike.  The benchmark 10-year yield broke through 
3.2% in the first week of October, the highest level since early 2011.  The consensus projection is that the Federal 
Reserve will continue to consistently raise rates through next year.  

We are pleased with the Income Fund’s performance in such an environment and believe our opportunity set is becoming 
more attractive.  The portfolio is well constructed and will enable us to redeploy cash from maturities into higher-
yielding securities.  With that said, we continue to see signs of excess in the credit markets, including the ballooning 
size of the BBB-rated bond market, historically high leverage ratios across ratings, and the loosest covenants in history.  

A recent Bloomberg article noted that the absence of covenants is so common that the presence of them may actually be 
a red flag for investors.  While we find these top-down perspectives to be interesting, they do not direct our investment 
strategy.  We do not deploy capital based on the valuations of entire markets, and we will not pretend to be able to 
forecast the direction of interest rates.  We will continue to follow a bottom-up process to identify attractive fixed income 
investments and apply rigorous fundamental analyses when underwriting credits. Thank you for your investment.

Sincerely,

Jason Lazarus, CFA
Intrepid Income Portfolio Manager
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All investments involve 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.

Mutual funds, ETNs, hedge funds, equities, bonds, and other asset classes have different risk profiles, which should be considered when investing.

The ICE BofAML 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.  Bloomberg 
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.  ICE BofAML U.S. Corporate Index 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 ICE BofAML 1-5 Year BB-B Cash Pay High Yield Index is a subset of the ICE BofAML US Cash Pay 
High Yield Index including all securities with a remaining term to final maturity less than 5 years and rated BB1 through B3, inclusive. 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.

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.  Free Cash Flow measures the cash generating capability of a company by subtracting capital expenditures from cash flow from operations. Duration is an approximate 
measure of the price sensitivity of a fixed-income investment to a change in interest rates, expressed as a number of years.  EBITDA is a measure of a company’s operating 
performance and refers to Earnings before Interest, Taxes, Depreciation and Amortization.

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.


