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We strongly believe that long term investing holds significant advantages, especially for tax-
paying individuals. But like any relationship, reaping the benefits of a long-term time horizon 
means enduring challenging periods.  We have been in just such a period, stretching back into 
2015. In aggregate, our funds have lagged the S&P 500. Naturally this concerns us, but it does 
not leave us pessimistic about the future. 

Because it is common practice to judge an investor on a relative basis, we have to acknowledge 
the impact of acts of omission as well as commission. When comparing to a benchmark, one 
feels the impact of outperformers not purchased as much as underperformers in the fund. This 
past year, we feel no regret over the paths not chosen. The utility sector has been a star 
performer so far in 2016. We are confident this will not last.  Thanks to efficiency and 
conservation, the industry will likely grow more slowly than gross domestic product. Capital 
intensity is high (plants do not last forever), regulation is increasing, and environmental 
liabilities are likely more than just a passing threat. Utility stocks have never generated 
satisfactory long term returns for shareholders; we see no reason for this time to be different. 

Likewise, the telecom sector is unlikely to produce superior shareholder returns as it has done 
in the first half of the year. The business is just as competitive and capital intensive as ever. We 
have never been optimistic about the prospects of Verizon, AT&T and the others; that is not 
likely to change. 

Energy stocks have had a fierce rebound.  Unlike utilities and telecoms, we will and do invest 
in the sector. We have participated in the gains, though we do not own the riskiest companies 
that bounced back the most (albeit from the most depressed levels). We will not forego energy 
stocks, but we cannot summon the enthusiasm that others seem to exhibit. Stock prices seem 
to be assuming a return to an average price for oil of approximately $60 per barrel. That seems 
like a stretch to us. 

The stocks we do not own cannot and do not bear sole responsibility for our relative results. 
With one or two exceptions, healthcare and finance have been minefields over the last six to 
twelve months. Likewise, a small number of economically sensitive companies have 
dramatically underperformed. We can point to a half dozen stocks in our funds that together 
reduced overall returns by 5-6%.  

Of course, this is not to say that every stock we own has recently been guilty of poor behavior. 
The “good” stocks, those that have positive returns so far this year, have double digit gains on 
average.  Unfortunately, the underperforming stocks have likewise experienced double digit 
declines. 

Looking forward, we continue to have confidence in this year’s batch of “good” stocks. They 
have outperformed for legitimate and sustainable reasons.  As a group they remain fairly valued.  
While it is always difficult to predict how other investors will view them in the short term, we 
believe companies like Thermo Fisher, Danaher, Comcast and others will continue to 
compound value for owners. 



 

PAGE 2 OF 5 
 
 

That being said, we believe that the underperforming stocks have even more intriguing 
potential. As always, we try to differentiate between inaccurate predictions and areas of 
disagreement with the market.  So far this year, financial and healthcare stocks reflect concerns 
about the implications of two important big-picture issues: the slowing global economy and 
the threat of potential growing regulation of the healthcare sector.  

The latter worry is relatively straightforward. The rising cost of health care is a significant 
problem.  In an election year, drug prices are an easy target.  However, the pharma companies 
we own produce drugs that, while expensive, save money in the long run (by curing hepatitis 
C for instance) or meaningfully advance the treatment of important diseases.  In our view, our 
holdings should produce far above-average returns long into the future based, on exciting 
science and significantly below-average valuations. 

The U.S. has been the one bright spot in the global economy.  Evidence suggests that the rest 
of the world is still struggling.  Investors are concerned that the U.S. recovery will be dampened 
or at least put on hold. Virtually everyone believes that global interest rates will remain at 
historically low levels. No one thinks the Federal Reserve will be able to raise U.S. rates as 
quickly as it had hoped. 

First and foremost, this has had a significant impact on financial stocks. Many investors have 
been counting on higher interest rates to help lift the earnings of banks and other financial 
companies. The unexpected result of the Brexit vote seems to underscore fears that economic 
weakness abroad and a low interest rate environment will persist for the foreseeable future. 
This was the final excuse to sell the sector. Already lagging the market, banks were hit 
particularly hard by the news from the U.K. 

We think this is a classic set up for future outperformance. Financial stocks have been so cheap 
that it matters very little when their earnings growth accelerates.  Many good quality companies 
are selling at or below tangible book value1 (TBV) because investors still seem scarred by the 
financial crisis and have been unwilling to acknowledge the significant improvements in risk 
control and capital structure. We understand the emotional response, but a rational analysis 
reveals a very different industry than the one that stood at the epicenter of the financial 
meltdown. 

Increased banking regulations since the financial crisis have had positive and negative effects.  
One can debate the merits from both a philosophical and pragmatic basis. Putting those 
arguments aside, it is clear to us that banks and insurance companies are far less risky 
businesses today than they were a decade ago. Under the magnifying glass of Federal Reserve 
stress tests and the Comprehensive Capital Analysis and Review (CCAR) financial institutions 
have dramatically reduced leverage, increased tangible equity and scaled back or exited risky 
capital intensive businesses like trading and underwriting. If anything, banks are currently over-
capitalized, rather than over-leveraged. 

We think this makes it appropriate to examine financial companies in the context of a normal 
operating environment.  With proper risk control mechanisms in place, financial companies can 

                                                 
1 Tangible Book Value is the total net asset value of a company (book value) minus intangible 
assets and goodwill. 
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be value-compounding machines. The job of a bank is to take a pool of shareholder capital and 
invest it into return-generating businesses like commercial and mortgage lending or providing 
investment products. A portion of the earnings are returned to shareholders in the form of 
dividends or share buy backs.  The rest gets reinvested in the fund to increase the potential for 
future profits, thereby compounding value for shareholders. This can create attractive returns 
if shares are bought at the right price. 

We believe the financial sector stands in stark contrast to a current market darling, the 
consumer staples sector (i.e. Procter & Gamble, Coca Cola, Phillip Morris etc.). Our lack of 
investments in this sector, like utilities and telecoms discussed above, contributed to lackluster 
relative returns in the first half of 2016. To be sure, there are many fine companies with world-
renowned consumer brands in the sector.  We understand the comfort of “steady” earnings. 
But we believe that investors have bid up prices to the point where there is more risk than 
safety.  The consumer staples sector of the S&P 500 now fetches more than 21 times earnings 
according to FactSet, while the financial sector trades at 12-1/2 times earnings.  

We feel confident that this strong valuation anomaly will resolve itself over time, and that our 
investments have the potential to do well. However, we cannot completely ignore the headlines.  
Brexit has the potential to muddy the waters for some time to come. Much has and will continue 
to be written about the implications of the United Kingdom leaving, or maybe not leaving the 
European Union. We have nothing unique to add to that conversation. While a complete 
surprise to us, the outcome of the Brexit vote dovetails into the theme that we have been 
writing about for some time. Investors hate an unpredictable future, and hardly anyone in the 
money fields, (investors, economists, odds makers and the dedicated media that follows them) 
had any idea that Brits would vote to leave.  

Investors react to unpredictability by seeking safety in the familiar, the perceived wisdom of 
others and the tried and true. The “low-risk” sectors that did best in the first half of the year 
may continue to attract investor flows. We will not be jumping on that bandwagon. We hardly 
think this is the time to throw caution to the wind. However, rather than joining the crowd, we 
find comfort with the misunderstood, unloved and most importantly undervalued. We see great 
potential in our positions in financials, healthcare and select dominant industrial companies. 
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Spears Abacus BeeHive Fund Performance (Net)

2014 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD
The BeeHive Fund -4.22% 4.86% 0.00% -0.36% 2.83% 3.67% -3.07% 3.73% -3.86% 2.40% 2.82% -0.65% 7.87%

S&P 500 -3.46% 4.57% 0.84% 0.74% 2.35% 2.07% -1.38% 4.00% -1.40% 2.44% 2.69% -0.25% 13.69%

2015 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD
The BeeHive Fund -4.88% 6.62% -1.46% 0.99% 1.26% -0.28% 4.25% -6.99% -4.16% 9.90% 0.28% -3.73% -1.42%

S&P 500 -3.00% 5.75% -1.58% 0.96% 1.29% -1.94% 3.35% -6.03% -2.47% 8.44% 0.30% -1.58% 1.38%

2016 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD
The BeeHive Fund -7.99% -0.40% 6.16% -1.28% 2.29% -2.46% -4.18%

S&P 500 -4.96% -0.14% 6.78% 0.39% 1.80% 0.26% 3.84%

-7.31%
3.99%

6.59%
12.10%

6.77%
8.91%

Trailing 12 months (06/30/16)

S&P 500
The BeeHive Fund
Annualized Since Inception (9/2/08)

S&P 500
The BeeHive Fund

5 Year
The BeeHive Fund
S&P 500

 
The performance data quoted represents past performance.  Past performance does not guarantee future results. The 
investment return and principal value of an investment in The BeeHive Fund will fluctuate so that the shares in The 
BeeHive Fund owned by an investor, when redeemed, may be worth more or less than their original cost.  The current 
performance of The BeeHive Fund may be lower or higher than the performance data quoted.  Spears Abacus Advisors 
LLC (“SA”) has contractually agreed to waive fees and expenses through at least April 30, 2017 so that the net expenses 
of the fund do not exceed 0.99%.  Investors who would like to obtain performance data for The BeeHive Fund that is 
current to the most recent month-end should call 866-684-4915 (toll free). 

0.99%: The total annual fund operating expense ratio, gross of any fee waivers or expense reimbursements, as stated in 
the fee table of the fund's prospectus, pursuant to FINRA Rule 2210(d)(5). 

Important Note About SA Shareholder Newsletters   

This letter and the performance information set forth therein should not be relied upon as investment advice.  Any 
mention of particular stocks or companies does not constitute and should not be considered investment 
recommendations by SA.  Any forward-looking statement is inherently uncertain and cannot be relied upon as a 
statement of actual performance.  If you would like to learn more about SA and its investment program, please contact 
us at 212-230-9853 or www.thebeehivefund.com.   

The performance information presented here is for informational purposes only and contains confidential and 
proprietary information.  Accordingly, this information may not be disclosed to any other person without the express 
written consent of SA.  SA compiled and calculated this information, which has not been reviewed by any third party.  
The information reflects the reinvestment of interest and other income.  The information provided here may not be 
indicative of the future performance of SA client accounts.  Current performance may be higher or lower.  None of the 
information provided here should be viewed or relied upon as a promise or a representation as to future performance.  
SA makes no representation, warranty or other assurance regarding the accuracy or completeness of the information 
contained here. Please contact SA if your financial situation or investment objectives have changed in any way or if you 
wish to impose new restrictions or modify existing restrictions on your accounts.  You should be receiving, at least 
quarterly, a statement from your custodian showing transactions in your accounts.  SA urges you to compare your 
custodial statements to any statements that you receive from SA.  
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BeeHive Fund Performance Information 

The fund performance information shown is for The BeeHive Fund, a series of Forum Funds, an investment company 
registered under the Investment Company Act of 1940.  The BeeHive Fund, which is managed by SA, seeks capital 
appreciation by investing in a concentrated portfolio of companies believed to have dynamic businesses with defensible 
market positions.  The BeeHive Fund invests primarily in equity securities.  Performance information for The BeeHive 
Fund is presented for 2014, 2015, and 2016.  

The performance information set forth indicates the corresponding return of the Standard & Poor’s 500 Total Return 
Index.  The volatility of the S&P 500 Total Return Index (as well as any other index used by SA from time to time) 
may be materially different from the volatility of The BeeHive Fund.  In addition, the securities holdings in The 
BeeHive Fund differ significantly from the securities that are referenced in the index.  The S&P 500 Total Return Index 
has been selected not to represent an appropriate benchmark to compare results but rather to allow for comparison to 
the performance of a widely recognized index.  SA is not responsible for the accuracy or completeness of any 
information contained here that was obtained from or compiled by third parties. 

Risks: The BeeHive Fund is subject to various forms of risk including the possible loss of principal.  Investing in 
foreign securities entails risks not associated with domestic equities, including economic and political instability and 
currency fluctuations.  Investing in fixed-income securities includes the risk that rising interest rates will cause a decline 
in values.  Concentration in particular industries or market sectors can cause increased volatility and market risk than is 
the case with more broadly diversified investments.  Investments in securities of small and mid-capitalization companies 
involve the possibility of greater volatility than investments in larger capitalization companies.  Investments in American 
Depository Receipt involve many of the same risks as investing in foreign securities. Please see the prospectus for a 
more detailed explanation of these risks. 

TOP TEN HOLDINGS (06/30/16) 

Chubb, Ltd. 6.09% Comcast Corp., Class A 5.05% 

General Electric Co. 5.45% Oracle Corp. 4.53% 

Danaher Corp. 5.43% Allergan PLC 4.48% 

Thermo Fisher Scientific, Inc. 5.24% Apple, Inc. 4.00% 

American International Group, Inc. 5.15% Johnson Controls, Inc. 3.94% 
 

Investors should consider the investment objectives, risks and charges and expenses of The BeeHive Fund carefully before 
investing.  The prospectus and, if available, the summary prospectus of The BeeHive Fund, which may be obtained by 
telephoning 866-684-4915 (toll free), contain this and other information about The BeeHive Fund.  Investors should 
read the prospectus and, if available, the summary prospectus carefully before investing. 

The BeeHive Fund is distributed by Foreside Fund Services, LLC. 

 


