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July 10, 2019

Dear Fellow Shareholders,

Would you ever pay for the privilege to lend someone money?  We sure wouldn’t.  The idea of lending someone $100 to 
get paid back even $99.99 sometime in the future seems so absurd to us that it’s hard to believe it’s a reality.   Not only 
does lending at a guaranteed loss violate basic tenets of finance, like the time value of money, but it also goes against 
common sense.  Nonetheless, across the world nearly one quarter of global debt carries a negative yield, according to 
Bloomberg. 

So why do people buy bonds that will lose them money?  There are very few plausible reasons:

• Fixed income assets are often seen as the safest assets in the market, especially during times of elevated market  
 stress. That drives investors to plow cash into them at any price, even to the ludicrous extreme of negative  
 rates. For these investors, locking in a slightly negative return on a bond is their way of saying I’ll lose some  
 money, but probably not as much as I would in another asset class. For many of these investors, owning cash is  
 not an option.

ICE BofAML US Corporate Index

ICE BofAML US High Yield Index 2.57% 10.16% 7.58% 7.54% 4.70% 9.22% 7.12%

4.35% 9.57% 10.56% 3.96% 4.03% 6.13% 5.55%

Intrepid Income Fund - Inst.^ 0.81% 3.18% 3.51% 3.36% 2.17% 4.25% 3.70%

Bloomberg Barclays US Agg Bond Index 3.08% 6.11% 7.87% 2.31% 2.95% 3.90% 4.33%

Bloomberg Barclays USGov/Credit 1-5Y Indx 1.92% 3.56% 5.34% 1.72% 1.82% 2.24% 2.89%
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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 Income Fund-Institutional 
Share Class is 1.04%.  The Fund's Advisor has contractually agreed to waive a portion of its fees and/or reimburse expenses 
until January 31, 2020 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 0.91%.The Net Expense Ratio represents the percentage paid by investors. 
Otherwise, performance shown would have been lower. 

^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.

Average Annualized Total Returns 
as of June 30, 2019



2Q 2019
INTREPID INCOME FUND

2ND QUARTER 2019 COMMENTARY JUNE 30, 2019

to The Wall Street Journal over a dozen “high yield” bonds in Europe now also trade with a negative yield.  It seems that 
negative rates have coursed their way through debt markets in Europe like a shockwave, first pushing many investment 
grade debt issues into negative territory, and now some junk bonds into the land of guaranteed loss as investors 
scramble to find ways to generate return. 

Over the long term, we don’t see this return-with-any-level-of-risk dynamic playing out well.  The reason high yield 
bonds have higher interest rates in the first place is to compensate investors for the elevated credit risk.  The idea of 
getting compensated next to nothing (or less than nothing) to underwrite these risky bonds is hard to fathom, yet it 
probably won’t be long before a bond is issued in the high yield primary market with a negative coupon.

We wonder where it ends.  It seems like until there’s a substantial shock to the global financial system, yield-starved 
investors will continue moving further out on the risk spectrum in search of adequate return.  Many European and 
Japanese investors have already flocked to the U.S. debt markets, expanding the negative interest rate shockwave and 
pushing rates down here as well.  We also continue to see banks and private equity shops take advantage of the frenzy 
for yield by squeezing through looser covenants and fewer protections for debtholders on new deals.  

With the prospect of one or more rate cuts on the table this year despite all-time highs in the stock market and a 
seemingly healthy economy, will the U.S. also end up with negative rates at some point?  If we can’t raise rates in such 
a sanguine environment, when will we ever be able to do so?

In light of all this uncertainty, we continue to feel good about the way the Intrepid Income Fund is positioned.  We 
believe our short duration profile has the potential to keep us insulated from any interest rate surprises and agile 
enough to take advantage of dislocations in the market when it is warranted.

Despite a volatile month of May, corporate bond yields continued to tighten in the second quarter after a strong start to 
the year.  The ICE BofAML High Yield Index (the “HY Index”) returned 2.57%, composed of a 0.98% increase in price 
and a 1.59% gain from interest income, in the quarter ended June 30, 2019.  The shorter-duration Bloomberg Barclays 
US Govt/Credit 1-5 Year Total Return USD Index (the “1-5 Year TR Index”) gained 1.92% over the same period.  

Longer-duration investment grade securities meaningfully outperformed in the quarter following increased speculation 
that the Fed will lower rates.  The Bloomberg Barclays US Aggregate Index (the “Barclays Aggregate Index”) returned 
3.08% for the quarter and the ICE BofAML US Corporate Index (the “Corporate Index”) recorded a 4.35% gain over 
the same period.  The Intrepid Income Fund (the “Fund”) gained 0.81% in the quarter ended June 30, 2019.

• Some mandates require investors to track government bond indexes  
 or invest in certain securities, regardless of price or yield.

• Portfolio managers believe negative yields on the debt they own  
 will become even more negative, driving prices up - a glorified  
 example of the greater fool theory. 

None of these reasons for owning negative yielding debt strike us as 
particularly compelling.

However, the consequences of negative yielding debt on investor behavior 
are alarming.  We wrote last quarter about the hunt for yield driving 
investors into riskier debt securities to compensate for the lack of yield in 
investment grade and sovereign debt securities.  Astonishingly, according 

Top Ten Holdings (% OF NET ASSETS)

Dollar Tree, 04/17/2020, 3.288% 4.6%
Twitter, 09/15/2019, 0.250% 4.3%
CDP Financial, 11/25/2019, 4.400% 4.2%
Omnicom Group/Capital, 07/15/2019, 6.250% 4.0%
Actuant, 06/15/2022, 5.625% 4.0%
General Motors, 09/10/2021, 3.353% 3.6%
Caleres, 08/15/2023, 6.250% 3.2%
LSC Communications, 10/15/2023, 8.750% 3.2%
Choice Hotels Int, 08/28/2020, 5.700%. 2.9%
Echo Global Logistics, 05/01/2020, 2.500% 2.9%

Top ten holdings are as of June 30, 2019. Fund holdings are 
subject to change and are not recommendations to buy  or 
sell any security.
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We are happy with our results over the past three months.  We believe that the main difference between our return 
and the indices was related to duration.  Our emphasis remains on finding creditworthy companies with attractive 
fundamentals that we can underwrite.  We continue to find value in the neglected corners of the fixed income market, 
including broken convertibles, small issues, and unrated issues.

The Fund’s top contributors for the three-month period ending June 30, 2019 were Central Garden 5.125% notes 
due 2/01/2028, Coach Inc. 4.125% notes due 07/15/2027, and Nathan’s Famous Inc. 6.625% notes due 11/01/2025.   
It’s no coincidence that these securities were also some of the longest duration names in the portfolio.  The same effect 
from declining rates that drove the longer duration indices up also pushed these credits higher.  Although we are happy 
to participate in this upside with a small percentage of our holdings, we remain committed to keeping the overall 
duration of the Fund low. 

The Fund only had one material detractor for the quarter, LSC Communications Inc. 8.75% 1st lien notes.  As we 
detailed in our last commentary, LSC is being purchased by Quad/Graphics, Inc. and were the deal to close, we should 
receive a favorable call price or even a make-whole premium.  In late June, however, the Department of Justice sued 
to block the merger on antitrust grounds.  The bonds sold off several points and we used the opportunity to purchase 
more. We believe that whether the merger occurs or not, LSC is creditworthy and that we are being more than 
adequately compensated for the risk.

The Income Fund had seven corporate bond positions that were called or matured in the second calendar quarter.  
We also rebalanced several positions.  The proceeds from the bonds that matured or were called were redeployed into 
short-term paper of investment grade issuers that we believe offer attractive yields in excess of government securities.  
Additionally, we purchased five new holdings during Q2.  They are listed and briefly described below. 

• Activision Blizzard – A premium video game company that generates robust free cash flow, has twice as  
 much cash as debt, and carries investment grade ratings.  We purchased the 3.4% notes due 6/15/2027. We  
 like Activision for its strong brands and returns on invested capital.

• Air Canada – Canada’s leading airline, serving around 180 destinations, primarily in Canada and the US but  
 also in the Asia/Pacific region.  Together with a regional affiliate (jazz) the company operates a fleet of about  
 330 aircraft from hubs in Calgary, Montreal, Toronto, and Vancouver.  It also hauls cargo and offers ground  
 handling and travel arrangement services.  We bought various enhanced equipment trust certificates (EETCs)  
 in the wake of the 737 Max 8 aircraft tragedy earlier this year.  These notes are all fully secured by aircraft other  
 than the 737 Max 8.  Additionally, Air Canada is growing on the top and bottom line and generating a lot of  
 free cash flow. 

• Choice Hotels – One of the world’s largest global hotel franchisors with brands that include Comfort Inn and  
 Suites, Sleep Inn, and Econo Lodge.  The company has low net leverage of 2.0x, investment grade ratings, and  
 a large equity cushion.  We purchased the 5.7% notes due 8/28/2020 as we believe they presented good value  
 for such short duration.    

• Ensign Drilling – We purchased Ensign’s 9.25% notes due 4/15/2024 when they were issued in the primary  
 market.  Ensign is one of the largest global providers of onshore contract drilling to the upstream oil and  
 natural gas industry.  The company was a first-time high yield issuer which we believe led to the relatively high  
 coupon.  The 9.25% notes helped fund Ensign’s acquisition of Trinidad Drilling and we believe the combined  
 company will be able to deleverage quickly.
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• Great Western Petroleum – A private, independent oil and natural gas company active in the DJ basin in  
 Colorado.  Great Western has a $300 million bond issue that traded down because of oil prices and political  
 risk in Colorado earlier this year.  We purchased these 9% bonds due 9/30/2021 in May at what we view as an  
 attractive yield.  We believe the political risk has largely been mitigated and expect the bonds to trade back up  
 over the next few quarters.  We also think there’s a chance the company could refinance these notes later this  
 year which could result in substantial upside for our position.

Portfolio activity was otherwise subdued.  We continue to diligently search for attractive opportunities to take credit 
risk while limiting the Fund’s duration, which was 1.36 as of June 30th.

Thank you for your investment.

Sincerely,

Mark F. Travis, President
Intrepid Income Fund Co-Portfolio Manager

Hunter Hayes
Intrepid Income Fund Co-Portfolio Manager

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.

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 Bloomberg Barclays US Gov/Credit 1-5Y TR Index measures the performance of U.S. dollar-
denominated U.S. Treasury bonds, government-related bonds, and investment-grade U.S. corporate bonds that have a remaining maturity of greater than or equal to one year 
and less than five years.  ICE BofAML B U.S. High Yield Index is a subset of the ICE BofAML US High Yield Index including all securities with a given investment grade rating 
B.  ICE BofAML CCC & Lower US High Yield Index is a subset of the ICE BofAML US High Yield Index including all securities rated CCC and below, 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.

Investing involves risk.  Principal loss is possible.

A high-yield bond is a high paying bond with lower credit rating than investment-grade corporate bonds, Treasury bonds and municipal bonds.  Bonds in high yield indices 
tend to be less liquid and more volatile than U.S. Treasuries.  Corporate bonds come with significant credit risks and, although sometimes secured by collateral, do not have any 
guarantee of principal repayment. U.S. Treasury Bonds are long-term government debt securities with a maturity of more than 10 years.  They are guaranteed as to the timely 
payment of principal and interest and are backed by the full faith and credit of the U.S. Government.

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 
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Moody’s.  Cash Flow measures the cash generating capability of a company by adding non-cash charges and interest to pretax income.  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.  A Credit Default Swap is a financial swap agreement that the seller 
of the CDS will compensate the buyer in the event of a debt default or other credit event. Par most commonly refers to bonds, in which case, it means the face value, or value at 
which the bond will be redeemed at maturity.  Revolver is a borrower who carries a balance from month to month through a revolving credit line. Call is an option contract that 
gives the holder the right to buy a certain quantity of an underlying security from the writer of the option, at a specified price up to a specified date.

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.


