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January 6, 2020

“A rolling loan gathers no loss.”  
                                                                                                     —  Banking adage

Dear Fellow Shareholders,

The market has a short memory.  This time last year, we wrote about an inverted yield curve, a high yield bond issuance 
drought and how volatile things seemed heading into the 11th year since the global financial crisis.  Few predicted that these 
ingredients would be the recipe for double digit returns in both high yield and investment grade bonds in 2019.  Yet here 
we are, with spreads on corporate debt near record lows to herald in the new decade, and many bonds carrying more turns of 
leverage than percentage points of yield. 

That is not to say volatility has been completely absent.  There have been several swings in cyclical expectations this year, 
with the yield curve inverting again earlier in the year only to snap right back on interest rate cuts and optimism around 
a trade deal with China.  The Fed’s unusual decision to ease rates this year despite the backdrop of tightening spreads and 
equities rallying to all-time highs drove dollar prices on bonds higher and led to a lot of callable debt being retired early.  
Last year’s fears around the ability for highly leveraged companies to refinance their debt were quickly forgotten as over $300 

Total ReturnPERFORMANCE
Average Annualized Total Returns 

as of December 31, 2019

ICE BAML US High Yield Index

ICE BAML US Corporate Index 1.15% 14.23% 14.23% 5.94% 4.60% 5.60% 5.67%

2.61% 14.41% 14.41% 6.32% 6.13% 7.50% 7.15%

Inception Date Qtr. YTD 1 Year 3 Year 5 Year
Since

 Inception10 Year

 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.

Intrepid Income Fund - Inst.^ 1.02% 4.65% 4.65% 2.97% 3.16% 3.51% 3.67%8/16/10

Bloomberg Barclays US Agg Bond Index 0.18% 8.72% 8.72% 4.03% 3.05% 3.75% 4.35%

Bloom Barc USGov/Cred 1-5Y 0.50% 5.01% 5.01% 2.54% 2.03% 2.13% 2.88%
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lower-tier debt tighten even further, which could drive big returns for the entire high yield asset class. 

This behavior reminds us of the party game Hot Potato, where players in a circle toss around a potato while music plays.  The 
player holding the potato when the song stops is eliminated from the game and the last person standing wins.  We fear many 
fixed income investors are not lending money to risky, poorly rated companies because there is a fundamental investment 
case for the business to turn around its operations.  Rather, these investors are playing a game of Hot Potato, hoping the credit 
jukebox continues to blare music on the Fed’s nickel.  In this game, investors are no longer focused on how a company can 
pay down debt on its own merit, but rather how crafty bankers might maneuver a refinancing and convince more people 
to play the game.  As long as there is someone to throw the potato to before the music stops, elimination can be avoided. A 
rolling loan gathers no loss.  

We watch other investors play this game of Hot Potato with a jaundiced eye.  Whether the power goes out or the Fed just runs 
out of nickels, sooner or later the music always stops, and someone is left holding the potato.  

Credit markets had another positive quarter to end 2019, despite some noisy headlines.  In October, WeWork withdrew its 
planned IPO and its unsecured notes due in 2025 tumbled from above par to nearly 70 cents on the dollar before recovering 
a bit.  This felt to us like a long overdue return to sanity for such a risky bond, although we can think of several other cash-
incinerating, high yield issuers whose bonds are also due for a price correction.

The Bloomberg Barclays U.S. Gov/Credit 1-5Y TR Index returned 0.50% in the fourth quarter.  Given the Intrepid Income 
Fund’s (the “Fund”) shorter duration and higher quality biases, we believe this index is an appropriate benchmark.  Investment 
grade corporate bonds returned 1.15% for the quarter, as measured by the ICE BAML US Corporate Index.  The lower 
quality ICE BAML US High Yield Index saw an increase of 2.61%.  

The Income Fund returned 1.02% in the fourth quarter.  We continued to look for short-term, credit-worthy bonds that 
we believe will produce attractive risk-adjusted returns relative to Treasury bills.    We have recently balanced our defensive 
posture with opportunistic purchases of bonds that we believe will help us participate in any upside left in this aging cycle.  
That is not to say we have changed anything about our meticulous investment process or the high standards that must be met 
for any potential holding.  We are very excited about the way we are positioned heading into 2020.

billion of new high yield issuance flooded the market in 2019, up 57% from 
the previous year according to CreditSights.

We cannot predict when or how this market bonanza fueled by cheap debt 
and monetary stimulus will end.  Our past several commentaries have laid out 
what we view as some of the biggest risks in today’s credit markets, whether it 
is a lack of liquidity, loose covenants, unstable repo markets, or just too much 
leverage.  We are still wary of these risks.

On the other hand, few economists are predicting an imminent recession and 
desperate, yield seeking behavior is still pervasive.  CCC bonds, the riskiest 
of performing high yield debt, had a strong rally to end 2019 with spreads 
tightening to below 1,000 bps for the first time in more than three years.  If 
complacency continues to embolden yield starved investors, we could see this 

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.

Dollar Tree, 04/17/2020, 3.003%  4.1%
Actuant, 06/15/2022, 5.625%  3.6%
Expedia Group, 08/15/2020, 5.950%  3.6%
Echo Global Logistics, 05/01/2020, 2.500%  3.2%
Caleres, 08/15/2023, 6.250%  2.9%
IFM US Colonial Pipe, 05/01/2021, 6.450%  2.8%
Block Financial, 10/01/2020, 4.125%  2.8%
The ServiceMaster, 08/15/2027, 7.450%  2.8%
QVC, 07/02/2022, 5.125%  2.7%
Nexteer Automotive Grp, 11/15/2021, 5.875%  2.7%
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The Fund’s top contributors for the quarter were Cincinnati Bell 8.0% due 10/25/2025, Nathan’s Famous Inc. 6.625% 
due 11/01/2025, and Cincinnati Bell 6.3% due 12/01/2028.  The Fund’s top detractors for the quarter were U.S. 
Treasuries and Shutterfly Inc. 8.5% due 10/01/2026.  None of the detractors for the quarter were material, but we did 
have a material contributor.  

Cincinnati Bell is a wireline operator in Ohio and Hawaii with bonds that offer compelling yield and robust asset coverage.  
The company has “future-proof” fiber assets that positioned them well to offset declines from legacy copper assets and 
potentially benefit from 5G once it becomes a reality. We purchased two separate Cincinnati Bell debt issues – the 6.3% 
secured notes due in 2028 and the 8% unsecured notes due in 2025.  We initially purchased the longer-dated secured notes 
because we liked the fiber assets that secured the notes and felt like even in a worst-case scenario, we would get very close 
to our principal back.  After doing more work on the credit and speaking with the company about their path to organically 
deleverage their balance sheet, we also purchased the unsecured notes because we believed the 10% yield at the time more 
than compensated us for the risk.  Shortly after purchasing the unsecured debt, Brookfield Infrastructure Partners announced 
they were acquiring Cincinnati Bell which significantly pushed the prices up of the two debt issues we own.  We continue to 
hold both issues as we believe the yield is still compelling and there is a good chance one or two of the issues will be called 
once the deal is completed.

Although we had a few other bond positions trade up nicely, the bulk of the Fund’s returns for the quarter came from interest 
payments on our existing positions. We had two bonds mature, five bonds get called, and made seven new purchases during 
the quarter. 

The state of liquidity in the fixed income markets has bolstered our view that there is a vital need for active management.  
Although we saw nothing like the forced selling of December 2018, we have recently observed momentary “flash crashes” in 
specific securities that we believe were caused by a severe lack of liquidity.  In fact, according to a Wall Street Journal Article1, 
the dips in the high yield market were even more extreme this past autumn than in December 2018 when volatility was 
rampant. We envision a scenario where passive funds and ETFs could be forced to sell bonds at fire sale prices next time there 
is widespread panic and money managers hit the eject button.  As we have said before, we will happily purchase some of these 
securities when they are being offered at clearance-level prices. 

We remain vigilant in a world of mass uncertainty and overwhelming complacency.  As prices gyrate and our short-term 
maturities come due, we will reassess the risk/reward opportunities that the market is offering and selectively move into 
higher-risk debt securities when it makes sense.  As always, our top priority is generating stable, reliable income and avoiding 
any situations that put your hard-earned principal at risk.  We will continue to follow a disciplined process to find attractive 
investments and be exceptionally discerning when lending businesses money.  Thank you for your investment.

Sincerely,

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

Hunter Hayes
Intrepid Income Fund Co-Portfolio Manager

1  Wirz, Matt and McGinty, Tom. “Low Liquidity Fueled Hidden Flash Crash in Junk Bonds.” The Wall Street Journal. 10 Jan 2020.
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All investments involve risk.  Principal loss is possible.  Investments in debt securities typically decrease in value 
when interest rates rise.  The risk is generally greater for longer term debt securities.  Investments by the Fund 
in lower-rated and non-rated securities present a greater risk of loss to principal and interest than higher rated 
securities.  The Fund may invest in foreign securities which involve greater volatility and political, economic and 
currency risks and differences in accounting methods.

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.  In limited situations when the rating agency has not issued a formal rating, the rating agency will classify the security as nonrated.

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. Investment Grade (IG) is a bond with credit rating of BBB or higher by Standard & Poor’s or Baa3 or higher by Moody’s.

Basis Point (bps) is a unit that is equal to 1/100th of 1% and is used to denote the change in a financial instrument. 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. 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. A Capital Expenditure is incurred when a business spends money either to buy fixed assets or to add to the value of 
an existing fixed asset with a useful life extending beyond the taxable year. Covenants are requirements put in place to protect lenders from borrowers defaulting on their obligations due to 
actions that are detrimental to themselves or the business.  They most often take the form of financial ratios that must be maintained, such as a maximum debt-to-assets ratio or minimum 
interest coverage ratio.  Covenants can be classified as affirmative (requiring the borrower to perform specific actions) or negative (prohibiting the borrower from taking specific actions).  
Spread is the gap between the bid and the ask prices of a security or asset, like a stock, bond or commodity.  Initial Public Offering (IPO) is the first sale of stock by a private company to 
the public. Yield Curve is a line that plots yields (interest rates) of bonds having equal credit quality but differing maturity dates.   

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.


