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Average Annualized Total Returns as of June 30, 2019
ONE
MONTH

QTR

YTD

ONE
YEAR

THREE
YEAR

FIVE
YEAR

TEN
YEAR

ANNUALIZED
SINCE INCEPTION 1/2/2008

SVFFX

7.42%

6.94%

15.69%

12.29%

14.26%

9.60%

15.86%

8.78%

SVFAX (w/ load)

1.23%

0.72%

8.90%

5.58%

11.79%

8.04%

14.77%

7.86%

SVFAX (w/o load)

7.40%

6.87%

15.54%

12.03%

14.02%

9.32%

15.46%

8.42%

SMVLX

7.40%

6.87%

15.56%

12.04%

13.95%

9.30%

15.58%

8.55%

RUSSELL 1000 VALUE

7.18%

3.84%

16.24%

8.46%

10.19%

7.46%

13.19%

6.75%

S&P 500 TR INDEX

7.05%

4.30%

18.54%

10.42%

14.19%

10.71%

14.70%

8.53%

Investor Shares Gross Expense Ratio 1.31%

A Shares Gross Expense Ratio 1.27%

I1 Shares Gross Expense Ratio 1.02%

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
In what has been an extremely profitable year for U.S.
common stock ownership, the second quarter of 2019
treated us very well in the Smead Value Fund (SMVLX).
We had a gain of 6.87%, versus a gain in the S&P 500
Index of 4.30% and a gain of 3.84% for the Russell 1000
Value Index. For those of you who know us well, you
won’t be surprised that we think this quarter’s advantage
against the S&P 500 could be very representative of
what the future might look like if value investing rears its
ugly head in the competition against growth/momentum
strategies.
For the first six months, our gain of 15.56% trails the
18.54% gain of the S&P 500 Index and the Russell 1000
Value Index gain of 16.24%. The price of knowledge about

the most exciting things in technology got very high in the
first half of 2019. If you thought we would be disappointed
by a gain of 15.56% because it doesn’t exceed the S&P
500, you’d be wrong. The object of what we do is to create
wealth.
Our largest attribution in the quarter came from NVR
(NVR), American Express (AXP) and Disney (DIS). As
interest rates fell during the quarter, investors renewed
their affection for homebuilders like NVR. American
Express has been discovered in the last year, after being
very cheap due to their previous divorce from sainted
Costco (COST) in 2015. Investors appear to have figured
out that content is the most important thing in streaming
and Disney took a big jump up in the quarter as a result.
Past performance is not indicative of future results.
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On the downside, Walgreens (WBA) was the only
significant detractor from our gains. It had a rough
Q1 earnings report and the market punishes value
stocks when they miss. It is also symptomatic of the
lack of capital devoted to value. Amgen (AMGN) and
Schlumberger (SLB) produced tiny losses and didn’t
interrupt our enthusiasm at these prices.
For six months, Target (TGT) can be added to NVR and
American Express as our best gainers. Kroger (KR)
joined Walgreens and Amgen on the decliners list for
six months. We sold Kroger during the quarter. A lack
of insider buying at Kroger turned us off when it fell on
poor results. We like buying into despair, but we like the
officers, directors and smart money shareholders to
show interest at the lower prices. When they don’t show
up, we will take our lumps.

||The Price of Knowledge
“You pay a high price for a cheery consensus.”
—Warren Buffett

The stock market has a history of torturing highly-valued
knowledge. About every seven years a consensus forms
around the fastest growing sector of the stock market,
or the fastest growing country, or the fastest growing
industry. Do you remember how excited everyone
was about investing in China and other Asia-growth
economies seven or eight years ago? Where did those
500 million new middle-class citizens go which many of
us “knew” were going to make companies rich? History
shows that themes of popularity are an invitation for poor
forward returns.
Simultaneously to the over-pricing of well-known
facts, is the underpricing of the futures of meritorious
companies which are suffering temporary forms of
tribulation. History shows that the stock picker can
add alpha by wading into fear when certain qualitative
characteristics exist. The underpricing of good quality
shares with positive futures is a regular phenomenon in
the stock market but has reached a crescendo recently.

Past performance is not indicative of future results.

We will hypothesize on knowledge we believe is well
known/over-priced and on what isn’t well known or well
believed and could be underpriced.
Everyone thinks they know that artificial intelligence
(AI) and big data are the future

Source: Forbes (https://www.forbes.com/sites/
louiscolumbus/2018/02/18/roundup-of-machine-learning-forecasts-andmarket-estimates-2018/#5116d7212225). Data as of 12/31/2018.

We go to industry conferences and AI/data analytics
seems to be all anybody talks or thinks about. In 1999,
it was “the internet will change our life.” They were
correct about the internet and investors got slaughtered
investing in internet darlings. Will artificial intelligence
and data analytics be any different?
The chart below shows the biggest parabolic moves in
price in the past 45 years. We believe investors have
expressed their excitement about AI and data analytics
first through the most successful e-Commerce
companies.

Source: DoubleLine Funds, BofA Merrill Lynch Global Investment Strategy,
Bloomberg. Data for the time period 1/1/1977 – 12/31/2018.
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Everyone thinks they know that interest rates will
remain low
Everyone thinks they know that inflation is dead and
that interest rates are permanently going to stay near
historic lows. However, long-time bond market watcher
and veteran financial writer and historian, James Grant,
thinks otherwise!

As the chart above shows, the U.S. might be the most
underbuilt on single family residences as any time since
1960.
Everyone thinks they know all you need to do is invest in
the consistent growers

Interest rates tend to change course only once or twice
a generation. In 1981, investors could look back on
35 years of generally rising rates. In 2016, a different
generation of investors could look back on 35 years
of generally falling rates. In bonds, you can profitably
spend a whole career not changing your mind.
Humans eat, sleep, and extrapolate. What we think
we can foresee is often nothing more than what we
have recently seen. “More of the same” is the sensible
default prediction in politics, baseball, and interest
rates alike. In rates, it actually tends to work.1
The Federal Reserve Board flooded the U.S. economy
with liquidity in the aftermath of the financial crisis to
help us recover. They have succeeded in getting past
the crisis, but they have not withdrawn the liquidity. If 89
million millennials get married in large numbers, have
kids and buy houses like polls show they will, there could
be an inflation surge like we haven’t seen for years! If
interest rates normalize in the next ten years, capital
markets will get re-priced and risk premiums could
adjust extensively.

Source: Freddie Mac, The Major Challenge of Inadequate US Housing
Supply (http://www.freddiemac.com/research/insight/20181205_major_
challenge_to_u.s._housing_supply.html), December 5, 2018. Data for the
time period 1/1/1968 – 12/31/2017.

Past performance is not indicative of future results.

Source: JPMorgan, The Value Conundrum, 06 June 2019. Data for the time
period 1/1/1986 – 3/31/2018.

Mature and slower-growing growth stocks are opening
investors up to large risks. Paying 30-times profits for
established growth companies like Nike, Costco, Visa,
Mastercard, Starbucks and others could be a ticket to
misery when the price of money rises and price multiples
contract when risk premiums return to the levels of
the past. If and when price multiples return to their
historical norms (15 to 20 times earnings), heartache and
incrimination could ensue.
Everyone thinks they know millennials will attempt to
keep their adolescence
While the deep recession and more years devoted to fouryear college degrees have pushed maturity back fiveplus years in the U.S., our research shows that 25-year
old women want very similar things to women in prior
generations. Their favorite cable channel is HGTV and one
of their favorite shows is TLC’s “90-day Fiancé’.”
Most of them ultimately want a husband and a home they
can call their own. These are college-educated women
and the best educated group of people we’ve ever had.
Even Warren Buffett, who owns the second largest real
estate brokerage company, mentioned at the Berkshire
Hathaway annual meeting that he has become bewildered

2ND QUARTER SHAREHOLDER LETTER | 3

 877.701.2883

SMEADCAP.COM

SHAREHOLDER LETTER
A SHARE CLASS - SVFAX
I1 SHARE CLASS - SVFFX
INVESTOR SHARE CLASS - SMVLX
2ND QUARTER 2019 (6/30/19)

by the slow pace of home buying and residential
construction. We advise Mr. Buffett to strap himself in for
a good ten-year ride.
Everybody doesn’t know we are in the “crazy stage” in
growth stocks

overwhelms existing supply and crushes prices for
growth stocks.
Everybody thinks they know that value investing is dead

Source: JPMorgan “The Value Conundrum” June 6, 2019. Data for the time
period 1/1/1986 – 3/31/2019.

Source: The Wall Street Journal (https://www.wsj.com/articles/redink-floods-ipo-market-1538388000). Data for the time period 1/1/1980
– 12/31/2018.

In a low turnover discipline like ours it is hard to do,
but we must tack away from some winners of the past
decade and gravitate toward companies which meet our
eight criteria for common stock selection and are deep
in the investor dog house. We are finding bargains in
energy, 5G cellular technology, real estate, banks and
old media. This forces us to make some hard choices
which are made easier by the fact that we have created a
great deal of wealth in our portfolios in the last three, five
and ten years. We believe these adjustments will justify
some capital gains taxes when value investing makes its
historically-normal comeback.
Everyone thinks commodity prices will stay lower for
longer

Source: GMO White Paper “The Late Cycle Lament” Dec 2018. Data for the
time period 1/1/1980 -12/31/2018.

A rash of explosive initial public offerings of common
stock has punctuated every historical growth stock binge.
Fortunately, we don’t have to wonder if we have entered
this crazy stage. Every week Wall Street brings a new
series of exciting growth stocks public and many of them
are tied to the most exciting and well-known themes (AI,
data analytics, healthy eating, delivery via technology,
etc.). Historically, you can anticipate the bloodshed within
a few years when the over-supply of new growth stocks

Past performance is not indicative of future results.

Source: Bloomberg (https://www.bloomberg.com/opinion/
articles/2019-05-30/oil-stock-share-of-s-p-500-at-30-year-low-forgood-reason). Data for the time period 1/1/1990 – 3/31/2019.
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Rarely does the index get this under-invested in the
energy business. As the chart below shows, it could pay
going forward to bet on a rebound in commodity prices
and inflation.

Source: Stifel, Macro & Portfolio Strategy, dated June 6, 2019. Data for the
time period 1/1/1805 – 12/31/2018.

Occidental Petroleum (OXY) is new to our portfolio and
deserves an explanation. They are buying Anadarko

William Smead

Portfolio Manager

Tony Scherrer, CFA

Co-Portfolio Manager

Petroleum to create one of the world’s largest oil
companies. Berkshire Hathaway (BRK.B) has pledged
to invest $10 billion into preferred shares attached to
eight million warrants to buy OXY at $62.50. Officers and
directors have been backing up the truck to buy shares
of Occidental. The stock is very depressed, the industry
is undervalued, and we get a juicy dividend to wait for
the companies to combine, sell unneeded assets and
hopefully gush free cash flow over the next ten years.
In conclusion, we are very comfortable stacking longterm probabilities in our favor by being very contrary to
today’s popular and unpopular knowledge. We are getting
very favorable prices on the unknown futures of our value
stocks and are avoiding getting caught in over-priced and
well-known trends with loads of momentum attached.
We think we have a handle on the price of knowledge. We
thank you for trusting us with your capital and believe you
will get well rewarded over the next five to ten years.

Cole Smead, CFA

Co-Portfolio Manager

Source: Barron’s (https://www.barrons.com/articles/jim-grant-low-interest-rates-forever-dont-count-on-it-51559904301).

1

The recent growth in the stock market has helped to produce short-term returns for some asset classes that are not typical and may not continue in the future. The price-earnings ratio (P/E
Ratio) measures a company's current share price relative to its per-share earnings. Alpha is a measure of performance on a risk-adjusted basis. Beta is a measure of the volatility of a security
or a portfolio in comparison to the market. Growth investing is focused on the growth of an investor's capital. Leverage is using borrowed money to increase the potential return of an investment.
Momentum is the rate of acceleration of a security's price or volume. Parabolic mania, or a bubble, is an economic cycle characterized by the rapid escalation of asset prices followed by a
contraction. Profit margin is calculated by dividing net profits by net sales. Quality is assessed based on soft (e.g. management credibility) and hard criteria (e.g. balance sheet stability). Value is
an investment tactic where stocks are selected which appear to trade for less than their intrinsic values. Volatility is a statistical measure of the dispersion of returns for a given security or market
index.
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.

Past performance is not indicative of future results.
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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 6/30/2019: NVR Inc. 7.18%, Discovery Inc. Class A 6.54%, American
Express Co. 6.29%, Amgen Inc. 5.58%, Target Corp. 5.45%, Aflac Inc. 4.68%, JPMorgan Chase & Co. 4.36%, The Walt Disney
Co. 4.31%, The Home Depot Inc. 4.23% and Bank of America Corporation 4.12%. 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 US 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 US equity universe. It includes those Russell 1000 companies with lower price-to-book ratios and
lower expected growth values. The Russell 1000 Growth Index measures the performance of the large-cap growth segment of the
U.S. equity universe. 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 largecapitalization 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. Member FINRA. 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.
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