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April 5, 2019

“In prosperity, caution; in adversity, patience.”
                                                                                                                   — Dutch Proverb

Dear Friends and Clients,

I’m beginning to think a neck brace is a necessity as an equity investor after the whiplash the markets have delivered 
in the last two quarters.  To set the stage for the impressive rally in the first quarter of 2019, we have to look back 
to mid-December when the Federal Open Market Committee (FOMC) hiked interest rates for the ninth time of this 
economic expansion, even as global stocks were quickly descending into a bear market.  Markets viewed the hike as 
a signal the FOMC was serious about curbing excesses in corporate credit – excesses we at Intrepid have discussed at 
length in previous letters.   

But in January the Federal Reserve, led by chairman Jerome Powell, abruptly reversed course.  Mr. Powell merely 
uttered the word “patience” (four times, but who’s counting?) in an early January interview regarding the Fed’s position 
for the rest of 2019, which investors interpreted as a sign of the Fed’s willingness to pump the brakes on interest 

Intrepid Capital Fund - Inv. 5.18% 5.18% -5.54% 3.43% 1.27% 8.35% 5.61%
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S&P 500 Index 13.65% 13.65% 9.50% 13.51% 10.91% 15.92% 8.45%
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^Since Inception returns are as of the fund’s Investor Class inception date.  Since the inception date of the Institutional 
Class, the annualized return of the S&P 500 Index is 12.59%, Bloomberg Barclays Combined Index is 9.07%, ICE 
BofAML US High Yield Index is 6.85, and Russell 2000 Index is 10.45%.

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 28, 2019, the annual operating expense (gross) for the Intrepid Capital Fund-Investor 
Share Class is 1.47% and for the Intrepid Capital Fund-Institutional Share Class is 1.22%. The Fund’s Advisor has 
contractually agreed to waive a portion of its fees and/or reimburse expenses until January 31, 2020 such that the total 
operating expense for the Capital Fund-Investor Share Class is 1.15% and for the Capital Fund-Institutional Share Class is 
1.15%. The Capital Fund-Investor Share Class may have Net Expense higher than these expense caps as a result of any 
sales, distribution and other fees incurred under a plan adopted pursuant to Rule 12b-1 under the Investment Company 
Act of 1940, as amended (the “Investment Company Act”), acquired fund fees and expenses or other expenses (such 
as taxes, interest, brokerage commissions and extraordinary items) that are excluded from the calculation. As a result of 
the calculations, the Net Expense for the Capital Fund-Investor Share Class is 1.41%. The Net Expense for the Capital 
Fund-Institutional Share Class is 1.16%.  The Net Expense Ratio represents the percentage paid by investors. Otherwise, 
performance shown would have been lower.
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For the quarter ended March 31, 2019, the Intrepid Capital Fund (the “Fund”) increased 5.18% compared to an increase of 
9.44% for the Fund’s benchmark, the Bloomberg Barclays Combined Index, comprised of 60% S&P 500/40% Bloomberg 
Barclays US Government/Credit Index, and 13.65% and 14.58% for the S&P 500 and Russell 2000, respectively.  For the 
Fund’s fiscal six-month period ending March 31, 2019, the Fund decreased 6.83% compared to a return of 1.10% for the 
balanced benchmark and declines of 1.72% and 8.56% for the S&P 500 and Russell 2000, respectively.  

The sense of borderline panic I observed in the market in December 2018 reminded me of the fourth quarter ten years 
prior (2008) in the aftermath of Lehman’s failure.  My father, Forrest, is fond of saying, “In times like these, let’s not 
lose our heads while those around us are losing theirs.”  With that ringing in my ears, and with the help of our analyst 
team, we were able to acquire a total of ten new securities in the quarter that we believe were mispriced and have long-
term merit for our portfolio.  Seven of the new additions were equity holdings, three were corporate bonds, and most 
were purchased in early-to-mid January before the rally kicked into high gear.  I would like to highlight the three 
largest purchases.

Cabot Oil & Gas (ticker: COG) is a $11 billion market cap oil and gas company that produces over 2% of the United 
States’ natural gas supply from its large, productive field in Pennsylvania’s Marcellus shale formation.  We believe it is 
one of the highest-quality energy companies in the mid cap universe, but this quality hasn’t been recognized because of 
the general negative sentiment around natural gas producers.  As a low-cost producer due to the exceptional location of 
its reserves, Cabot expects to grow production over 20% in 2019 while reducing capital expenditures and generating 
strong free cash flow – a combination of qualities that is highly unusual in small and mid-cap energy.

Sykes Enterprises (ticker: SYKE) is a global call center business that provides customer care support for financial 
services, communication and technology companies and sports a $1.2 billion market cap.  Sykes is juggling several 
issues that have weighed on its market value: challenging wage and labor availability trends, a reduction in call volumes 
at major telecom customers, and low capacity utilization at its domestic call centers.  These are common occurrences in 
the call center industry, and Sykes management is taking active steps to address them by moving customer programs 
overseas and rationalizing a large percentage of its US capacity.  Margins have already begun to recover to normalized 
ranges, and the company’s strong balance sheet with net cash should provide additional stability.  We were able to 

Top Ten Holdings (% OF NET ASSETS)

Berkshire Hathaway, Inc. - Class B  4.3%
Protective Insurance Corp. - Class B 3.3%
Dollar Tree, Inc. 3.1%
Vistra Energy Corp. 3.0%
AmerisourceBergen Corp. 2.9%
Cabot Oil & Gas Corp. 2.8%
The Madison Square Garden Co. - Class A 2.8%
The Cheesecake Factory, Inc. 2.6%
FRP Holdings, Inc. 2.6%
Carrolls Restaurant Grp, 01/01/2022, 8.000% 2.5%

Top ten holdings are as of March 31, 2019. Fund holdings are 
subject to change and are not recommendations to buy or sell 
any security.

rate hikes, and off to the races the equity markets went.  Mr. Powell and 
other FOMC members reinforced the expectation that they would revert to 
supporting the markets with subsequent comments in the financial media 
during the quarter.  In a classic Pavlovian response, the S&P 500 Index and 
Russell 2000 Index both posted returns in the low teens for the first quarter 
ended March 31, 2019, the best quarterly return since the early days of the 
financial crisis recovery in mid-2009.  

That’s the good news.  The bad news is that by returning to its accommodative 
policies of the last decade in an effort to support asset prices, the Fed risks 
overheating a healthy economy that by most measures is already running 
at full capacity and employment.  While positive for markets in the short 
term, this strategy increases the risk of potentially more damaging excesses 
down the road.
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acquire shares after the stock fell 26% between early November and late December, much of which the stock recovered 
by the end of the first quarter.

Vistra Energy (ticker: VST) was formerly the unregulated subsidiary of TXU, the largest leveraged buyout ever in 2007 
and then the largest corporate bankruptcy ever in 2012.  Vistra was spun off in 2016 and emerged from bankruptcy 
with almost no debt. In 2018, it completed a merger that diversified it away from its concentration in Texas, added 
scale, and made it the largest independent power producer in the country. 

Vistra’s industry of competitive power has historically operated in a highly leveraged, “go for broke” fashion by trying 
to play the upside of volatile power cycles and shown no supply discipline when building new generation capacity. 
This has left a trail of disillusioned equity investors who have not yet realized that the industry is showing much more 
supply discipline than in the past and that Vistra is deliberately trying to structure itself to (1) generate stable, bond-
like cash flows at the expense of missing out on wild cyclical industry swings, and (2) virtually eliminate the risk of 
any future financial distress. We believe equity investors have yet to process these developments and are still punishing 
Vistra for sins of the industry’s past by valuing the company with a high-teens free cash flow yield – something more 
appropriate for a stock with a high degree of operating AND financial risk.

In contrast, credit investors have already reacted positively to these changes, and as such have facilitated the company’s 
ability to refinance existing debt at attractive mid-single digit rates. This discrepancy has created an opportunity to 
purchase the stock of a company that is generating so much free cash flow relative to its stock price that it is deleveraging, 
repurchasing shares, and growing a dividend all at the same time.  We hope to benefit from these actions as we wait for 
equity investors to eventually recognize the improved business model and re-rate the company accordingly.

As affirmation of our vigorous valuation process, it is always pleasing to see businesses we’ve acquired in the Fund be 
bought out at prices close to (or even better, above) where we have valued their share prices.  This happened with two of 
our holdings in the first quarter, which made them both top contributors to the Fund with over 25% returns for each.  

First, Oaktree Asset Management (ticker: OAK) sold a majority stake in its business to Brookfield Asset Management 
(ticker: BAM) in a cash and stock deal worth $4.7 billion at the time it was announced.  Oaktree, run by noted 
distressed debt investor Howard Marks, was organized as a public partnership which, as some of our shareholders 
know from firsthand experience, requires the generation of a Schedule K-1 for reporting to the IRS.  Private equity 
competitors KKR & Co. (ticker: KKR) and Ares Management Corp. (ticker: ARES) both chose last year to convert 
from partnerships to C corporations, a choice that became more palatable because of tax reform.  As KKR COO Scott 
Nuttall said, “Our stock has been too challenging to buy and too challenging to own, so many investors go elsewhere.”  
We believe the move helped lift their respective share prices by simplifying the tax filing requirements and appealing 
to a broader shareholder base, and Oaktree could see similar halo effects under the Brookfield umbrella.  

At an implied 12% premium over the pre-announcement price, we think Brookfield paid a very modest amount for 
Oaktree, which is a positive for its shareholders and a negative for us as OAK shareholders.  Our estimated fair value 
for Oaktree was $50 per share, and the buyout was remarkably close to this price at $49 per share.  However, between a 
healthy dividend yield of almost 6% and the buyout premium, we think the position gave us a reasonable risk-adjusted 
total return over our five-year holding period.
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The second buyout, Stallergenes Greer (ticker: STAGR FP), is a closely held, London-based manufacturer of allergy 
immunotherapy treatment products that became profitable again in 2018 after several years of operational struggles.  
The firm was already 84% owned by Waypoint, a Geneva-based family office run by Ernesto Bertarelli, Switzerland’s 
richest man, and in March, Ares Life Sciences, a subsidiary of Waypoint, agreed to take Stallergenes Greer private.  The 
cash buyout of the remaining 16% is Bertarelli’s second largest public pharmaceutical company acquisition in the last 
year and values STAGR at $830 million, a 43% premium to its pre-announcement price.

Aside from the two buyouts, other top contributors to the Fund for the first quarter were Sketchers (ticker: SKX), 
Dollar Tree (ticker: DLTR), and Cisco Systems (ticker: CSCO).  The five largest detractors to performance for the 
quarter were Net 1 UEPS Technologies (ticker:  UEPS), Party City (ticker: PRTY), Greenhill & Co. (ticker: GHL), 
Hornbach Baumarkt AG (ticker: HBM GR), and Royal Mail (ticker: RMG LN).

For the six-month period ended March 31, 2019, the Fund’s top contributors were Dollar Tree (ticker: DLTR), Skechers 
(ticker: SKX), Oaktree Capital (ticker: OAK), Teradata (ticker: TDC), and Stallergenes Greer (ticker: STAGR FP).  The 
largest six-month detractors to performance were Net1 UEPS Technologies (ticker: UEPS), GUD Holdings (ticker: 
GUD AU), Hallmark Financial Services ticker: HALL), Western Union (ticker: WU), and Greenhill (ticker: GHL).

After a difficult 2018, it is nice to be off to a positive start in 2019.  The acquisitions of Oaktree and Stallergenes have 
created some cash within the Fund which we are trying to intelligently redeploy in companies with similar price and 
quality characteristics to the securities we purchased late in 2018.

Thank you for your continued support.

Best regards,

Mark F. Travis, President
Intrepid Capital Fund Portfolio Manager

All investments involve risk.  Principal loss is possible.  The Fund is subject to special risks including volatility due 
to investments in smaller companies, which involve additional risks such as limited liquidity and greater volatility.  
Investments in debt securities typically decrease in value when interest rates rise.  This risk is usually 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 
risks of owning ETFs generally reflect the risks of owning the underlying securities they are designed to track.  ETFs 
also have management fees that increase their costs versus the costs of owning the underlying securities directly.

The S&P 500 Index is a broad-based, unmanaged index of 500 stocks, which is widely recognized as representative of the equity market in general.  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 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.  The 
Russell 2000 Index consists of the smallest 2,000 companies in a group of 3,000 U.S. companies in the Russell 3000 Index, as ranked by market capitalization.  The Bloomberg 
Barclays Combined Index consists of an unmanaged portfolio of 60% common stocks represented by the S&P 500 Index and 40% bonds represented Bloomberg Barclays US 
Government/Credit Index. You cannot invest directly in an index.

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.

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. 


