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Average Annualized Total Returns as of December 31, 2019
ONE
MONTH

QTR

YTD

ONE
YEAR

THREE
YEAR

FIVE
YEAR

TEN
YEAR

ANNUALIZED
SINCE INCEPTION 1/2/2008

SVFFX

1.57%

8.08%

26.60%

26.60%

14.85%

9.81%

14.36%

9.21%

SVFAX (w/ load)

-4.29%

1.78%

19.00%

19.00%

12.34%

8.26%

13.28%

8.31%

SVFAX (w/o load)

1.54%

8.00%

26.25%

26.25%

14.58%

9.55%

13.96%

8.85%

SMVLX

1.54%

7.99%

26.28%

26.28%

14.53%

9.52%

14.06%

8.98%

RUSSELL 1000 VALUE

2.75%

7.41%

26.54%

26.54%

9.68%

8.29%

11.80%

7.21%

S&P 500 TR INDEX

3.02%

9.07%

31.49%

31.49%

15.27%

11.70%

13.56%

9.09%

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
We were starting to become fearful when others are
greedy as we ended 2019 in the Smead Value Fund
(SMVLX). Our 26.28% gain paled in comparison to the
S&P 500 Index gain of 31.49% and matched the Russell
1000 Value gain of 26.54%. For the quarter, the Fund
gained 7.99% versus the S&P 500 gain 9.07% and the
Russell 1000 gain of 7.41%.
In his partnership letters in the 1960s, Warren Buffett
told his investors that beating the market on the
downside was much more important to value investors
who seek a margin of safety. We run our portfolio
under that premise. We paid a penalty in our quarter
and annual returns to pivot away from what worked
the last five years toward what we believe are the most
undervalued and attractive sectors of the stock market.

Our winners for the quarter were Amgen (AMGN),
Target (TGT) and Discovery (DISCA). Amgen fought
through the political controversies and muted drug
pricing to appear poised for much future success in
biologics. Target stunned the naysayers by becoming
a beast in ecommerce, while showing that 1,800
stores is a competitive advantage which others don’t
have. The death of brick and mortar shopping is overreported in our opinion. Discovery continues its climb
from ridiculous undervaluation and just had the most
successful media executive in history, John Malone, buy
another $74 million of the shares.
The downside mostly came in new positions. We
added Macerich (MAC), an owner of retail-oriented
entertainment malls, and added to Occidental
Past performance is not indicative of future results.
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Petroleum (OXY) on the way down. This subtracted from
performance but is helping pivot our portfolio toward
companies which could benefit on an ongoing basis from
higher inflation and greater household formation. eBay
(EBAY) fell as the market became more convinced than
ever that it is better to lose money in ecommerce than it
is to make money!
For the year, we made the most money in Target, NVR
(NVR) and Discovery. NVR stormed back from 2018’s
correction on better results from lower mortgage rates.
Millennials are beginning to move the needle, but it is
a trickle compared to where we think we are going on
housing demand. It is better for our portfolio to have the
benefit of housing growth come consistently over ten
years than it would be to have a 2005-esque explosion
of home building. The last thing we need is to see the
builder of the most expensive new homes pumping their
stock on TV while dumping the shares in the marketplace
(like 2005).
We got hit for the year in Walgreens (WBA), which
corrected on Amazon fears and a dearth of patented
drugs coming off patent into generics. We lost the
most money getting started in energy with OXY
and a temporary foray in the oil service company,
Schlumberger (SLB). In both cases we expect to be
rewarded for our patience with WBA and courage on OXY.
We especially like these in relation to our view of where
we are in the inflation discussion below.

|| Antithesis of 1981
One of our favorite financial writers is Bloomberg’s John
Authers. He recently wrote a tongue-in-cheek article
about an investment company by the name of Hindsight
Capital. In hindsight, or in the company’s case, Hindsight
Capital, he talked about what the firm did and what you
should have done over the last ten years to produce
outstanding returns. It was the ultimate investment

Past performance is not indicative of future results.

version of C.S. Lewis’s book, The Screwtape Letters.
Lewis used Satan’s demons to teach a positive message
about God and to teach what to do.
We, on the other hand, are paid to attempt to have
foresight. Our foresight is guided by a series of absolutes.
Firstly, change is the only guarantee in the investment
business. Secondly, at extremes, the crowd is usually
spectacularly wrong. Thirdly, in his partnership letters
and annual meetings, Warren Buffett tells us to, “Be
fearful when others are greedy and greedy when others
are fearful.” Lastly, history and psychology provide
us an excellent road map for making very contrarian
investments.
Looking Back to 1981

Inflation
In 1981, inflation was running at 11% year-over-year and
was clearly the most difficult economic problem since
the Great Depression of the 1930s. Numerous policies
had been tried from 1969 to 1981 by the Republican
administration of President Richard Nixon and the
Democratic administration of President Jimmy Carter
to slow the fever associated with demand-pull and
cost-plus inflation. The most popular investments in
hindsight in the 1970s were energy stocks, gold, Sunbelt
apartments in the Southwestern U.S. and leveraged tax
shelters. My career in the investment business started in
this scenario.
Why was inflation so high? We would argue that 79
million baby-boomer Americans were getting married,
having kids, forming households and replacing 44 million
folks in the 30-45-year-old age bracket of the “silent”
generation. When 75% more people come to buy things,
the price goes way up.

Interest Rates
The appetite for capital and its price in relation to 11%
inflation caused interest rates of 15% on Treasury
obligations from 30-day to 30-year maturities. In his
famous 1999 talk at the Allen and Company summer get

4TH QUARTER SHAREHOLDER LETTER | 2

 877.701.2883

SMEADCAP.COM

SHAREHOLDER LETTER
A SHARE CLASS - SVFAX
I1 SHARE CLASS - SVFFX
INVESTOR SHARE CLASS - SMVLX
4TH QUARTER 2019 (12/31/19)

together, Buffett explained that the economy grew at 3%
per year from 1964 to 1981, despite the high inflation. In
other words, the economy was eating capital and capital
was the most expensive in my lifetime. Stocks were
trading at six-to-eight times earnings, and when you flip
that to earnings yield, stocks traded for yields of 12.5 to
16.6%.

U.S. Equity Ownership
In 1981, owning common stocks was mostly for widows
with stock certificates in the safe-deposit box and the
ultra-wealthy. U.S. households held 11% of their assets
in common stocks. The S&P 500 Index funds and other
agnostic vehicles were just getting started. My first
stock pitch was Coke (KO) at six-times earnings paying
a 5% dividend and I would have starved if my career had
depended on anyone besides my dad and my cousin
buying it from me.

Source: Bloomberg. Data for the time period 1/1/1971 – 12/31/1981

Source: Bloomberg. Data for the time period 1/1/1971 – 12/31/1981.

The P/E multiples had contracted for 15 years and were
among the lowest they had been since the 1930s.
Source: MarketWatch. Data for the time period 1/1/1951 – 3/31/2018.

Equity Valuation
Here is a chart of price-to-earnings (P/E) ratios and
dividend yields from 1971 to 1981:
.

Past performance is not indicative of future results.

Risk Taking in U.S. Equity
The history of being fearful when others are greedy
coincides quite nicely with the peaks in growth stock
confidence relative to value stocks as measured by P/E
ratios or price-to-book ratios. Value stomped growth
in the prior ten years, because the most success in a
miserable environment was accrued to asset-heavy and
inflation-oriented industries.
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Energy as a Percentage of the S&P 500 Index

2020

In 1980, the energy sector peaked at around 29% of the
S&P 500 Index:

Inflation
Economists are baffled by the stubbornness of inflation
despite being ten years into an economic recovery. The
two monetary authorities, the European Central Bank
(ECB) in Europe and the Federal Reserve in the U.S., have
concluded recently that there is no inflation “anywhere
in sight.” Millennials have started households at a much
later average age than prior generations and have not yet
demanded the goods and services which the Generation X
group did the last 15 years.

Interest Rates
Source: S&P Index Data. Data for the time period 3/1/1979 – 12/31/2019.

At the end of 1981, 12 of the top 20 market-cap companies
in the Fortune 500 were oil companies! The price of oil
had risen ten-fold in the prior ten years. Peak oil theories
were going wild and Japanese car manufacturers started
to sell loads of fuel-efficient smaller cars to an energy
price crippled set of Americans.

The 10-year Treasury Bond closed 2019 at around 1.9%.
Below is the chart from late 1981 to today:

Source: Bloomberg. Data for the time period 1/1/1981 – 12/31/2019.

These are the lowest interest rates of our lifetime.

U.S. Equity Ownership
Here is the chart of U.S. equity ownership over the last
ten years:
Source: Fortune. Data as of 12/31/1981.

Source: FRED. Data for the time period 1/1/2009 – 12/31/2019.

Past performance is not indicative of future results.
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Not only is the percentage ownership historically high, but
it is concentrated in the S&P 500 Index and other low-cost
agnostic investment vehicles.

Risk Taking in U.S. Equity
Here is the P/E chart for the last ten years:

Source: iweblists. Data as of 12/31/2019.

The index is loaded with the five largest market-cap
companies. Those five are Apple, Microsoft, Alphabet,
Amazon and Facebook. The chart below provides
perspective on how much the index is dominated by those
five companies:

Source: Bloomberg. Data for the time period 12/31/2009 – 12/31/2019.

Thanks to the slowly consistent health of the economy and
muted inflation, investors have been willing to pay more
and more for each dollar of earnings. As witnessed by
growth versus value charts, this has created the widest
gap in P/E ratios between styles since the end of 1999 and
has gone on a much longer outperformance stretch than
growth did back then.

Source: Fama French, YCharts Inc., Aviance Capital Partners. Data as of
9/3/2019. P/E: Price to earnings ratio. Please see disclosures at the end.
Source: MarketWatch. As of July 19, 2018.

Source: Fama French, Aviance Capital Partners. Data for the time period
7/1/1956 - 9/3/2019.

Past performance is not indicative of future results.
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Energy as a Percentage of the S&P 500 Index

Smead Capital Management Playbook 2020

At the end of 2019, energy was 4.35% of the S&P 500
Index. Exxon and Chevron amounted to 1.91% of the
4.35%. Therefore, 2.44% of the index is in the other 26
energy companies. Lastly, Middle East tensions leading
to supply disruptions appear to be at the beginning in this
phase and make U.S. oil production look like a blessing.

1.

Bet that 90 million Millennials will form many more
households than 65.8 million Gen Xers did (build
houses)

2.

Avoid bond investments in the U.S.

3.

Be very selective in stock picking and emphasize
inflation beneficiaries in the mix

4.

Buy energy stocks as opportunities avail themselves

Hindsight to 1981
The best thing you could have done in 1981 at the end of
the year was the following:
1.

Bought the longest maturity, non-callable Treasury
bonds you could find

2.

Bought the S&P 500 Index — maximally ramping up
equity ownership when nobody had any

3.

Sold energy stocks, gold and inflation-beneficiary
investments

William Smead

Portfolio Manager

Tony Scherrer, CFA

Co-Portfolio Manager

Warren Buffett is being criticized for holding $128 billion
in cash at Berkshire Hathaway (BRK). If this is the
antithesis of 1981, it is exactly what you would do to be
fearful when others are greedy. John Authers might call
it foresight.
CEO, Vicki Hollub of Occidental Petroleum (OXY) traded
long-term U.S. debt for oil in the Permian Basin, an asset
that historically has benefited from inflation, by virtue of
acquiring Anadarko Petroleum. We’d like to believe that
in ten years, her foresight could become Mr. Authers’
Hindsight.

Cole Smead, CFA

Co-Portfolio Manager

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. Margin of safety is the difference
between the intrinsic value of a stock and its market price. The price-earnings ratio (P/E Ratio or P/E Multiple) 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. FAANG is an acronym for the market's five most
popular and best-performing tech stocks, namely Facebook, Apple, Amazon, Netflix and Alphabet’s Google. 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. The earnings yield refers to the earnings per share for the
most recent 12-month period divided by the current market price per share. 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. The dividend yield is the
ratio of a company's annual dividend compared to its share price.
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 12/31/2019: Target Corp. 7.45%, NVR Inc. 6.96%, Amgen Inc. 6.65%,
Discovery Inc. 6.35%, American Express Co. 5.82%, JPMorgan Chase & Co. 5.00%, Bank of America Corp. 4.60%, Occidental
Petroleum Corp. 4.23%, The Walt Disney Co. 4.11% and The Home Depot Inc. 4.08%. 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 U.S. 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.

||SMEAD CAPITAL
MANAGEMENT

1001 4th Avenue, Suite 4305
Seattle, WA 98154
Shareholder Services 877.807.4122
Sales Desk 877.701.2883
 info@smeadcap.com
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