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Performance
Average Annualized Total Returns as of December 31, 2017

ONE MONTH QTR YTD ONE  YEAR THREE  YEAR FIVE  YEAR
ANNUALIZED

SINCE INCEPTION 1/2/2008

SVFFX 3.11% 8.09% 25.30% 25.30% 9.72% 15.88% 9.07%
SVFAX (w/ load) -2.75% 1.85% 17.86% 17.86% 7.32% 14.16% 8.04%

SVFAX (w/o load) 3.19% 8.06% 25.06% 25.06% 9.46% 15.52% 8.69%
SMVLX 3.12% 8.03% 24.97% 24.97% 9.43% 15.58% 8.85%

RUSSELL 1000 VALUE 1.46% 5.33% 13.66% 13.66% 8.65% 14.04% 7.10%
S&P 500 TR INDEX 1.11% 6.64% 21.83% 21.83% 11.41% 15.79% 8.50%

Investor Shares Gross Expense Ratio 1.29% A Shares Gross Expense Ratio 1.30% I1 Shares Gross Expense Ratio 1.03%

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
The Smead Value Fund (SMVLX) finished 2017 on a very 
strong note with an 8.03% gain for the quarter versus the 
gain of 6.64% for the S&P 500 Index and a gain of 5.33% 
for the Russell 1000 Value Index. This result capped off 
a very rewarding year where the fund returned 24.97% 
versus a gain of 21.83% for the S&P 500 and 13.66% for 
the Russell 1000. We say very rewarding for two reasons: 
First, we had underperformed the market in 2016, 
and second, because growth-stock-heavy portfolios 
dominated value investing strategies in 2017.

In fact, large growth has abused large value as a 
category over the last ten years. If history is any guide, 

mean reversion will take place and the challenge for us 
is to win with the wind at our back versus winning with 
the wind in our face. The wind will ultimately get in the 
face of growth stock investing as human history won’t be 
rewritten.

Our top performance attributors for the year were 
NVR Inc. (NVR), PayPal (PYPL) and American Express 
(AXP). NVR continues to be our largest position in spite 
of three trims during the year, primarily based on our 
need to create more shelf space for new securities 
and secondarily on valuation. PayPal was another big 
winner in 2017 as its high revenue growth profile gained 
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the attention of growth and momentum investors. 
This caused our sell discipline to kick in, and we 
deemphasized its weighting throughout the year. Lastly, 
American Express continues to remain under-loved and 
contentious, but marginally gained investor attention 
through solid execution including marketing efforts 
paying off, cost cuts and share buybacks. 

Our weakest performers for the year included Express 
Scripts (ESRX), Walgreens (WBA) and Cabela’s (CAB). 
Express Scripts hit a different flavor of our sell discipline 
when it depreciated 15-20% below our initial capital 
placement. We allowed for some degree of patience 
during our re-vetting, but it ultimately failed to show us 
any insider buying, causing us to take the loss and delete 
our position entirely. We met the weakness in Walgreens 
with new additional capital, as we view its downdraft to 
be macro in nature, and we believe the moat surrounding 
Walgreens value proposition to be far stronger than what 
the market believes. Cabela’s stock was tossed around 
throughout the year due to merger-arbitrage investors 
placing odds on the success of the announced Bass Pro 
Shops buyout, which consummated in late September. 
We do not consider ourselves to have a particular edge 
on merger-arbitrage situations and thus exited the 
name early in the year to find new contentious places to 
allocate our capital. 

Allocating capital in this relatively expensive market was 
not easy, but we found several attractive areas where 
miserable broad sentiment created very attractive prices 
in certain high quality companies. We took new positions 
in several retailers including Target (TGT) and Kroger 
(KR), as well as Discovery Communications (DISCA) on 
the heels of it announcing a buyout of one of our portfolio 
names, Scripps Networks (SNI). In our view, each of 
these businesses is doing quite well relative to what the 
dour moves in their stock prices might imply. 

The predominant view on retailers throughout 2017 is 
simply that they are on the brink of going out of business 
altogether, and in media, that anything going on outside 
of Netflix (NFLX) will become irrelevant or superfluous. 
While we don’t find virtue in being contrarian just to be 

different, we need to take advantage of periods like this 
where the consensus view has been so widely adopted 
that nearly anyone who may want to capitalize on these 
ideas has done so. In our view, we see great value in 
these names and we believe the moats around these 
businesses are far stronger than most would tell you.

 | Valuing Uncertainties
As we enter 2018, numerous uncertainties are 
dominating the minds of American citizens and investors. 
We are happy to weigh in on what we consider to be both 
un-useful and useful uncertainties as they pertain to 
long duration ownership of common stocks.

Uncertainty One: Disruption

When you are ten years into an era where growth stocks 
have outperformed value stocks, stock promoters turn 
from fundamentals to futuristic fantasies. 

No set of fantasies have been more effective in the 
last two years in the U.S. stock market than those 
surrounding disruption. Amazon (AMZN) is disrupting 
retail, pharmacy, groceries and the media business. 
Netflix is disrupting the media business. Tesla (TSLA) is 
disrupting the auto industry. Facebook (FB) is disrupting 
the media/advertising business and Google (GOOGL) is 
disrupting advertising and online e-commerce.

Source: Stifel Market Strategy report, June 1, 2017. Data for the time period 1/1/2015 - 5/30/2017.
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Follow the logic of individual and professional investors. 
Growth stocks have been great and the best growth 
stocks have been the FAANG stocks.1 The FAANG stocks 
have been major disruptors. Therefore, look to invest in 
companies which want to disrupt an industry while paying 
up for them through highly elevated price-to-earnings 
(P/E) ratios!

The effect of this has resulted in the very high P/E ratio 
for the Russell 1000 Growth Index. This is a valuable 
uncertainty.

Uncertainty Two: Human Obsolescence

A growing concern among parents is that computers and 
robots are going to strip employment opportunities for 
a large swath of young Americans. From a humorous 
standpoint, tech leaders are advertising a world where 
you would never leave your home and play golf in virtual 
reality, get your food delivered by drones and have a robot 
clean your house regularly.

The economic history of America is the shift in how 
we made our living. In 1900, 45% of Americans were 
employed in agriculture. By 1970, it was 2%. Agricultural 
employment was replaced by the industrial revolution. 
Manufacturing struggled in the inflationary 1970s. By 
the 1980s, manufacturing was going through a painful 
reduction, then financial services and information 
technology employment took its place.

Therefore, skeptics are underestimating the rejuvenating 
nature of free market capitalism and the worriers should 
focus on not getting in the way of capitalism. This is a 
nonvaluable uncertainty.

Uncertainty Three: FAANG Economic Dominance

Rarely have Americans given up control of their personal 
life and privacy to companies like they have with 
Facebook, Amazon, Apple (AAPL) and Google. Facebook 
knows everything about you, your relatives, your friends 
and what you are doing. Folks are allowing Amazon 
to know where they are, what they are buying and 
eliminating the need for human interaction. 

For above-average-income Americans, Apple has created 
a network of people who completely depend on them 
for all their technology needs. Lastly, via their searches, 
Google knows more about you than your spouse and uses 
their algorithms to inhibit fair competition by guiding 
search results to their favored vendor. Many times, their 
favored vendor is themselves.

NYU Business Professor, Scott Galloway, explains the 
threat to our capitalistic system by channeling President 
Theodore Roosevelt:2

Should we break them up because they avoid taxes? 
Should we break them up because they destroy jobs? 
Galloway isn’t sold on those arguments, but instead 
said that Amazon, Apple, Facebook and Google should 
be broken up “because we’re capitalists” and that he 
believes the markets have failed when it comes to 
competition. 

Galloway continues:

“Our Democracy is breaking down because these 
companies have become too powerful,” Galloway 
said. “The HQ2 thing is out of control,” he added, citing 
an income tax-diversion example from Chicago’s bid 
for the tech giant’s second headquarters. “I think 
our government has basically folded and said, ‘We 
acknowledge that you’re more powerful than us.”

The threat to fair competition these businesses pose is a 
valuable uncertainty.

Source: Bloomberg. Data for the time period 12/31/2008 - 12/13/2017.
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Uncertainty Four: Expensive stocks

Both nominal and real returns from the S&P 500 Index 
could be disappointing the next ten years.

 

The chart above compares equity valuation to expected 
ten-year returns. Other than in late 1999 and early 2000, 
we haven’t had more expensive stocks in my 37 years 
in the investment business. This dictates low expected 
passive index returns. It doesn’t tell you anything about 
the next six months, but it speaks into a megaphone about 
index returns for ten years. 

Combined with the popularity of passive investing, this 
uncertainty is valuable. 

Uncertainty Five: Dangerous Psychology

 

 

At extremes, the wise investor typically does the opposite 
of the crowd. We stay fully invested all the time because 
we don’t believe in market timing. However, a great 
question to ask someone who runs a portfolio is how 
happy they would be owning shares in the next bear 
market. We went through the worst bear market in 80 
years in 2008-2009 and the quality of the companies 
identified by our eight criteria is one of the things which 
got us through that torturous decline.

Our contrarian mind says this uncertainty is of value.

Uncertainty Six: Value Investing is Dead

A look at the history of value investing shows us that 
slumps in relative performance end during the next bear 
market in growth stocks. This happened in 1973-1974 and 
again in 2000-2003. The Nifty-Fifty growth stocks and 
the tech-bubble stocks got crushed the most in those 
two bear markets.3 An easy way for us to look at our most 
recent purchases is to ask whether we would have been 
excited to pay this price five years ago before the last 
major leg of this bull market occurred. Buying relative 
value in popular stock markets has been a way to beg for 
poor absolute performance. 

Source: FactSet. Data for the time period 1/1/1988 - 12/13/2017.

Source: Fundstrat “Value continues to gain traction, Value Cyclicals leading turn” published September 22, 2017.

Source: American Association of Individual Investors. Data for the time period 1/1/1987 - 12/13/2017.

Source: Hays Advisory. Data for the time period 1/1/1970 - 10/31/2017.
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The level of outperformance by growth stocks the last 
ten years has been fairly legendary. This could make this 
uncertainty extremely valuable. 

Uncertainty Seven: Rising Interest Rates

Long duration investors should expect a mean reversion 
in interest rates, even though everyone who has expected 
this to happen looks foolish (Smead Capital Management 
included).

We believe the mean reversion of interest rates is a 
realistic and valuable uncertainty.

When you combine the un-useful and useful uncertainties 
as we enter 2018, we draw a few conclusions. First, never 
deviate from your core discipline. We are value and 
long duration common stock investors. We believe we 
are entering an era where value investors will shine in 
relation to the S&P 500 Index and in meeting end investor 
needs.

Second, dial back your risk in the areas which have been 
the most popular. It is hard to visualize how this plays 
out, but we’ll make our best attempt. Long-term bonds 
look like they offer a very poor risk-reward ratio. Growth 
stocks could continue to shine for some time and then do 
so poorly when their momentum breaks that everything 
they gain from present times — and a great deal of the 
money they made in the last five years — disappears.

My favorite story on this subject was in a Warren Buffett 
talk he did in 1996 at the University of North Carolina 
Business School (viewable on YouTube). Buffett had 
purchased 5% of Disney (DIS) in 1965 for $4 million and 
sold it at a 50% gain in 1966. At the end of 1972, Disney 
was entrenched as one of the most popular of the Nifty-
Fifty growth stocks. In the 1973-1974 bear market, Disney 
lost 80% of its value and went all the way down to where 
Buffett bought it in 1965. If we ever meet him we’d like to 
ask him why he didn’t buy any Disney shares in late 1974.

Third, emphasize lower P/E and low price-to-free cash 
flow investments which are especially undervalued 
because of uninterrupted favor for the disruptors. We call 
it buying misery. This includes meritorious companies 
in retail, pharmacy, groceries and in old media. We like 
Target and Nordstrom (JWN) in retail, Walgreens and 
AmerisourceBergen (ABC) in pharmacy, Target and 
Kroger in groceries, and Discovery Communications and 
Tegna (TGNA) in old media.

Source: https://www.financialsense.com/kurt-kallaus/interest-rates-bonds-stocks-profits. Data for the time period 
1/1/1941 - 12/31/2016.

Source: Bloomberg. Data for the time period 12/31/2008 - 12/13/2017.

http://smeadcap.com
https://youtu.be/ApjnM0fIjXg
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Lastly, we believe passive indexes which are over-
represented in glamour tech and momentum stocks 
should be avoided. It won’t matter that they represent 
inexpensive ownership of common stocks, because the 
success of momentum and FAANG stocks has reduced 
their natural diversification. Tech is around 27% of the 
S&P 500 (if you include Amazon and Netflix) which rivals 
the 29% stake the index had in 1999 at the end of the year. 

In conclusion, there are valuable and nonvaluable 
uncertainties as we enter 2018. As always, we appreciate 
the trust and confidence shown in us by our investors. We 
will continue to practice our long duration stock-picking 
discipline to attempt to overcome whatever uncertainties 
prove valuable. 

1FAANG stocks: Facebook, Apple, Amazon, Netflix and Google parent Alphabet
2Source: Geekwire “Professor who predicted Whole Foods acquisition: Break up Amazon, Apple, Facebook and Google” November 30, 2017
3Nifty Fifty refers to the 50 popular large-cap stocks on the New York Stock Exchange in the 1960s and 1970s that were widely regarded as solid buy and hold growth stocks. 

Alpha is a measure of performance on a risk-adjusted basis. 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 price-to-book ratio (P/B Ratio) is a ratio used to compare a stock's market value to its book value. It is calculated by dividing the current closing price of the stock by 
the latest quarter's book value per share.

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

http://smeadcap.com
http://www.smeadfunds.com
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Sales Desk 877.701.2883
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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 12/31/2017: NVR Inc 7.02%, Berkshire Hathaway Inc B 5.70%, 
JPMorgan Chase & Co 5.63%, Bank of America Corp 5.61%, American Express Co 5.54%, Amgen Inc 5.25%, Lennar Corp 
4.91%, Aflac Inc 4.85%, eBay Inc 4.45% and Walgreens Boots Alliance Inc 4.38%. 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. SVF000316 4/30/2018
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