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January 5, 2020

”It’s tough to make predictions, especially about the future” 
                                                                                                                               —  Yogi Berra

Dear Fellow Shareholders,

Equity indexes surged in Q4 to cap off the best year for the stock market since 2013.  It is quite remarkable how the 
collective narrative has seemed to yo-yo back and forth this year about how much longer this economic expansion, 
which is now the longest ever, can continue.  The market shrugged off concerns of slowing global growth and a 
hawkish Federal Reserve in the first quarter of the year, rebounding from the plunge in equities to close out 2018.  
Worries began to mount again later in the year though, as industrial activity weakened significantly, interest rates 
tumbled, gold surged, and many speculated that this was a leading indicator of an approaching recession.  However, 
these concerns seemed to recede in the fourth quarter after macro data improved and the Federal Reserve resumed its 
purchases of treasuries.

Total ReturnPERFORMANCE

Qtr.             YTD                1 Year           3 Year            5 Year           10 Year
Since 

Inception

Intrepid Endurance Fund - Inv. 4.72% 6.53% 6.53% 1.01% 0.93% 4.57% 6.97%

Intrepid Endurance Fund - Inst. 4.81% 6.88% 6.88% 1.26% 1.17% 4.82% 5.33%

Morningstar Small Cap Index 8.67% 25.96% 25.96% 8.39% 7.81% 12.08% 8.60%

^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 Morningstar Small Cap Index is 12.95%.

^

Average Annualized Total Returns 
as of December 31, 2019

Inception Date

11/03/09
10/03/05

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 Endurance Fund-
Investor Share Class is 1.49% and for the Intrepid Endurance Fund-Institutional Share Class is 1.27%. 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 Endurance Fund-Investor Share Class is 1.15% and for the Endurance Fund-Institutional 
Share Class is 1.15%. The Endurance 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 Endurance Fund-Investor Share Class is 1.38%. The Net Expense 
for the Endurance 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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factors, geopolitical events, collective psychology, etc. will drive market prices.  Instead, we concentrate on analyzing 
individual businesses whose long-term intrinsic values can be estimated more accurately, we would argue, than the 
price of an entire market.

That’s not to say we have no view on the price of the market and how it impacts our positioning.  In general, our 
positioning (aggressive or defensive) will be based on (a) the prices of our opportunity set and (b) an analysis of where 
we are in the business cycle.  As to the former, we believe small cap stocks are expensive.  We have written about this 
at length in prior letters, and we need not rehash these same points again. 

As to where we are in the business cycle, we think this is a more interesting question.  There are good reasons to 
support those in the camp professing that we are late cycle as well as those who claim there is still plenty of room for 
this expansion to continue.  In our opinion, it’s hard not to at least acknowledge that we are on the back nine of the 
cycle given that we are just months away from entering year 11 of the longest running expansion in post-war history.  
Enormous (and rising) levels of corporate and public debt, high asset prices and investor optimism also suggest we are 
late cycle.  On the other hand, consumer statistics are strong, and we do not see troubling signs of inflation or pockets 
of significant overcapacity that normally signal late-cycle dynamics.  Furthermore, the willingness and ability of the 
Federal Reserve to support asset prices and continue this expansion are unprecedented. 

Where does this leave us?  We believe caution is warranted and have positioned the Intrepid Endurance Fund (the 
“Fund”) defensively as a result.  The businesses that populate the portfolio tend to be priced attractively, in our opinion, 
and are not dependent upon cheap financing and continued cyclical expansion to compound intrinsic value.  Though 
it is perhaps not the popular opinion on Wall Street at the moment, we have found that superior long-term results do 
not come from following the herd. 

Return & Positioning
The Intrepid Endurance Fund returned 4.72% during the first fiscal quarter (calendar Q4 2019) compared to 8.67% 
for the Morningstar Small Cap Index benchmark.  Our relative underperformance was mostly the result of our large 
position in cash & treasuries which averaged approximately 40% of the portfolio during the quarter.  The Fund’s 
relative performance was slightly better compared to value-oriented benchmarks which trailed growth stocks once 
again in the quarter.  

Top Ten Holdings (% OF NET ASSETS)

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

As we turn the page on the year, this is about the time when most market 
pundits and strategists publish their forecasts of what stocks will do in 
2020.  When one considers how much can change in a year and how quickly 
markets reflect these changes – as we saw in 2019 – predictions about where 
stocks will wind up a year from now seem futile.  We are reminded of the 
above quote from the legendary NY Yankees Catcher when we read these 
prognostications from the experts.

We are often asked where we think the stock market is headed.  After all, 
we are professional stock pickers – shouldn’t we have an informed opinion 
on whether the market will go up or down?  Many are left unsatisfied at our 
“I don’t know” responses.  We find it unproductive to try to estimate where 
the entire market will wind up at some point in the future.  It’s incredibly 
difficult (impossible?), in our opinion, to consistently forecast how macro 

Take-Two Interactive Software, Inc. 4.1%
Skechers U.S.A., Inc. - Class A 4.0%
Protector Forsikring ASA 4.0%
Hanesbrands, Inc. 3.9%
IAA, Inc. 3.9%
Jefferies Financial Group, Inc. 3.8%
SP Plus Corp. 3.5%
Protective Insurance Corp. - Class B 3.4%
Sykes Enterprises, Inc.  3.0%
Garrett Motion, Inc.  2.8%
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The Fund ended the calendar year with 61% invested in stocks and 39% invested in short-term treasuries and cash.  
The year was marked by a number of new purchases and a much higher exposure to stocks than it had at this time last 
year when cash and treasuries accounted for 73% of the portfolio.  As noted in previous letters, the level of cash in the 
portfolio is not a predetermined target, but rather a byproduct of the prices of our opportunity set.  With that said, we 
would not expect the level of cash to continue to fall at the same rate that it was deployed in 2019, particularly now 
that small cap stock indexes neared all-time highs at the end of the year.  Most of the stocks we follow are trading well 
above our intrinsic value estimates, and we still believe small caps are broadly expensive.  There would most likely 
need to be significant volatility in the equity markets in order to deploy a similar amount of cash in the upcoming year.

However, with its highest equity exposure in years, we believe the Fund is positioned to generate attractive future 
absolute returns.  Perhaps more importantly, we also expect the large cash position and bias toward highly cash-
generative businesses to provide meaningful protection should stocks pull back.  We think this level of prudence is 
warranted, particularly considering the outright bullishness (exuberance?) we are observing from others in the market.  
We stand ready to deploy this capital should our opportunity set become cheaper. 

New Purchases
The Fund added four new positions during the quarter: 

• Acuity Brands (AYI) – Acuity Brands is the market leader in US commercial lighting and control systems.   
 Not to be confused with simple, commoditized light bulbs, Acuity manufactures higher end luminaries used  
 in commercial and industrial applications (e.g. streetlights).  It is a high-quality business that has generated  
 significant free cash flow, enjoyed high returns on invested capital, and has a great balance sheet.  We  
 purchased the stock immediately following a disappointing Q3 earnings report.  Although the high growth  
 years of LED conversion are behind them, we think the next cycle of conversion to connected lighting could  
 drive attractive longer-term growth.  We initiated a relatively small position due to cyclical risk.    

• Becle SAB de C.V. (CUERVO MF) – As you may have guessed by the ticker, Becle is the spirits company  
 which owns the Jose Cuervo brand of tequila.  Despite being the second oldest company in Mexico, Becle  
 only went public in 2017.  Tequila has had an impressive rise in popularity over the last decade and Becle  
 is the dominant global player with a market share of approximately 30%.  The company has experienced  
 some recent margin pressure as the tequila category has grown, but we think this will mostly prove temporary.   
 Like many large spirits companies, we think Becle is a great business that has tremendous long-term value,  
 particularly if tequila’s popularity stretches overseas.

• Etsy (ETSY) – Etsy is the leading online marketplace for handmade crafts and other goods.  On their  
 website, Etsy.com, you can shop for things like jewelry, clothing, wedding gifts, art, etc.  Etsy was a relatively  
 unique purchase for us, in that it has a short operating history (founded in 2005) and we paid a higher  
 multiple of earnings than our typical purchases.  For this reason, we think a longer explanation is justified. 

Etsy does not manufacture or sell any goods themselves.  Rather, it is a marketplace that aggregates third-
party buyers and sellers.  For its part, Etsy receives a commission on each item sold on their platform.  Digital 
platform business models like this scale exceptionally well as there is no need to invest in additional physical 
infrastructure as the number of buyers & sellers grows (Amazon’s Marketplace and eBay are other examples).  
As more sellers list their goods on the Etsy website, it entices more buyers to shop on the site which in 
turn attracts more sellers.  This virtuous feedback loop of network growth can create a flywheel of earnings 
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growth that is tremendously valuable.  In Etsy’s case, we believe its network has become large enough to 
mostly insulate them from competition in this niche marketplace.  In fact, Amazon tried to launch its own 
competitor in 2015, Amazon Handmade, but to date has not been able to gain much traction. 

Etsy also has a quality that is surprisingly unusual among fast-growing technology companies – it actually 
makes money!  Etsy is growing revenue at over 20% and we expect earnings and cash flow to grow even faster 
as the company continues to scale margins.  We think this is a very rare asset to find in today’s market – a 
fast-growing, capital light, profitable platform business model that is not selling at an obscene valuation.  
The stock sold off sharply from its highs a few months ago, as we think some investors were uncomfortable 
with how a couple changes to their business model would impact margins moving forward.  We used the 
selloff as an opportunity to initiate a position.  Our estimate of intrinsic value is comfortably higher than 
where the shares trade today. 

• Keywords Studios (KWS LN) – Keywords is the largest provider of outsourced video game development.   
 Video games have rapidly increased in complexity through the years and most of the leading game creators  
 choose to outsource certain non-critical functions to outside specialists.  This could include things like  
 creating background art, translating language for a game’s release in a foreign country, or quality assurance  
 testing of a game.  The penetration of game outsourcing is increasing within a game development industry  
 that is already growing at an attractive rate.  With that in mind, we think Keywords has a relatively long  
 runway of low double-digit revenue growth.  The stock pulled back in the fourth quarter following an  
 earnings report in which margins contracted, possibly worrying some investors.  We share the feeling of the  
 company’s management, who have stated this was simply because they incurred various start-up costs  
 associated with opening new facilities to support growth.  In our view, this is a business which should  
 compound intrinsic value attractively over the next several years. 

One thing that may be apparent from the above purchases is that they generally are higher quality businesses than 
we have purchased in prior years.  By “high quality,” we are referring to attributes like growth, returns on capital, 
clear competitive advantages, management talent and a strong balance sheet.  This pivot toward better businesses is 
part of a deliberate attempt to upgrade the quality of the portfolio.  Of course, we’ve had to pay a higher multiple 
of earnings for these types of businesses.  However, we think the higher prices are more than justified in these cases.  
Within value investing parlance, these more recent purchases are closer to the “great business at a fair price” end of the 
spectrum associated with Warren Buffett than the “fair business at a great price” end of the spectrum associated with 
Ben Graham.

Rest assured that we are not indiscriminately piling into expensive but higher quality stocks.  In fact, we think the 
stocks of good businesses growing at above-average rates (the type that many in the investment community like to 
label “compounders”) tend to be some of the most overvalued stocks that we have come across.  Instead, the above 
positions were initiated after careful analysis and disciplined valuation.  The purchases were generally made either (a) 
at prices materially below similar peers, (b) after significant declines in the stock price, (c) after concluding the market 
was misjudging some feature of the business, or (d) some combination thereof.
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Contributors & Detractors
The Fund’s top contributors to performance for the quarter were:

• Sykes Enterprises (SYKE) – Sykes stock surged following their Q3 earnings report which featured good  
 earnings growth and management pointing to solid growth from new business to come in 2020.  We reduced  
 our position following the report.  

• Skechers U.S.A. (SKX) – Skechers reported an excellent third quarter highlighted by 15% revenue growth  
 and expansion in operating margins.  International sales grew over 25% organically and Skechers continues to  
 have massive success overseas, especially in China.  We also think easing investor concerns over the trade war  
 may have contributed to the stock’s rally in Q4. 

• Jefferies Financial Group (JEF) – Jefferies stock rallied in the fourth quarter along with the stocks of most  
 other banks.  We think this is mostly due to a steepening yield curve and easing fears of a recession that seemed  
 to be more prevalent at the end of Q3.

The largest detractors to the Fund’s performance for the quarter were: 

• Protective Insurance (PTVCB) – After the buyout rumors fizzled earlier this year, Protective Insurance stock  
 has mostly been flat in a year when small cap stocks soared.  The company hired a new CEO in May who we  
 believe brings a much-needed outsider’s perspective to a company that has been plagued by internal corporate  
 governance issues in the past.  We believe the new management team is rightly prioritizing profitability over  
 growth, and we expect the significant premium increases to eventually work their way into the P&L in a more  
 meaningful way soon.  Although loss ratios are already trending down slightly, we estimate it will take until  
 Q1 or Q2 of 2020 before operating results can inflect more meaningfully.   

• Hanesbrands (HBI) – Hanesbrands’s stock was under pressure throughout the second half of 2019 due to  
 concerns about slowing department store traffic and potential deceleration of its growth engine (the booming  
 Champion brand). However, the company has posted very strong results to date, is paying down debt aggressively,  
 and has visibility into significant margin improvement and free cash flow expansion in 2020. We believe the  
 market is distracted by small changes to the top line and is ignoring the improving bottom-line trajectory of  
 this market leading apparel company.

• Take-Two Interactive (TTWO) – In early November, Take-Two reported strong quarterly earnings,  
 handily beating sell-side estimates on net bookings, adjusted operating profit, and adjusted EPS (Earnings Per  
 Share).  However, TTWO’s stock shrugged off the robust quarter, likely because of bookings guidance that  
 came in slightly below consensus estimates. We are still bullish on video game publishers and especially excited  
 about TTWO’s upcoming pipeline of releases, which the company calls “the strongest development pipeline  
 in our history.” The recent successes of titles like Borderlands 3 in September and The Outer Worlds in October  
 bolster our view that TTWO is a premium content publisher that’s very adept at marketing its games. We still  
 believe that as the company continues to scale and reach a wider and wider audience of gamers, margins will  
 trend higher and free cash flow generation will grow at an even quicker pace than net bookings.
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In summary, we remain very optimistic about the future performance of the Fund.  The quality of the portfolio 
constituents is higher and the equity exposure is greater, yet we are not abandoning our overall defensive posture.  Our 
large cash position can help to shield us from significant drawdowns while providing the flexibility to be opportunistic 
in the event of significant future volatility.  Thank you for your investment.

Matt Parker, CFA, CPA
Intrepid Endurance Fund Co-Portfolio Manager

Joe Van Cavage, CFA
Intrepid Endurance Fund Co-Portfolio Manager

Past performance is not a guarantee of future results.

Mutual fund investing involves 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.  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.

Prior to June 26, 2015, the Fund was named the Intrepid Small Cap Fund.

Earnings growth is not representative of the Fund’s future performance.

The 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. 
You cannot invest directly in an index. 

Yield Curve is a line that plots yields (interest rates) of bonds having equal credit quality but differing maturity dates.  Cash Flow measures the cash generating capability of a 
company by adding non-cash charges and interest to pretax income. Free Cash Flow measures the cash generating capability of a company by subtracting capital expenditures 
from cash flow from operations. Operating Profits are generally defined as Earnings Before Interest and Taxes (EBIT), less taxes.  Net Operating Assets are generally calculated 
as total debt plus total equity, minus any financial and non-operating assets.  Earnings Per Share (EPS) is the portion of a company’s profit allocated to each outstanding share of 
common 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.


