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PERFORMANCE
Performance data quoted represents past performance and does not guarantee future results.
INTREPID INCOME FUND & PEERS*

Average Annualized Total Returns as of March 31, 2019
Total Return

Intrepid Income Fund –
Inst. ^
ICE BofAML US High
Yield Index
Barclays U.S. Aggregate
Bond Index
Vanguard Total Bond
Market Index Fund –
Admiral Shares
Metropolitan West Total
Return Bond Fund – Class
M
PIMCO Total Return Fund
– Class A
Lord Abbett Short Duration
Income Fund – Class A

Average Annual Return
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Month
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Year

5
Year

10
Year

Since
Inception

Gross
Expense
Ratio

7/2/2007

2.36%

2.36%

3.22%

4.51%

2.20%

5.12%

3.72%

1.03%

7.38%

7.38%

5.94%

8.70%

4.70%

11.24%

7.04%

2.94%

2.94%

4.48%

2.03%

2.74%

3.77%

4.15%

11/12/2001

2.94%

2.94%

4.45%

1.99%

2.67%

3.69%

4.11%^^

0.05%

3/31/1997

3.14%

3.14%

4.49%

2.03%

2.48%

5.80%

5.24%^^

0.67%

5/11/1987

2.69%

2.69%

3.48%

2.43%

2.47%

4.43%

4.96%^^

0.85%

11/04/1993

2.17%

2.17%

3.44%

2.82%

2.18%

4.15%

4.17%^^

0.59%

* Fund share classes shown are the largest class by assets under management for each fund
^ 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.
^^ Since Inception returns are as of the Intrepid Income Fund’s Investor Class inception date (7/2/07). The annualized
since inception return for the Vanguard Total Bond Market Index Fund – Admiral Shares (VBTLX - 11/12/01) is 4.14%, for
the Metropolitan West Total Return Bond Fund – Class M (MWTRX – 3/31/97) is 6.08%, for the PIMCO Total Return Fund
– Class A (PTTAX – 5/11/87) is 6.67%, and the Lord Abbott Short Duration Income Fund – Class A (LALDX – 11/04/93) is
4.14%.
Per the Prospectus, the Intrepid Income Fund’s Advisor has contractually agreed to reduce its fees and/or reimburse the
Fund to ensure that the Fund’s Total Annual Operating Expense after Fee Waiver and/or Expense Reimbursement does
not exceed 0.90% for the Institutional Class through 1/31/20. The Net Expense Ratio represents the percentage paid by
investors. Otherwise, performance shown would have been lower.
Performance data quoted represents past performance. Past performance does not guarantee future results.
Investment returns and principal value will fluctuate, and when sold, may be worth more or less 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 Funds impose 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.
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Jordan Slingo:

Good afternoon. Welcome to Intrepid Capital Management's webinar. My name is Jordan
Slingo, and I'm a portfolio manager here at Intrepid. With me today are Mark Travis, Joe Van
Cavage, Clay Kirkland, Matt Parker, and Hunter Hayes. They're going to give an update on the
company, some recent changes at the firm, evolution of the investment process here, and why
we're so excited about the future.
But first, for compliance purposes, I need to direct your attention to the next couple of slides of
the presentation. We're going to pause for a few moments to give you a chance to read those
disclosures, and then move on.
And with that, I'm going to pass the call over to Mark Travis, president and CEO of Intrepid
Capital.

Mark Travis:

Thank you, Jordan, and thank you to everyone joining on this call. I'd like to start by briefly
discussing where Intrepid has come from, and then as forward-looking investors, spend more
time on where it's going.
Intrepid was founded over 20 years ago with a guiding north star vision of generating attractive
investment returns for its clients without exposing them to undue risk. Our goal is to participate
on the upside markets, protect on the downside, and do so by remaining disciplined at assessing
risk we take with our clients' capital over a full market cycle, something we believe we have
done quite successfully.
However, as co-investors with our clients, we share in the disappointment many of you have in
the returns of the firm's strategies over the last several years. We believe some of this can be
explained by a shift in investor preferences away from Intrepid's bread and butter style of buying
proven companies at attractive prices. Instead, markets have been rewarding companies with
high growth prospects but unproven business models, large cash burns, and no line of sight to
generating positive earnings, a process that de-emphasizes valuation discipline and downside
protection, and results in less demand for the steady cash flow in stocks that we like to own.
Our efforts to maintain high active share and avoid what we view as serious risk associated with
the crowding of the largest, most well-known stocks, has also worked against performance, as
investors neglect opportunities not included in the popular indices. We have operated our
strategies over many market cycles and have seen this sort of behavior come and go before. As
a result, we are confident in our sensible strategy of targeting established companies with
attractive valuations, high and consistent cash flow generation, and steady growth trajectories,
qualities that have generally come back into favor when volatility rears its head in markets, such
as the fourth quarter of 2018.
But we also acknowledge that some of our disappointing performance is a reflection on
improvements we could make to our investment process. After a deep dive review to identify
the factors that drove our results over the last couple of years, we decided to take necessary
steps to rectify where we went astray.
To start with, people. We have a new investment team that is hungry, energized, and excited
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for the opportunity to shape the future of the company and its process. Clay Kirkland is
managing the small and midcap focused discipline value fund, which merged in January with
the select fund. Matt Parker and Joe Van Cavage are overseeing the small cap endurance fund.
I continue to manage the Intrepid balance fund, and Hunter Hayes and I are responsible for the
income fund, which is concentrated in short duration corporate debt.
All these gentlemen are veterans of Intrepid and its philosophy, but are in new roles that are
bringing much needed fresh eyes to the process.
Second, adjustments we have made to our process with the new team will address the issues
responsible for the performance of the recent past. I'll let the team go into more detail and
provide examples, but they involve increased emphasis on certain qualitative measures, creating
guardrails to prevent mistakes made when averaging down on value traps, and being more openminded about opportunities that can grow and compound returns.
Aside from these incremental changes, one major change we've made is the decision to
discontinue our international equity strategy. As part of our review of our core competencies,
we determined that our process is more likely to outperform in small, midcap domestic
strategies where the team has more knowledge and experience. As a result, we're in the process
of closing the international fund and sharpening our focus on our core opportunity set of small
and mid US companies.
Finally, and most importantly, this team has implemented a culture of collaboration that is
already paying dividends in regard to idea generation. To summarize, following the results of
the last several years, there were required changes needed to the team, and likewise to Intrepid's
culture and investment process in order to create an environment of continuous improvement.
Without further ado, I'll pass the call to Joe Van Cavage to go through these process
improvements with a bit more granularity.
Joe Van Cavage: Thank you, Mark. To those listening, I want to reiterate what Mark said a minute ago about the
excitement on the ground here at Intrepid. As co-investors in the strategies, we are excited and
optimistic about the impact these changes can have. Before getting into the details, the genesis
of many of these changes came from an extensive postmortem review the investment team
undertook early this year that went over every idea, winner or loser, that Intrepid sold last year.
In our review, we evaluated the quality of the original investment thesis, how each position was
managed as that thesis did or did not play out, and what the end result was of each of these
decisions.
At a high level, our major takeaway from the evaluation of our losers was that these mistakes
typically could be attributed to having too deep a focus on the quantitative side of a cheap stock
in a market where valuations were elevated. As a result, we put too little emphasis on certain
qualitative indicators, and guardrails intended to limit downside, when what were potentially
good ideas turned into value traps.
Specifically, we found that our biggest learnings had two major themes in common: a lack of
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appreciation for the influence of management quality and incentives to realize value; and a lack
of risk control to prevent averaging down on ideas where an investment thesis was not playing
out as planned. Both of these issues were at play in each of our largest losers from 2018.
We are adjusting to this finding by making our assessment of the major teams we invest behind
a much more important part of our decision-making process, and to protect against averaging
down on positions that are not playing out well, we've created several internal rules to limit our
exposure to these potential value traps. We expect these changes to, one, increase our exposure
to more capable management teams, and two, create guardrails to limit large mistakes. In
addition, we have set tighter controls around the amount of cross-ownership of any one stock
in our strategies.
Finally, our last big change has to do with limiting a different type of mistake. As part of our
postmortem review, we noticed a pattern when assessing some of our biggest winners. Despite
large gains and successful investment theses, our strict valuation discipline forced us to sell
some great companies growing at highly attractive rates as soon as they crossed our valuation
threshold. Our view of these opportunities at the end of the year concluded that we were
occasionally too early, i.e., we were often undervaluing the importance of higher-grade
prospects. We'll account for this quality differently going forward.
These were the primary updates to Intrepid's investment process following our 2018
postmortem review. There are important changes to how we implement our research and
portfolio management process, but I want to emphasize that they do not reflect a wholesale
redesign of our investment philosophy. We remain grounded in our value-oriented and
opportunistic discipline of evaluating risk just as much as potential reward. With that in mind,
the changes I discussed are tweaks to improve what is a proven strategy that we have seen work
over market cycles, and not a revamp of the core tenets of what Intrepid does.
The more important takeaway is the culture of continuous improvement and collaboration with
regard to the process and how it will drive performance. So with that in mind, we're excited
now to talk about some of the new ideas that have been generated as a result of these process
improvements, and I'll just get right into it with some examples.
The first is Take-Two Entertainment, a market-leading video game publisher with a market cap
of approximately $12 billion, a pristine balance sheet, and several of the most well-known video
game properties. Take-Two has a very strong management team in place, led by a chief
executive who prioritizes development of quality content and cultivating the company's greatest
asset, its game developers.
At first glance, Take-Two is in an industry that is characterized by lumpy financial results on a
year to year basis, as major new game releases don't necessarily come out each fiscal period.
However, Take-Two's results are increasingly driven by what the company calls recurrent
consumer spend, which is incremental money spent on video games after purchasing the game,
like downloadable content or micro transactions.
This source of sales actually accounted for 62 percent of net bookings last fiscal quarter and
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grew 27 percent year over year. We believe the growth in recurrent consumer spending will
reduce the lumpiness or volatility of Take-Two's results looking forward. And as a result, we
were happy to acquire Take-Two stock during a year when they were lull in major new releases.
While the company doesn't necessarily look cheap, with a P/E multiple in the low twenties, we
think this ratio is likely to shrink dramatically when the next new major game is released, and
earnings growth should accelerate, which we expect within two years.
In the meantime, recurrent consumer spend should continue to grow with the tailwinds of esports, next generation console releases, and growth internationally. To summarize, as one of
our newer ideas, Take-Two is a great example of the sort of opportunity our new process tweaks
have yielded. Our thesis in take two is based on a strong valuation case looking forward,
supported by the firm's attractive growth prospects and capable management that has proven
the ability to extract value from the company's video game properties.
And then Protector Forsikring is another idea where our new focus on the value of growth and
quality management comes into play. Protector is a fast-growing Norwegian insurer led by a
visionary CEO that's carved out large and improve market shares as an upstart in the
oligopolistic Scandinavian markets. With average premium growth of nearly 25 percent in the
five years through 2017, Protector's trading multiple relative to its book value expanded over
three times by the end of that year. Protector then hit some growing pains caused by entering
new markets and an unexpected underwriting issue in one of its core businesses, which caused
the stock price to fall by over 60 percent between January and October of 2018.
After reviewing how the company reacted to these issues, namely by committing to slower but
still attractive growth and exiting the problematic insurance line, we took the opportunity to
purchase the fast-growing company with excellent leadership at what we consider an attractive
discount.
Finally, Cabot Oil and Gas is another company with great management, great assets, and an
attractive growth profile. Cabot is one of the country's largest natural gas producers out of its
property in the Marcellus Shale in Northeast Pennsylvania. Because of where its reserves are
located, it can extract gas more easily than most competitors, giving Cabot the one defensible
advantage in commodity industries: a position as the low-cost leader.
Cabot's executives have managed this advantage in a responsible way, developing the property
at a measured pace that allowed the company to grow within its means and maintain a strong
liquid balance sheet. Today, with catalysts in place to increase their takeaway outlets and price
realizations, they are turning on the growth spigot by committing to a 20 percent production
growth pace while reducing capital expenditures, creating an impressive amount of free cash
flow in an industry that typically generates little to none. And management has also committed
to returning over 50 percent of this free cash flow directly to shareholders.
Cabot's management has created a business that has been able to generate a 23 to 31 percent
free cash flow return on equity dependent on gas prices with low financial risk and should be
able to grow at least 20 percent a year. If these were the qualities of a general industrial
company, we would expect it to trade higher than the 7.5 times pretax cash flow, which we
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define as earnings before interest, taxes, depreciation, and amortization, or EBITDA, that Cabot
does today. As a result, we view it as another attractive opportunity to buy a great company
with strong management and attractive growth profile and at an inexpensive valuation.
With that, I will pass the line to Clay Kirkland to discuss how the different strategies are working
together to add value in our idea generation process.
Clay Kirkland:

Thanks, Joe. Vistra Energy was a new equity purchase late last year, an idea we are very bullish
on. Vistra is our country's largest independent power producer and was spun out of a large
bankrupt entity in late 2016. However, the company itself is not bankrupt, and in fact, has a
very strong balance sheet that has allowed it to initiate a dividend and announce a share
repurchase authorization for over ten percent of its stock, all while paying down debt at the
same time.
Debt investors seem to have picked up on Vistra's improved capital structure, and the company
has been refinancing its existing debt in an aggressive manner. By contrast, equity investors are
treating Vistra as if it's still part of a bankrupt, distressed organization. We measure this by
comparing the yield on the company's recently issued debt, which was used to refinance the
legacy bonds, with the free cash flow yield on the company's stock. At a 19 percent free cash
flow yield, which is a 14 percent equity risk premium to where the newly issued bonds are
treading, the spread is more consistent with the stock of a financially distressed company than
a company paying down debt, aggressively repurchasing shares, and initiating a dividend.
Compare this to the opportunity set represented by the broad market average, where the equity
risk premium or excess free cash flow yield1 over corporate bonds2 is only 1.2 percent. So as
equity holders, we're getting about six times the relative yield and three times the absolute yield
on Vistra's free cash flow generation. And as opportunistic value investors, we try to exploit
volatility when we can, so despite the bond market being much more attuned to Vistra's strong
credit quality and plan to pay down debt over the next two years, by following the company
closely as shareholders, we were able to seize an opportunity in January when their nearest
dated notes, due in 2022, traded down to yield more than six percent, which is an attractive
spread to similarly rated notes at the time.
It was the team's increased focus on collaboration across asset classes that allowed us to
opportunistically invest across the capital structure in what we view as an attractive
misunderstood opportunity for the benefit of our clients.
Ingles Market is another example. Instead of misunderstood, I'd describe this one as underfollowed. Ingles is a small regional grocery chain with approximately 200 stores in only 6 states
within the Southeast US. Its small, rural focus has actually been an advantage and allowed it to
put up attractive and steady financial results, despite the explosion of competition in the grocery
store category over the last few years. This can be attributed to management's aggressive
investment in updating its store base, but also due to its geographic focus on rural, low

1
2

As represented by S&P 500 free cash flow yield
As represented by ICE BAML US Corporate Index yield to maturity
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population density areas that has deterred competition from moving in. For example, Ingles has
three stores in Franklin, Tennessee, but no stores in Atlanta, Georgia.
Ingles is closely held and controlled by the founding family. However, it has been run to the
benefit of all shareholders, in our assessment. The company is doing well, with comps currently
growing at three percent and expanding gross margins. However, the closely held nature of the
stock, and lower than average liquidity, means that it's not held in many indices.
When the stock sold off in late 2018 to trade at less than ten times its historically stable earnings,
it caught our attention. In our due diligence, we noticed the bonds also traded at attractive levels.
While Ingles is a more leveraged company than we typically invest in, they are also in the rare
position of owning about 80 percent of the shopping centers where they operate. This ample
asset coverage from the owned real estate can drastically reduce the financial risk on both the
equity and debt side.
Finally, in our constant search for where risk is mispriced, we have found some interesting
opportunities in the energy space within Colorado. In that state, which is the fifth largest energy
producer in the country, heightened political risk for operators emerged in late 2018, due to
potentially draconian drilling regulations in response to environmental concerns. Combined
with a decline in oil prices at the end of the year, the stock and bond prices of many of the
players in that region sold off dramatically.
Since then, the political party that controls the State House, Senate, and Governor's Office
passed legislation aimed to address concerns about the industry's lack of regulation. Uncertainty
still exists, as the final rule-making process is ongoing, but our research suggests that upcoming
changes will be very manageable for the industry. As such, we have used the opportunity of
higher uncertainty in this region to purchase securities at prices that we think over-discount the
political risk and provide an attractive risk/reward tradeoff.
We have selectively purchased the equity of Bonanza Creek Energy, which we believe is best
positioned to handle any adverse regulatory outcome, due to the specific geographic location of
its land. It also has a great balance sheet to help weather any regulatory adversity that emerges
from here.
An example on the debt side is Great Western Oil and Gas. It's a private company, but it has
public bonds due in 2021. We found the roughly 20 percent yield as a very attractive risk/reward
relative to the perceived political risks and credit risks, given less than two turns of leverage on
its balance sheet.
So that was a rundown of some of our newer holdings that were generated from the
improvements we've made to our investment and research process. We have been more active
than just these examples, especially during late 2018 and early 2019, when volatility spiked in
the markets. We were opportunistic and took advantage of that volatility by introducing a lot of
new names on both the equity and debt side. It was our most active period in quite some time.
While volatility has subsided in 2019, and markets have rallied substantially, albeit with a
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pullback in May, we would note that market strength has been less broad overall, leaving room
to continue to find attractive opportunities, although not at the same pace as in December.
But with the new team, the improvements to the process, and an increasingly collaborative
culture in place, we're already seeing meaningful benefits in our idea generation, and are excited
for how this could drive improved performance in the future.
Now Matt Parker and Hunter Hayes will discuss what we as a team are seeing in equity and
fixed income markets, and how we have positioned the portfolios in response.
Matt Parker:

Thank you. I'd like to start with some of the major risks we see in the equity markets today,
which we would continue to describe as elevated overall. One major indicator of investors'
especially strong appetites for risk is the IPO market. University of Florida finance professor
Jay Ritter has compiled data on IPOs going back to 1980. The percentage of unprofitable
companies listing in 2018 reached 83 percent, which is the highest in this nearly 40-year data
set, even higher than the 81 percent mark set in the tech bubble of 2000.
And one thing we find interesting about these unprofitable companies is how well the stocks
have performed after listing. A recent study by Pitchbook examined the median annualized
stock returns for profitable versus unprofitable companies with valuations above $1 billion.
Profitability in this case is defined as EBITDA margin at the time of IPO. The disparity between
the two in 2018 is striking. The median unprofitable company returned nearly 120 percent,
while the median profitable company lost almost 60 percent. There are obviously factors such
as sample size, sector, and individual company-specific characteristics that account for much
of this difference, but nonetheless, we believe it illustrates the strong investor demand for stocks
of companies with more speculative future payoffs.
Twenty-nineteen has also been marked by a number of highly anticipated IPOs. On this slide,
we picked five of the more notable ones: Uber, Lyft, Pinterest, Zoom Video, and Beyond Meat,
and shown their current trailing 12-month EBITDA margin. Of these, only Zoom Video is
profitable. Uber, Beyond Meat, and Lyft each have EBITDA margins of negative 20 percent or
worse.
Conventional valuation metrics, like price to earnings or enterprise value to EBITDA, are
tougher to use for companies like these. When measuring current statistics, price to sales is a
commonly used metric for unprofitable companies. This chart shows price to sales for each of
the previously mentioned businesses. These sorts of multiples are reminiscent of what we saw
in the tech bubble of the late nineties. After that bubble burst in early 2000s, many people
acknowledged the folly of paying so much for these stocks.
Scott McNealy, one of the cofounders of Sun Microsystems, was interviewed by Bloomberg in
2002, and expressed the same incredulity about his own company's stock valuation during the
tech bubble. Quote,
Two years ago we were selling at ten times revenues, when we were at $64.00. At 10 times revenues,
to give you a ten-year payback, I have to pay you 100 percent of revenues for 10 straight years in
dividends. That assumes I can get that by my shareholders. That assumes I have zero cost of goods
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sold, which is very hard for a computer company. That assumes zero expenses, which is really hard
with 39,000 employees. That assumes I pay no taxes, which is very hard. And that assumes you pay
no taxes on your dividends, which is kind of illegal. And that assumes with zero R&D for the next ten
years I can maintain the current revenue run rate. Now having done that, would any of you like to buy
my stock at $64.00? Do you realize how ridiculous those basic assumptions are? You don't need any
transparency. You don't need any footnotes. What were you thinking?

Famed investor John Templeton put it more succinctly when he called stocks trading at 20 times
sales temporary insanity. I will note the Pinterest value of 18X sales nearly matches this level,
while the 62X and 72X multiples of Beyond Meat and Zoom Video are far higher still.
I'd like to point out that we fully recognize these businesses have excellent products with long
growth runways that have disrupted more traditional business models, and while we're skeptical
of the trading multiples, we acknowledge that some of these stocks could very well turn out to
be great investments. We would just note that these are not the sort of stocks we wager on at
Intrepid. We prefer proven cash generating businesses trading at reasonable multiples. Our view
of elevated risk as represented by the exuberant market for unprofitable IPOs doesn't mean we
don't see any opportunities, as Joe and Clay highlighted earlier. But these elevated risk factors
are something we keep in the front of our mind when allocating your capital and underwriting
the opportunity set in the marketplace.
We're reacting to these risks by remaining focused on our valuation discipline on high cash
flowing companies and targeting high active share by increasingly sourcing opportunities
outside of the popular indices. As such, our equity strategies all have average valuation metrics,
such as price to earnings and price to book ratios that are well below the averages of their
benchmark small, mid, and large cap indices. We recognize that these ratios are not end-all
measures of the attractiveness of our holdings or their true values, but nonetheless, this
positioning is intentional, as we've tried to avoid securities characterized by huge growth
potential, but little or no profits, as these have been a large driver of the rising valuation in the
markets, and likely are not providing adequate future returns that compensate for the elevated
risks of these unproven business models.
Valuation conservatism has carried a high price in terms of relative underperformance over the
last five or so years, both for Intrepid and other value-oriented peers. The historic
underperformance of value, and particularly small cap value relative to growth in large cap, has
been well-documented. According to Morningstar's Style Box indices, small cap value as a style
has underperformed large cap growth by more than 13 percent over the past 3 years. As of May
31, 2019, the two styles had annualized returns of 1.80 percent and 14.99 percent. The relative
performance of growth and value has shown strong mean reversion over long periods of time,
and we are confident than buying stable, cash generative businesses at reasonable prices will
come back into favor. Small cap value has historically been one of the highest returning equity
categories over multi-decade periods, so history does not suggest this current underperformance
will persist over the long term.
In the meantime, we remain steadfast in our philosophy of targeting high cash flowing market
leaders and steady, predictable, end markets, emphasizing the preservation of capital, and
ensuring potential reward adequately compensates for risk, and remaining flexible to quickly
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adjust and take advantage of opportunities when volatility appears in any sector, industry, or
the market as a whole.
Now Hunter will discuss our outlook and recent positioning on the fixed income side.
Hunter Hayes:

Thanks, Matt. When talking about our outlook in the fixed income portfolios, we first want to
highlight some of the elevated risks we see. Low interest rates have had a circular effect.
Companies have taken on tremendous amounts of cheap debt, but this couldn't happen without
yield-starved investors willing to receive very little in return. It has been exacerbated by the fact
that the companies with the most leverage, the ones we think should be deleveraging, are the
ones that continue to add even more debt.
The feedback loop is enabled by those yield-starved investors trying to hit a return target in a
low interest rate world, and only finding a return to accommodate that target in the riskiest
places.
The circled line on the chart is the median net debt to EBITDA of the most highly levered
quartile of the riskiest corporate debt issuers in the US, as measured by their credit ratings.3
Since 2014, leverage for the riskiest part of the high yield market has increased from about five
times profitability to close to nine times. The rise in leverage is also enabled because we have
yet to see a spike in defaults.
Broadly speaking, leverage in the credit markets has been on the rise. Historically, when
corporate debt to GDP peaks, a spike in defaults usually follows shortly thereafter. You can see
that the blue line on the chart is above any prior peak. Yet as you can see with the green line on
this chart, default rates are still very low. We are not trying to make a macro call, but with these
things in mind, we have positioned the fixed income portfolio in such a way that we believe
will result in favorable outcomes regardless of what happens.
The next slide summarizes some of the increased risk debt holders are facing as a result of
underwriters including less protections in credit agreements. Covenants, or lender protections,
are becoming both less common and a lot weaker. In particular, US leveraged loans that are
considered covenant light are at a peak of almost 80 percent of outstanding loans, which means
there's nearly $1 trillion worth of covenant light loans outstanding. Data show that covenant
light loans recover far less than a loan with regular covenant protections. This has become an
issue that even the Fed is starting to opine on, saying in recent reports that leveraged loans
standards are deteriorating, and that risks with leveraged loans have intensified, as a greater
proportion are to borrowers with lower credit ratings and already high levels of debt.
Private equity firms are some of the primary culprits behind this trend. Over the past couple of
years, the percentage of private equity-backed loans issued that were considered covenant light
was very high. Without these protections, bond holders have little say, and have increasingly
been put in precarious positions. We're acutely aware of these collective developments in the
bond markets, and as such, are incorporating higher credit risk and lower recovery assumptions

3

B & CCC-rated US issuers
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into our analysis and seeking to avoid situations where credit quality and protections are likely
to worsen.
In addition, we have shifted our positioning over the last six months to take advantage of unique
and opportunistic situations. Part of the shift has effectively kept the duration of the portfolio
pretty low. This is in response to the interest rate risk we mentioned above, and the fact we
believe that taking on additional duration or interest rate risk is not something our clients are
getting paid adequately for.
Our goal has been to do so without giving up yield, and in many cases, we've been able to do
so. We think this is a meaningfully competitive advantage.
Here are some current statistics on our income fund, which we think uniquely positions it in the
current environment. Duration is only 1.12 years [as of 5/31/19], which is well below most short
duration funds out there, and one of the reasons we believe our Morningstar classification as a
multi-sector bond fund is incorrect.
The fund holds about 25 percent in what we would categorize as unique or uncorrelated debt,
meaning oftentimes unrated issues, small issues, and many issues that are not in the indexes. At
the end of May, our income fund held over 40 percent in investment grade rated debt.
What we are trying to accomplish on the fixed income side is to have a portfolio that has high
credit quality and short duration, but yields like a portfolio with lower credit quality or longer
duration. To do so, we are increasingly using the fund's small size as a competitive advantage
by sourcing small deals that larger competitors with a short duration focus are unable to buy,
which has given us opportunities to earn highly attractive yields on excellent low duration
credits.
GE is a great example of getting higher yield without additional credit risk. We purchased some
GE floating or variable rate notes earlier this year. This bond checks a lot of the boxes I talked
about earlier. It's a super small issue that large competitors cannot purchase, and it's puttable
January 1 of next year. We bought the bonds at a five percent yield, while another GE issue that
is over $1 billion and due January of next year was yielding less than three percent. So we were
able to pick up over 200 basis points or 2 percent of yield without taking on additional credit
risk, since the debt was from the same issuer, and level in the capital structure.
The next example is Vitamin Shoppe. Earlier this year, we purchased busted convertible bonds
due in December 2020. Busted converts are company bonds that have the right to convert into
stock, but are unlikely to, since the stock is far below the convert price. Again, this is a small
issue that is off the radar of big shops, and most convertible bond buyers, since the stock has
little chance of reaching the conversion price. The company has low leverage and has actually
repurchased over half of the issue.
Vitamin Shoppe is undoubtedly going through some tough times, but we believe its credit
worthiness is quite high for the next 18 months. Our initial purchases were at yields in excess
of ten percent.
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Our core philosophy hasn't changed. We are focusing on financially strong companies with
steady cash flows who are not reliant on the credit markets to pay back the debt we hold. As
you can see, Vitamin Shoppe can cover all the outstanding debt with its current revolver. We
believe the Income Fund is positioned now like a full-blown short duration fund, yet we have
been delivering a very competitive current yield relative to the large stalwart players in the
space, while subjecting our investors to much lower interest rate risk than these peers.
With that, I will pass it back to our president and CEO, Mark Travis, to close the discussion.
Mark Travis:

Thanks, Hunter. I hope the discussion above was helpful in describing the changes in investment
team and process, examples of where these changes have driven improvements, and why there's
so much optimism and excitement about how they will impact performance looking forward.
Intrepid's style and philosophy of carefully consumed risk alongside potential reward has been
through many different market environments, cycles, economies, and even Federal Reserve
governors. There have been times when it looked out of touch with reality, and other times, like
in the fourth quarter of 2018, when rampant volatility took over the markets, and major indices
fell between 13 and 21 percent, when this investment philosophy seems like a genius approach.
We are proud of how we performed during the recent period of volatility, consistent with how
we have in the past during other periods of wild market fluctuations. But the real value in our
process is our steadfast dedication to its core principles in all market environments. We believe
this allows us to avoid undue risk when they're not priced adequately, take advantage of them
when they are, and as a result, construct portfolios that have the potential to create attractive
returns over time.
Where we have fallen short in the recent past has been on participation during periods where
markets are rallying sharply to the upside. The changes we've made to our team and process are
designed to address this issue, while remaining consistent with our core investment philosophy.
Importantly, our core processes and differentiators relative to traditional asset management
remain in place. We identify unique opportunities with high active share and have the flexibility
to invest in securities that are outside the indices or too small for larger investment managers.
We evaluate and appraise a business based on its expected cash flows over a full market cycle,
rather than extrapolating recent results. We focus on generating attractive absolute returns rather
than relative returns.
As I mentioned before, collaboration and excitement on the team has never been higher, and we
are optimistic about how this will translate into future performance. We thank you for your trust
and investment. With that, we'll open up the line to Q&A.
[End of Audio]
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The Fund’s investment objectives, risks, charges and expenses must be considered carefully before investing.
The statutory and summary prospectuses contain this and other important information about the investment
company and may be obtained by calling 866-996-FUND or visiting www.intrepidcapitalfunds.com. Read it
carefully before investing.
Mutual fund investing involves risk. Principal loss is possible.
The Intrepid Capital, Endurance, and Disciplined Value Funds invest in smaller companies, which involve additional risks such as limited
liquidity and greater volatility. The Intrepid Capital and Income Funds invest in debt securities, which typically decrease in value when interest
rates rise. This risk is usually greater for longer term debt securities. Investment by these Funds in lower-rated and non-rated securities
presents a greater risk of loss to principal and interest than higher-rated securities. The Funds 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. Investing in value stocks presents the risk that value stocks may fall out of favor with
investors and underperform other asset types during a given period.
Earnings growth is not representative of the fund’s future performance.
Fund holdings and sector allocations are subject to change and are not a recommendation to buy or sell any security.
The following companies referenced herein were held by the Intrepid Capital Funds as of May 30, 2019. Take-Two Interactive Software, Inc. (TTW0)
represented 3.3% of net assets in the Intrepid Endurance Fund, 2.0% of net assets in the Intrepid Capital Fund and 3.8% of net assets in the Intrepid
Disciplined Value Fund. Protector Forsikring ASA (PROTCT NO) represented 4.4% of net assets in the Intrepid Endurance Fund. Cabot Oil & Gas
Corporation (COG) represented 4.1% of the Intrepid Endurance Fund and 3.0% of net assets in the Intrepid Capital Fund. Vistra Energy Corporation
(VST) stock represented 3.0% of net assets in the Intrepid Capital Fund and 4.6% of net assets in the Intrepid Disciplined Value Fund. Vistra Energy
Corporation debt represented 2.0% of net assets in the Intrepid Capital Fund and 1.9% of net assets in the Intrepid Income Fund. Ingles Markets,
Incorporated (IMKTA) stock represented 1.2% of net assets in the Intrepid Endurance Fund. Ingles Markets, Incorporated debt represented 0.9% of net
assets in the Intrepid Income Fund. Bonanza Creek Energy, Inc. (BCEI) represented 2.9% of net assets in the Intrepid Endurance Fund and 2.2% of net
assets in the Intrepid Disciplined Value Fund. Great Western Oil & Gas Company represented 2.1% of net assets in the Intrepid Income Fund. General
Electric Company represented 0.5% of net assets in the Intrepid Income Fund. Vitamin Shoppe, Inc. represented 0.9% of assets in the Intrepid Income
Fund. Intrepid Capital Funds hold no positions in Uber, Lyft, Pinterest, Zoom Video, or Beyond Meat.
References to other mutual funds or ETFs should not be considered an offer of those securities.
Bond ratings are grades given to bonds that indicate their credit quality as determined by a private independent rating service such as Standard &
Poor’s. The firm evaluates 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. In limited situations, when the rating agency has
not issued a formal rating, the Advisor will classify the security as non-rated.
Active investing has higher management fees because of the manager’s increased level of involvement while passive investing has lower management
and operating fees. Investing in both actively and passively managed mutual funds involves risk and principal loss is possible. Both actively and passively
managed mutual funds generally have daily liquidity. There are no guarantees regarding the performance of actively and passively managed mutual
funds. Actively managed mutual funds may have higher portfolio turnover than passively managed funds. Excessive turnover can limit returns and can
incur capital gains.
Stocks, hedge funds, mutual funds, ETFs and other investment products have different risk-return profiles, which should be considered when investing.
All investments contain risk and may lose value.
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The funds above include three of the largest funds within the Morningstar Intermediate Term category and one of the largest funds in the Morningstar
Short-Duration category. The investment objective of the Intrepid Income Fund is similar to those of the funds above, with the exception of VBTLX (a
broad bond index fund). Other similarities include holdings of investment grade corporate debt, high yield corporate debt, and government debt. The
Income Fund has the ability to own any of the debt instruments currently held in the compared funds. All funds mentioned herein are subject to credit
(default) risk and interest rate risk. VBTLX, MWTRX, and PTTAX carry moderate interest rate risk due to their broad bond market exposure, while ICMUX
and LALDX generally have lower interest rate risk due to their shorter duration holdings.
Bond Fund Peer Group Stats (as of 3/31/19)
Ticker
Duration
Current Yield

Net Assets

ICMUX

1.12

5.11%

$0.1B

VBTLX

5.72

2.86%

$225B

MWTRX

5.54

3.09%

$74B

PTTAX

2.39

3.50%

$66B

LALDX

1.92

3.97%

$49B

To obtain prospectuses and performance for the mutual funds referenced in the presentation, please visit the following websites or contact the respective
fund for more information: Intrepid Income Fund - Institutional Shares (ICMUX): Click here for prospectus; (866) 996-3863; Vanguard Total Bond Market
Index Fund – Admiral Shares (VBTLX): Click here for prospectus; (800) 662-2739; Metropolitan West Total Return Bond Fund – Class M (MWTRX):
Click here for prospectus; (800) 241-4671; PIMCO Total Return Fund – Class A (PTTAX): Click here for prospectus; (800) 877-4686; Lord Abbett Short
Duration Income Fund – Class A (LALDX): Click here for prospectus; (888) 522-2388
Intrepid Capital Funds are distributed by Quasar Distributors, LLC.
Definitions
Market Indices
•
ICE BAML US Corporate Index: Tracks the performance of US dollar-denominated investment grade corporate debt publicly issued in the US
domestic market.
•
S&P 500 Index: A widely recognized, unmanaged index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors.
•
S&P MidCap 400 Index: Seeks to track the performance of mid-cap U.S. equities, representing more than 7% of available U.S. market cap.
•
Morningstar Small Cap Index: Tracks the performance of U.S. small-cap stocks that fall between 90th and 97th percentile in market capitalization
of the investable universe.
•
Morningstar US Large Growth Index: Measures the performance of stocks issued by large capitalization companies that have exhibited aboveaverage ‘growth’ characteristics as determined by Morningstar’s proprietary index methodology.
•
Morningstar US Small Value Index: Measures the performance of stocks issued by small capitalization companies that have exhibited ‘value’
characteristics as determined by Morningstar’s proprietary index methodology.
•
Russell 2000 Index: The smallest 2,000 companies in a group of 3,000 U.S. companies in the Russell 3000 Index, as ranked by market
capitalization.
•
Russell 2000 Growth: A subset of the securities found in the Russell 2000. The stocks included in the growth index are selected based on a
"probability" of growth as measured by their Institutional Brokers' Estimate System (I/B/E/S) forecast of medium-term growth (2 year), and sales per
share historical growth (5 year).
•
Russell 2000 Value: A subset of the securities found in the Russell 2000. The stocks included in the value index are selected based on a "probability"
of value as measured by their relative book-to-price (B/P) ratio.
You cannot invest directly in an index.
Callable bond: A bond that the issuer may redeem before it reaches the stated maturity date, allowing the issuer to pay off the debt early.
Combined Ratio: A measure of underwriting profitability for insurance companies calculated by taking the sum of incurred losses and expenses and
dividing by the earned premium.
Covenant-Lite (Cov-Lite) Loan: Financing that is issued with fewer restrictions on the borrower and fewer protections for the lender than traditional
loans. Traditional loans generally have protective covenants built into the contract for the safety of the lender, including financial maintenance tests that
measure the debt-service capabilities of the borrower.
Duration: An approximate measure of the price sensitivity of a fixed-income investment to a change in interest rates, expressed in years.
EBITDA Margin: A measure of a company’s operating profitability and refers to Earnings before Interest, Taxes, Depreciation, and Amortization divided
by total Revenues.
Free Cash Flow (FCF): Measures the cash generating capability of a company by subtracting capital expenditures from cash flow from operations.
Unlevered free cash flow equals free cash flow plus after-tax interest expense.
Free Cash Flow Yield: Measures how well a company generates cash from its operations, calculated by dividing trailing 12 months free cash flow per
share by current market price.
Guided Free Cash Flow / Book Value of Equity: Measures the profitability of a company by dividing guided free cash flow by the value of total assets
less total liabilities.
Net Leverage or Net Debt / EBITDA: A debt ratio that shows how many years it would take for a company to pay back its debt if net debt and EBITDA
(Earnings before Interest, Taxes, Depreciation, and Amortization) are held constant.
Par value: The nominal face value of a bond or share of stock. Par value for a bond is typically $1,000 or $100.
Price/Book (P/B) Ratio: Compares a stock’s market value to the value of total assets less total liabilities.
Price/Earnings (P/E) Ratio: Calculated by dividing the current price of a stock by the company’s trailing 12 months’ earnings per share.
Price/Sales (P/S) Ratio: Calculated by dividing the current price of a stock by the company’s trailing 12 months’ revenues.
Puttable bond: A bond that allows the bondholder to force the issuer to repurchase the security at specified dates before maturity. The repurchase price
is set at the time of issue and is usually at par value.
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Revolving credit facility (Revolver): A line of credit where the borrower pays a commitment fee to a financial institution to borrow money and is allowed
to draw on the funds when needed. It usually is used for operating purposes and the amount drawn can fluctuate each month depending on the borrower’s
current cash flow needs.
Risk Premium Spread to Equity: A measure of the excess return implied in a company or index’s equity relative to its debt. Calculated as the difference
between the yield to maturity of a company or index relative to its free cash flow yield.
Unicorn: Commonly-used term to describe venture capital investments that reach a $1 billion market value as determined by private or public investment
Yield to Maturity (YTM): The total return anticipated on a bond if the bond is held until the end of its lifetime.
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