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Performance
Average Annualized Total Returns as of June 30, 2018

ONE 
MONTH QTR YTD

ONE   
YEAR

THREE  
YEAR

FIVE   
YEAR

TEN  
YEAR

ANNUALIZED
SINCE INCEPTION 1/2/2008

SVFFX 2.42% 2.42% -1.61% 11.59% 8.07% 11.38% 11.64% 8.45%
SVFAX (w/ load) -3.48% -3.52% -7.37% 4.98% 5.71% 9.75% 10.59% 7.47%

SVFAX (w/o load) 2.41% 2.36% -1.73% 11.38% 7.82% 11.06% 11.25% 8.08%
SMVLX 2.39% 2.30% -1.80% 11.23% 7.76% 11.07% 11.39% 8.22%

RUSSELL 1000 VALUE 0.25% 1.18% -1.69% 6.77% 8.26% 10.34% 8.49% 6.58%
S&P 500 TR INDEX 0.62% 3.43% 2.65% 14.37% 11.93% 13.42% 10.17% 8.35%

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
Sometimes we feel like a broken record, but that is 
the nature of investing for the long-duration portfolio 
manager. The Smead Value Fund (SMVLX, the “Fund”) 
gained 2.30% in the quarter versus a gain of 3.43% for 
the S&P 500 Index and a gain of 1.18% in the Russell 
1000 Value Index. The first half of the calendar year has 
been challenging, without much let-up, as we play out 
the late phases of the current financial euphoria episode 
in technology and growth stock investing. We lost 1.80% 
in the first six months of the year against a gain in the 
S&P 500 of 2.65% and a loss of 1.69% in the Russell 1000 
Value Index.

As we will discuss in the body of this letter, we sincerely 
believe the money made by participating in this financial 
euphoria episode in tech could permanently damage the 
long-duration success of our end clients. Therefore, we 
will explain why we stick to our discipline and what is 
likely to happen when the markets do what they do best—
frustrate the most people!

Our three largest attributors for the quarter included 
Discovery Communications (DISCA), Target Corp. (TGT), 
and Amgen (AMGN). These first two names are relatively 
new to the Fund, and in the case of Discovery, we found 
two opportunities to add during the quarter. Discovery 
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appears grossly misunderstood by the Street, and we 
believe its recent Scripps Networks acquisition will 
provide significant opportunities. Target appears to have 
turned an important quarter by surprising the multitude 
of negative nabobs, showing improvements in traffic 
and sales in a world where none is expected. Amgen 
has maybe the most important new drugs on the market 
today with Repatha (cholesterol-lowering) and Kyprolis 
(multiple myeloma), and we believe the company remains 
very undervalued.

Our three largest detractors were Lennar Corp. (LEN), 
eBay (EBAY), and Walgreens Boots Alliance (WBA). 
Lennar has done well for us since our ownership, but 
investor doubt surrounding homebuying demand in 
the face of marginally higher interest rates has had 
its way with the stock price in recent months. eBay 
seems trapped in the middle right now, where it is 
neither a revenue-growth-story, nor is it cheap enough 
for deep-value investors. Walgreens is performing on 
fundamentals, but investor sentiment continues to weigh 
on its future business prospects in the face of online 
competitive threats.

 | The Jim Carrey Parable
Today’s popular stocks have literally overwhelmed the 
stock market in the last four years and six months. To 
understand today’s financial euphoria, we will analyze 
three terrific movies made by the actor, Jim Carrey. In 
Liar Liar, The Truman Show and in Bruce Almighty, we 
learn morals which we believe should guide us in the 
long-duration investment process.

Liar Liar is the story of a fast-track lawyer who was fast 
and loose with the truth. His son makes a wish, while 
blowing out his birthday candles, that his dad can't lie 
for 24 hours and his wish comes true. The humor comes 
from the pain that Carrey’s character, attorney Fletcher 
Reede, feels as he goes through the day. He had to tell 

the truth to virtually everyone he encountered, including 
his female boss, his ex-wife, and his executive assistant. 
The moral of the story is it is always ultimately better to 
tell the truth.

Why is this important? It seems today’s popular stocks 
are led by people who have a hard time telling the truth 
or have an easy time being deceptive. Here is how 
investor, Jim Chanos, recently explained how the truth is 
being stretched in the US stock market:

Chanos: well, i mean, one of the things we talked 
about today at the conference is the culture in Silicon 
Valley. And this ties a little bit in with tesla. And why 
some of these things appear to be growing out in 
Silicon Valley, the willingness to sort of say anything 
by ceos. There was - there was an expose on vice 
media talking a little about the same thing. And the 
lack of due diligence on behalf of both the boards 
and the investors in believing a lot of these things. 
And is it increasing as the market goes on? 

One of the central tenets of the course is that the 
fraud cycle follows the financial and business 
cycle with a lag. And that is as bull markets go 
on, people's sense of disbelief is reduced and 
they begin to believe things that are too good to 
be true. It's human nature. And bad people take 
advantage of that. And i think we're going to see an 
increase in these kinds of revelations as time goes 
on. Particularly out in Silicon Valley. You can't lie to 
investors. And this is the problem.1

A few examples would be helpful. We recently went with 
a group of analysts to an investor day at Amazon just 
eight blocks from our office. About 30 questions were 
asked and the answer to half of them was “we don’t 
disclose that.” The reason a public company is called a 
public company is because they are required to share 
their financial information with public shareholders.
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The following is a small list of questions regarding 
financial information which Amazon would not disclose:

• What are your margins on selling books?
• What are your margins in grocery?
• What is Amazon’s e-commerce paying Amazon Web 

Services (AWS)?
• Who are Amazon’s web-hosting clients?
• What part of AWS profits comes from the porn 

industry?
• What was the outcome of the Amazon Fresh and 

Amazon Go beta tests?2

Here is a list for Facebook:
• Are you a monopoly?
• Did you know that political entities were paying you a 

great deal of money to deceive people?

• Are you manipulating your un-paid customers/actors?

Below is the Google list: 
• Do you use your algorithms to benefit your own 

marketplace activities in front of your best customers? 
• Is the US government going to be willing to let a for-

profit entity know more about US citizens than they do?

In The Truman Show, Carrey’s character is unknowingly 
being followed in a made-for-TV world. It effectively 
introduced the idea of unscripted TV, which our own 
holding, Discovery Inc. (DISCA), has dominated. Truman 
didn’t know that his life was a massive profit center for 
the broadcasting company which was manipulating him 
and his life.

Facebook (FB) is effectively a ‘Truman Show’ for its huge 
volunteer army of participants. They are unpaid actors 
and actresses, who are selling a massive amount of 
advertising for Facebook. They have been willing to trade 

their privacy to gain the social networking connections 
they enjoy. When Truman found out that his life was one 
big manipulation, he rejected it and rejected being taken 
advantage of.

We believe that Facebook and Alphabet (GOOG, GOOGL) 
will become regulated businesses like AT&T, the 
broadcast networks and the railroads. Our assumption 
is that a Teddy Roosevelt like character will emerge 
politically out of one of the two major parties. This 
explains why they haven’t received the nosebleed price-
to-earnings ratios of the Amazon’s and Netflix’s of the 
world.

Bruce Almighty is the story of a guy who complains 
about God too often and is given almighty powers to 
teach him how difficult it is to run the world. Bruce was 
put into positions only God should be put in, and in the 
process, Bruce humbled himself and gladly gave up on 
complaining and criticizing God.

These tech companies have amassed power like we 
haven’t seen since the Gilded Age of the late 1890’s. The 
idolatry associated with their success, and the small g 
god status of their CEOs, should send chills down the 
spine of investors. Bruce didn’t get his humility until 
he had lost his job, his girlfriend and his hometown of 
Buffalo. 

Standard Oil was the only major producer of oil and 
refiner of gasoline in the year 1900. There were 4,000 
cars sold in the US in 1900, and by 1925 we sold 3.5 
million cars. What would have happened if Standard Oil 
hadn’t been broken up by the trust-busting President, 
Teddy Roosevelt? Standard Oil became nine major oil 
companies and the competition created by busting it up 
kept oil and gas prices affordable for what became the 
most powerful economy in the world.

http://smeadcap.com


SHAREHOLDER LETTER  877.701.2883      SMEADCAP.COM

A SHARE CLASS - SVFAX
I1 SHARE CLASS - SVFFX

INVESTOR SHARE CLASS - SMVLX

2ND QUARTER 2018 (6/30/18)

2ND QUARTER SHAREHOLDER LETTER  |  4

Stock market bulls believe they are correct in their 
argument that technology is the most important driver of 
the economy going forward. Therefore, these major tech 
companies which are monopolizing social networking, 
search engines, e-commerce and cloud services — and 
are violating the privacy of 330 million Americans — are 
easily as important to the democratic capitalist system 
today as Standard Oil was in 1900!

At some point, US investors will have to deal with the fact 
that the S&P 500 Index, the Exchange-Traded-Fund (ETF) 
complex, growth stock mutual funds and many individual 
investors are all twisted up in the sins described by Jim 
Carrey’s series of movies. Here is a reminder of the 
common denominators of financial euphoria episodes 
from John Kenneth Galbraith’s, A Short History of 
Financial Euphoria:

1. Extreme brevity of financial memory.

2. The specious association of money and intelligence.

3. Something new in the world-an element of pride 
in discovering what is seemingly new and greatly 
rewarding.

4. What happens after the inevitable crash. This, 
invariably, will be a time of anger and recrimination 
and also profound unsubtle introspection. The anger 
will fix upon the individuals who were previously most 
admired for their financial imagination and acuity.

Galbraith argues that these financial euphoria episodes 
themselves never get the blame for the misery, because 
there is a classical belief in the inherent virtue in the 
invisible hand of market pricing. Hence, the emergence 
of efficient market theories which have helped popularize 
passive index investing. How incredibly painful it very 
well could be when this euphoria episode gets connected 
with the virtuous cost and theory behind the explosion in 
indexing and ETFs. 

The investor, Howard Marks, has recently warned 
investors in a very subtle way that the playpen which has 
been created for tech stock ownership is at the center of 

the mania. In a world where the owners neither know nor 
care which companies are owned or the position sizes, 
Galbraith’s theory behind the inevitable crash is laid. 
Under Galbraith’s theory, when the most popular stocks 
crash and burn, Jack Bogle (Vanguard) and Larry Fink 
(Blackrock), will be glad that Jeff Bezos, Reid Hastings 
and Mark Zuckerberg will be vilified. Bogle and Fink will 
get a pass, even though they have allowed the capital to 
get trapped much more than it would have in prior eras.

Where does this take us? First, we are going to stick with 
the companies which meet our eight criteria for common 
stock selection and are available at prices which we’d be 
proud to own in any era. This has led us to healthcare, 
media, retail, homebuilding and financial services. 
Second, we will avoid participation in high-risk and high-
reward situations tied to the euphoria.

Third, we remain diligent in analyzing buying 
opportunities created by excessive enthusiasm for tech 
darlings. Amazon told everyone one year ago that they 
bought Whole Foods for positive reasons, while we firmly 
believe that it was failed Seattle-area beta tests on 
Amazon Fresh and Amazon Go which forced their hand. 
We like Target (TGT) and Kroger (KR). In our opinion, 
spooking the pharmacy stocks was Amazon’s latest prank 
and we added to Walgreens (WBA) on the steep short-
term decline.

We ended the quarter with our largest position in 
Discovery, Inc. John Malone bought over $32 million of 
the shares in his own account in June and we know from 
his public interviews how undervalued he believes the 
company to be. It is our view that the highly profitable, 
unscripted TV produced by Discovery, Inc. is not 
threatened by new distribution methods.

Lastly, we believe today’s healthcare introductions should 
be the thing that investors are the most excited about. 
Amgen (AMGN), Merck (MRK), Pfizer (PFE) and Johnson 
& Johnson (JNJ) are on the cutting edge of many thrilling 
new drug introductions and their copious dividends help 
us wait for attention to turn that direction. The stocks of 
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healthcare, staples and utilities are the least represented 
in the S&P 500 Index they have been since 1990 as the 
chart below shows:

In review, Jim Carrey’s movies taught us a great deal 
about truth, deception and idolatry. As long duration 
investors, we must avoid getting caught in the regular 
bouts of financial euphoria to which the US stock market 
is susceptible. Despite this, many meritorious companies 
are available at very reasonable prices because of the 
attention being drawn by today’s tech darlings. Thank you, 
as always, for your confidence and patience. 

1Source: BWW and CNBC (https://www.broadwayworld.com/bwwtv/article/CNBC-Transcript-Kynikos-Associates-Founder-and-President-Jim-Chanos-on-CNBCs-CLOSING-BELL-
Today-20180613)
2Source: InvestorPlace (https://investorplace.com/2018/06/amazon-stock-amazon-fresh/)

The price-earnings ratio (P/E Ratio) measures a company's current share price relative to its per-share earnings. Margin refers to sales minus cost of goods sold. Beta tests are a trial of 
machinery, software, or other products, in the final stages of its development, carried out by a party unconnected with its development.

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 (https://www.wsj.com/articles/
investors-double-down-on-faang-in-rocky-quarter-for-stocks-
1530264600?mod=searchresults&page=1&pos=2). Data for the 
time period 1/1/1990 - 6/30/2018.
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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 6/30/2018: Discovery Inc. Class A 6.67%, Amgen Inc. 6.20%, American 
Express Co. 5.57%, Berkshire Hathaway Inc. B 5.47%, Target Corp. 5.43%, NVR Inc. 5.15%, Aflac Inc. 4.85%, Walgreens 
Boots Alliance Inc. 4.63%, JPMorgan Chase & Co. 4.53%, and Bank of America Corporation 4.46%. 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. 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. 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. SVF000364 10/31/2018
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