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Performance
Average Annualized Total Returns as of June 30, 2017

ONE MONTH QTR YTD ONE  YEAR THREE  YEAR FIVE  YEAR
ANNUALIZED

SINCE INCEPTION 1/2/2008

SVFAX (w/ load) -2.86% -2.93% 3.99% 11.96% 5.66% 14.05% 7.07%
SVFAX (w/o load) 3.06% 2.98% 10.34% 18.79% 7.77% 15.41% 7.74%

SVFFX 3.09% 3.04% 10.47% 19.04% 8.06% 15.81% 8.13%
SMVLX 3.06% 2.97% 10.33% 18.72% 7.77% 15.51% 7.91%

RUSSELL 1000 VALUE 1.63% 1.34% 4.66% 15.53% 7.36% 13.94% 6.56%
S&P 500 INDEX 0.62% 3.09% 9.34% 17.90% 9.61% 14.63% 7.73%

Investor Shares Gross Expense Ratio 1.26% A Shares Gross Expense Ratio 1.22% I1 Shares Gross Expense Ratio 1.00%

Performance data quoted represents past performance; past performance does not guarantee future results. The investment return and principal value of an 
investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current performance of the fund 
may be lower or higher than the performance quoted. Performance data current to the most recent month end may be obtained by calling 877-807-4122. 
Performance for SVFAX (w/load) reflects maximum sales charge of 5.75%. Performance for SVFAX does not reflect maximum sales charge of 5.75%. If 
reflected, the load would reduce the performance amount quoted. SVFAX imposes a 1.00% redemption fee on purchases of $1,000,000 or more that are 
redeemed within 18 months of purchases. Performance data does not reflect the redemption fee. If it had, returns would be reduced.

Investor Class shares of the Fund commenced operations on January 2, 2008. I1 Class shares of the Fund commenced operations on December 18, 2009. 
Performance shown for I1 Class shares prior to its inception reflects the performance of Investor Class shares. Class A shares of the Fund commenced 
operations on January 24, 2014. Performance shown for Class A shares prior to its inception reflects the performance of Investor Class shares, adjusted to 
reflect Class A expenses.

 | Dear Shareholder
We are happy to report results for the second quarter of 
2017 in the Smead Value Fund (SMVLX). The Fund earned 
a return of 2.97%, just slightly lower than the S&P 500 
Index return of 3.09%. This compares very favorably to 
the Russell 1000 Value Index return of 1.34%. Together 
with the results from the first quarter of the year, the 
Fund returned 10.33% in the first half, more than the 
S&P 500 at 9.34% and significantly more than the Russell 
1000 Value at 4.66%.

In the FANG/tech stock momentum environment of 2017, 
it has been hard for anyone who hasn’t conformed their 
equity portfolio to represent glamour tech. If we count 
Amazon and Netflix, which are somehow categorized in 
the consumer discretionary sector, tech stocks made up 

about 25% of the S&P 500 Index during the quarter. In the 
last 37 years, this figure has only been exceeded by the 
29% tech weighting in 1999. Try telling anyone at Amazon 
or Netflix that they don’t work at a tech company!

Our biggest winners in the second quarter were PayPal 
(PYPL), NVR (NVR) and Aflac (AFL). PayPal basked 
in the recognition that they are successfully fighting 
off the tech behemoths in secure online payments. 
NVR is attempting to meet what we at Smead Capital 
Management consider the nation’s largest economic 
need (newly built, stand-alone residences), and has 
been the most efficient and productive company in the 
industry. It is a pleasure to mention Aflac, since we have 
held it for many years and it had lagged until this year. 

http://smeadcap.com
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They sell supplemental health insurance primarily to 
married couples, and the demographics argue for a lot of 
millennial Americans taking the plunge on marriage and 
baby making.

Our struggles in the quarter were very much tied to the 
stock market fears in traditional media and healthcare. 
Tegna (TGNA), the owner of 46 network-affiliated TV 
stations, is perceived to be threatened by tech-giants 
intruding into news distribution and entertainment. This 
is very ironic because local news videos are the third 
most popular thing watched on Facebook (FB). Disney’s 
(DIS) cable TV struggles are well documented and we 
believe the long haul will play to the value of their brands 
and content. We added to Scripps Interactive (SNI)—
home of HGTV, Food Network and the Travel Channel—
right into the teeth of fears tied to the presupposed death 
of TV content.

Express Scripts (ESRX) got hit during the quarter and 
we sold it due to the absence of insider buying after the 
decline. Our sell discipline causes us to reexamine a 
stock when it falls 15-20% from our original purchase 
price. If the officers and directors of the company don’t 
have confidence in the stock at the lower prices, we 
rarely do either. The capital we had in ESRX was used to 
add to AmerisourceBergen (ABC) and Walgreens (WBA) 
in healthcare-related securities.

Lastly, we nibbled at retailing with an initial position in 
Target (TGT), which is supposed to be put out of business 
by Amazon. Target trades at relative prices like the 
bottom of the stock market in 2009 when we stared a 
possible depression in the face. We added to Lennar 
(LEN), the nation’s second largest home builder, because 
as Mae West once said, “Too much of a good thing can 
be wonderful.” If we are right about the next ten years of 
demand for residences, it could be wonderful.  

 | What Doesn't Kill You Makes You     
  Stronger!

A few years back there was a TV commercial for the 
Toyota Camry featuring the singer, Kelly Clarkson and 

ESPN’s legendary sportscaster, Chris Berman. It pointed 
out all the positive attributes of the “new” Camry with 
Kelly’s hit, “Stronger,” playing in the background. As we 
look out into the second half of 2017, it is important to 
understand that we believe the U.S. stock market has 
tried to “kill” investor enthusiasm. We would argue this 
enhances the position of the value-oriented and long-
duration equity manager in a way that that doesn’t kill us 
and makes us “stronger.”

What is Killing Investor Enthusiasm?
We see some obvious factors that are killing investor 
enthusiasm. First, up to 50% of large-cap U.S. equity 
ownership comes through owning the S&P 500 Index. For 
the stock market in general, it is like having a favorite 
sports team and having no individual players you root 
for or keep track of. Maybe Vanguard will form fantasy 
stock market leagues, where index investors select a few 
stocks to follow and measure.

Second, the S&P 500 is heavily committed to the five 
largest tech stocks, and as a result, it is the most heavily 
over-weighted tech stocks it has been since 1999. This 
has multiple negative effects on investor enthusiasm. 
The success of the tech companies becomes myopic 
and usually appears to be a detriment to other S&P 500 
companies. It narrows the number of successful stocks 
and it has the appearance of sucking all the stock market 
oxygen out of the room.

Third, the election of Donald Trump as President of the 
United States has ushered in an “in your face” era in 
politics. We had polarized politics in the Obama era, but 
now the power is held by exactly the opposite group of 
politicians and regulators. We would remind everyone 
how similar the lack of investor enthusiasm was in the 
first 18 months of Ronald Reagan’s Presidency (from 
January of 1981 to July of 1982).

Fourth, this is the most anemic economic recovery from 
a deep recession in my lifetime. Slow growth has caused 
investors to crave sales or profit growth the way women 
crave a view of Ryan Gosling’s washboard stomach. 
Without faster economic growth it is hard for main street 
businesses to gain investor enthusiasm.

http://smeadcap.com
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Lastly, the stocks which have been successful rarely split 
their stock price to a level which is attractive to individual 
investors. It would be like selling ten baseball cards 
for $25 per pack. Even though you like baseball cards, 
you can’t afford the entry price. Most of today’s success 
stories trade for more than $100 per share, a level that 
would have triggered a stock split in prior eras.

How does this make us stronger?
We believe the lack of enthusiasm for stocks and today’s 
set of circumstances provides a blueprint to future 
profits in U.S. large-cap stocks. Bargains are available, 
especially among companies which are viewed to be 
damaged by tech stock hegemony. Our portfolio currently 
trades at one of the biggest discounts to the S&P 500 
Index since inception 9.5 years ago. This fact guarantees 
nothing in the short run, but should bode well long term.

Maniacal activity in tech stocks is easy for us to avoid, 
even when it causes us to underperform. Warren Buffett 
says, “Excitement and expense is the enemy of your 
portfolio.” If anyone can prove that there is no excess 
excitement attached to tech stocks today, they are not 
watching the semiconductor stocks. Mania avoidance 
makes us stronger.

The lack of investor enthusiasm is forcing investors to be 
more patient and should play into the hands of “stronger” 
low turnover managers like us. Studies have shown that 
the turnover among U.S. large-cap equity managers is 
62%, costing them about 0.84% of their returns annually. 
In comparison, we have averaged less than 20% turnover 
the last eight years.1 Buffett says, “The stock market was 
formed to move money from those who are impatient to 
those who are patient.”

The last thing which isn’t “killing” us and makes us 
“stronger” is the demographic set up for the next fifteen 
years. As you can see in the following chart, the number 
of 35 to 44-year-old Americans will explode during the 
next ten years. This bodes well for marriages/household 
formation, and a ramp up in the birthrate. Economic 
growth comes from more people and more productivity.

Today’s Circumstances
Numerous factors created by today’s circumstances 
make us “stronger.” Interest rates are historically low as 
seen in the chart below:

Stock prices in the S&P 500 Index are the most bifurcated 
since 1999 (see chart below) and set up a very positive 
2000-2002 run for value investors.  

Source: www.tradingeconomics.com and the US Department of the Treasury as of 12/31/2015.

Source: BofA Merrill Lynch “Tracking the U.S. Consumer, September 16, 2016

http://smeadcap.com
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Housing should drive higher GDP growth as this chart 
shows:

  

Where are the Bargains?
The same forces that are killing enthusiasm for stocks 
have been especially detrimental to the prices of 
media companies, drug/biotech companies, and retail 
companies. The media companies like Disney (DIS), Tegna 
(TGNA), and Scripps Network (SNI) look particularly 
attractive. We also believe healthcare stocks like Amgen 
(AMGN) and Walgreens (WBA) live under the cloud of 
polarized politics.

In our view, homebuilders are held back by regulatory 
restrictions and some labor shortages. For the long-
duration investor like us, NVR (NVR) and Lennar (LEN) 
look very good as the biggest economic need in our 
society (a lack of stand-alone homes) gets solved. The 
extrapolation of the death of retail driven by the success 
of Amazon has bolstered our interest in eBay (EBAY), 
Nordstrom (JWN), and Target (TGT). 

If the pain of sitting through these years of low investor 
enthusiasm makes us “stronger,” we could be vindicated 
with multi-year rewards for patient long-duration 
investors. Thank you for your confidence and trust in our 
stock-picking discipline 

1Source: Financial Analyst Journal Jan/Feb 2016 “Shedding Light on “Invisible” Costs: Trading Costs and Mutual Fund Performance,” by Edelen, Richard Evans, and Gregory Kadlec. 

FANG stocks include Facebook (FB), Amazon (AMZN), Netflix (NFLX) and Alphabet (GOOGL). 

A basis point is one hundredth of one percent.

Earnings-per-share (EPS) is the portion of a company's profit allocated to each outstanding share of common stock. Earnings per share serves as an indicator of a company's profitability.

The price-earnings ratio (P/E Ratio) measures a company's current share price relative to its per-share earnings. 

The information contained herein represents the opinion of Smead Capital Management and is not intended to be a forecast of future events, a guarantee of future results, nor investment advice.

The Smead Value 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 it may be obtained by calling 877-807-4122, or visiting  
www.smeadfunds.com. Read it carefully before investing.

William Smead
Portfolio Manager

Tony Scherrer, CFA
Co-Portfolio Manager

Cole Smead, CFA
Co-Portfolio Manager

Source: The Wall Street Journal as of 12/31/2016. GDP: Gross Domestic Product. 

http://smeadcap.com
http://www.smeadfunds.com
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Mutual fund investing involves risk. Principal loss is possible.

The following were the top ten holdings in the Fund as of 6/30/2017: Amgen Inc. 5.87%, NVR Inc. 5.86%, Berkshire Hathaway Inc. 
B 5.49%, JPMorgan Chase & Co. 5.46%, American Express Co. 5.29%, Bank of America Corporation 5.23%, eBay Inc. 5.09%, 
PayPal Holdings Inc. 5.01%, Aflac Inc. 4.84%, and Lennar Corp. 4.67%. Fund holdings are subject to change at any time and 
should not be considered recommendations to buy or sell any security. Current and future portfolio holdings are subject to risk.
 
The S&P 500 Index is a market-value weighted index consisting of 500 stocks chosen for market size, liquidity, and industry 
group representation. The Russell 1000 Value Index is an index of approximately 1,000 of the largest companies in the U.S. equity 
markets; the Russell 1000 is a subset of the Russell 3000 Index. The Russell 1000 Value Index measures the performance of the 
large-cap value segment of the U.S. equity universe. It includes those Russell 1000 companies with lower price-to-book ratios 
and lower expected growth values. Information is provided for information purposes only and should not be considered tax advice. 
Please consult your tax advisor for further assistance.

Small- and Medium-capitalization companies tend to have limited liquidity and greater price volatility than large-
capitalization companies. 

Active investing generally has higher management fees because of the manager’s increased level of involvement while passive 
investing generally has lower management and operating fees. Investing in both actively and passively managed funds involves risk, 
and principal loss is possible. Both actively and passively managed funds generally have daily liquidity. There are no guarantees 
regarding the performance of actively and passively managed funds. Actively managed mutual funds may have higher portfolio 
turnover than passively managed funds. Excessive turnover can limit returns and can incur capital gains.

The Smead Value Fund is distributed by ALPS Distributors, Inc. ALPS Distributors, Inc. and Smead Capital Management are 
not affiliated. Frank Russell Company is the source and owner of the trademarks, service marks and copyrights related to the 
Russell Indexes. Russell® is a trademark of Russell Investment Group. SVF000279 10/31/2017

mailto:info@smeadcap.com
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