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PERFORMANCE

Average Annualized Total Returns
as of June 30, 2020

Total Return
Inception Date

8/16/10
Intrepid Income Fund - Inst.^
Bloom Barc USGov/Cred 1-5Y
Bloomberg Barclays US Agg Bond Index

Qtr.

YTD

1 Year

3 Year

5 Year

4.80%
1.77%
2.90%

-2.18%
3.98%
6.14%

-0.79%
5.43%
8.74%

1.53%
3.49%
5.32%

2.23%
2.63%
4.30%

Since
10 Year Inception

3.05%
2.22%
3.82%

3.35%
3.08%
4.66%

^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.

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 31, 2020, the annual operating expense (gross) for the Intrepid Income Fund-Institutional Share
Class is 1.10%. The Fund's Advisor has contractually agreed to waive a portion of its fees and/or reimburse expenses until January
31, 2021 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.
30-Day Subsidized SEC Yield: 6.43%; 30-Day Unsubsidized SEC Yield: 6.25%

July 1, 2020
Dear Fellow Shareholders,
How many people does one meet1 in a lifetime? Assuming an average life expectancy of eighty years and three hundred
interactions with new people a year, our guess is twenty to thirty thousand. These interactions are unevenly distributed –
one likely meets more people during school than in the crib, for instance, and the number will also vary wildly from person
to person. A career salesperson could meet one hundred thousand people in a lifetime, but an arctic biologist who spends
most of his life in the South Pole might only meet a few thousand (Atlantic Puffins do not count for this exercise).
There is also a distinction between the people we meet and the people we know. How many people do we really get
to know during our lifetime? If we assume it takes several dozen hours of interaction to get to know someone, then
it’s probably only a few hundred. If you are American, that works out to .0001% of the United States’ population – a
tiny percentage!
Getting to know a company also takes lots of time and interaction. Beyond the perusal of financials, it takes conversations
with management, channel checks, and a broad understanding of the competitive landscape. There are thousands of
companies out there and we sift through a lot of them, the same way a person shakes a stranger’s hands thousands of times
over a lifetime. But we only get to know a sliver of the population, as this process can take months, if not years.
The same way a person builds close relationships over time, we work hard to discover companies worthy of lending money
to. Would you blindly lend money to any of the thousands of people you have met over your lifetime? Of course not. You
would probably only lend money to someone you know well and trust. And even then, you would want some protections.

1

When we say “meet,” we mean to have at least a brief interaction with or to come into the presence of.
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We like to know the companies we lend to as well as someone knows a close
friend or a spouse. And because we are generalists and do not have mandated
sector exposures or arbitrary index alignments, we can be selective about
which companies we get to know with this level of depth.
We usually start by screening out the undesirables. This is the equivalent
of setting an Age Limit or a Smoking Preference on a dating app. If you
know you would never date a smoker/septuagenarian, why not eliminate the
possibility of connecting with one? Incidentally, we have lent to tobacco
companies before and we have a thing for older companies, but to each their
own.
Once we have whittled down our list of potential investments, we look for
some common characteristics. We like:

Top Ten Holdings

2Q 2020
JUNE 30, 2020

(% OF NET ASSETS)

EZCORP, 07/01/2024, 2.875%
Tutor Perini, 06/15/2021, 2.875%
WisdomTree Investments, 06/15/2023, 4.250%
MagnaChip Semiconduct, 07/15/2021, 6.625%
Teekay 01/15/2023, 5.000%
Caleres, 08/15/2023, 6.250%
Ingles Markets, 06/15/2023, 5.750%
Trip.com Group, 07/01/2020, 1.000%
Cincinnati Bell, 10/15/2025, 8.000%
Curaleaf, 01/10/2024, 13.000%

4.3%
4.3%
4.2%
4.0%
3.8%
3.6%
3.5%
3.3%
3.1%
3.1%

Top ten holdings are as of June 30, 2020. Fund holdings are
subject to change and are not recommendations to buy or
sell any security.

• Recession-resistant, flexible business models that have survived multiple cycles
• Balance sheets with low leverage and good asset coverage
• Reliable free cash flow generation or a highly probable path to free cash flow generation
Once we find a company we know and like, it comes down to terms. Going back to the dating analogy, sometimes a few
nice dinner dates does not lead to a committed relationship. Likewise, just because a company is well-operated does not
mean it is worth lending to. Often, we will revisit a once-spurned beau/investment at a future date when the terms are
more amenable.
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Following the craziness of March, high yield bond spreads snapped back in the second quarter like nothing ever happened.
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Shown: Option-Adjusted Spreads in % from Bloomberg Barclays US Corporate High Yield Index (LF98OAS Index)
Source: Bloomberg, Barclays

Longer-duration investment grade securities also joined the party following the Fed’s announcement
that they would backstop “creditworthy” securities. The Bloomberg Barclays US Aggregate Index (the
“Barclays Aggregate Index”) returned 2.90% for the quarter and the ICE BofAML US Corporate Index
(the “Corporate Index”) recorded 9.27% gain over the same period. The Intrepid Income Fund gained

Longer-duration investment grade securities
also joined the party following the Fed’s
announcement that they would backstop
“creditworthy” securities. The Bloomberg
Barclays US Aggregate Index (the “Barclays
Aggregate Index”) returned 2.90% for the
quarter and the ICE BofAML US Corporate
Index (the “Corporate Index”) recorded
9.27% gain over the same period. The
Intrepid Income Fund gained 4.80% in the
quarter ended June 30, 2020.
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This is a treacherous investing environment fraught with uncertainty. There are many credits that carry more turns
other end of the spectrum, the lowest leveraged quartile
of leverage than points of yield. We believe the liquidity that flooded into credit markets following the Fed’s
fallen angels that have received government support, c
announcement in late March could evaporate just as quickly. Many of the
credits
by this
liquidity
are the
of the
first propped
quarter. up
If you
think
hiding out
here is a go
large, indexed issues that benefitted mightily from the Fed’s capital injection
into
junk
bond
ETFs.
But
no
amount
of this letter, the average 2-year BB credit is yielding ju
of liquidity can turn a bad credit into a good credit.
an investor would incur lending to these companies!

There exist lots of bad credits. As the chart below shows, the HY Index is heavily stratified. The highest leveraged
quartile of issuers, which includes issues from beleaguered sectors like transportation,
energy,
and consumer
Total Debt
to EBITDA
Trends in HY
discretionary, carried over nine turns of leverage at the end of 1Q20. Imagine what that will look like at the end of
the second quarter once these companies report earnings! On the other end of the spectrum, the lowest leveraged
10.0x received
other end
the spectrum,
the lowest
quartile of issuers,
which includes
many BB credits
and
quartile of issuers, which includes many BB credits
andof fallen
angels
thatleveraged
have
government
support,
carried
fallen angels that have received government support, carried under three turns of leverage at the end
under three turns of leverage at the end of theoffirst
quarter.
If you
thinkout
hiding
out idea,
here
is a good
idea,
the first
quarter. If you
think hiding
here is a good
however,
think again.
As however,
of the writing
9.0x
this letter, the
average BB
2-yearcredit
BB creditisisyielding
yielding justjust
3.5% 3.5%
- hardly an
adequate return
for the risks
think again. As of the writing of this letter, theof average
2-year
- hardly
an adequate
an investor would incur lending to these 8.0x
companies!
return for the risks an investor would incur lending to these companies!
Leverage multiples should continue expanding
later this year from a swelling numerator
and a deteriorating denominator. High yield
issuance YTD is the highest in a decade as
overindebted companies rushed to shore up
liquidity. Goldman Sachs estimates that over
60% of the junk bond issuance in June was used
just to refinance existing debt. That sounds a
lot to us like “kicking the can down the road.”
Many of these companies were overleveraged
going into the pandemic and needed to raise
this money just to survive. It is not like on
the other side of this these companies will
become magically creditworthy.
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Despite the craziness that exists in certain
corners of the credit market, we are finding
plenty of opportunities to deploy capital. We continue to seek allweather businesses with strong balance sheets. We added several
new positions to the portfolio during the quarter including Rackspace
Hosting, Matador Resources, and WisdomTree Investments.

HY Issuance Through 6/30 (Source: Goldman Sachs)
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Leverage multiples should continue expanding later
this year from a swelling numerator and a
deteriorating denominator. High yield issuance YTD
is the highest in a decade as overindebted companies
rushed to shore up liquidity. Goldman Sachs
estimates that over 60% of the junk bond issuance in
June was used just to refinance existing debt. That
sounds a lot to us like “kicking the can down the
road.” Many of these companies were overleveraged
going into the pandemic and needed to raise this
money just to survive. It is not like on the other side
of this these companies will become magically
creditworthy.

HY Issuance Through 6/30 (Source: Goldman Sachs)

Rackspace is a software solutions company that supports and manages
cloud platforms. It has a niche position in “multi-cloud” that allows it
to compete effectively with behemoths like Amazon and Microsoft.
Its revenue is over 95% recurring and was not adversely affected
by COVID-19 in the first quarter. Shortly Despite
after the
wecraziness
purchased
that exists in certain corners of the credit market, we are finding plenty of
opportunities to deploy capital. We continue to seek all-weather businesses with strong balance sheets.
Rackspace’s bonds at close to par, the companyWefiled
paperwork for
added several new positions to the portfolio during the quarter including Rackspace Hosting,
an IPO and announced its intention to use the Matador
proceeds
to repay
its
Resources,
and WisdomTree
Investments.
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debt. We believe the company will take the bonds out later this year at an attractive call price of 104.313, so we
plan to hold and enjoy the 8.625% coupon. In the case that the IPO gets pulled, we still feel comfortable holding
this paper until the 2024 maturity because of the stable, growing revenue base (+7.8% in 1Q20) and strong free cash
flow generation (~5% of total debt).
Matador is an independent energy company in the Permian. We believe the company is one of the best operators
in the country and has a strong enough balance sheet to weather one of the worst periods ever for oil and gas
companies. The company has no maturities until 2023 and plenty of liquidity left on its credit facility. The 2026
notes we purchased are one of the longest-dated positions in the portfolio, but we believe this is actually an advantage
for Matador as the company has the flexibility to wait out the turmoil in the energy market before becoming more
aggressive. The company had over 100% of its 2Q20 oil production hedged which resulted in a cash gain of nearly
$12/barrel. We believe Matador also has nearly 80% of its oil production hedged in the second half of the year and
that it will generate free cash flow in the fourth quarter. The notes we purchased yield slightly over 10%.
Like Intrepid, WisdomTree is an asset manager. In mid-June, the company issued a convertible note with a 4.25%
coupon and some equity optionality. We passed on the deal in the primary market, but when the bonds traded into
the mid-90s, we happily picked them up for over a 6% yield. Unlike Intrepid, WisdomTree is a pure-play exchangetraded products manager. The company boasts nearly $60 billion of assets under management spread across major
asset classes and a globally diversified footprint. Nearly 43% of the company’s assets are in commodity & currency
products, the largest of which is a physical gold ETF. WisdomTree generates gobs of free cash flow and has a very
flexible cost structure. With less than 2x net leverage and a free cash flow to debt (FCFF/Debt) yield of over 10%
after servicing the dividend, this is one of our largest and favorite positions in the portfolio.
The Fund’s top contributors for the three-month period ending June 30, 2020 were EZCorp Inc. 2.875% notes due
7/01/2024, Murphy Oil Corp. 6.875% notes due 08/15/2024, and QVC Inc. 5.125% notes due 7/02/2022. The
Fund only had one material detractor for the quarter, Matador Resources Co. 5.875% notes due 9/15/2026. These
notes moved slightly lower after our initial purchase during the quarter.
The Income Fund had fourteen positions that were called or matured in the second quarter. We also rebalanced
several positions. The proceeds from the bonds that matured or were called were redeployed into some of the new
positions we listed above as well as existing securities.
We are pleased with the opportunities we have uncovered so far during this turbulent time, but we also continue to
act cautiously, knowing that more volatility likely lies ahead. We will continue to lend prudently to companies we
know and like.
Thank you for your investment.
Sincerely,

Hunter Hayes
Intrepid Income Fund Co-Portfolio Manager

Mark F. Travis, President
Intrepid Income Fund Co-Portfolio Manager
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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.
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. 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). Yield
Curve is a line that plots yields (interest rates) of bonds having equal credit quality but differing maturity dates. Capital Expenditure (CAPEX) 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. EBITDA is a
measure of a company’s operating performance and refers to Earnings before Interest, Taxes, Depreciation and Amortization. Cash Flow measures the cash generating
capability of a company by adding non-cash charges and interest to pretax income. Coupon or coupon payment is the annual interest rate paid on a bond, expressed as
a percentage of the face value and paid from the issue date until maturity.
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.

