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Dear Fellow Shareholders,
Companies have begun reporting operating results for the third quarter, and, in general, results have
been consistent with analyst expectations. However, analyst expectations have declined markedly
over the past 18 months, as third quarter earnings estimates1 for the S&P 500 Index averaged $34.61
in March of 2015, but have come down to $28.95 as of mid-November—a decline of over 16%. In
spite of this, the S&P 500 Index has returned over 6% in this time period. This might suggest that
earnings will increase in the future, despite the current declines. However, in March of 2015, analysts
expected the 2016 full year earnings for the S&P 500 Index to be $135.03 per share—the consensus
estimate now stands at $109.30—more than 19% lower. Estimates for earnings next year (2017)
are now $131.18, which is approximately 3% lower than the $135.03 that analysts in 2015 had
projected for the full year 2016. Furthermore, even at the lower revised level, estimates for next
year are over 20% higher than expectations for earnings this year.
Of course, much of the volatility in earnings estimates is attributable to the energy sector of the S&P
500, which contributed nearly $43 in earnings per share in 2014, but lost $13.71 per share in 2015
and is expected to lose $1.62 per share this year. Despite the earnings distortion from the energy
sector, a clearer picture is shown by comparing earnings ex-energy in 2015 of $114.16 per share,
compared to an expectation of $110.93 this year and $114.33 estimated for 2017. This equates to
index earnings ex-energy declining this year and growing 0.15% over the two year period ending in
2017. This does not lead us to be overly constructive on large capitalization equities given their
current valuations. It appears as though any rational active investor would reach the same
conclusion; however, we posit that current prices are more influenced by passive fund flows that are
not affected by such factors.
Although earnings results were front and center in investors’ minds in October and November, capital
markets appear to have been more influenced by macroeconomic factors. This is not to say that
price actions across asset classes was consistent; however, the nearly 2% decline in the S&P 500
Index and nearly 5% decline in the Russell 2000 Index this month are more correlated with the yield
on the U.S. 10-year Treasury’s increasing 22 basis points to 1.82%. As a result, the U.S. Dollar Index
increased over 3% and the CBOE Volatility Index (“VIX”) increased over 17%. The only perceived
beneficiary of this is the financial sector, which appreciated over 2% this month, as the spread on
the yield of the 10-year U.S. Treasury compared to the 2-year increased by 15 basis points. This
may be a premature reaction, as current growth rates do appear sufficient to support the Federal
Reserve’s target inflation rate, even though the economy appears to be at “full employment.” Thus,
we question the ultimate ability of short-term rates to continue their upward trajectory without
having negative repercussions for economic growth. Fortunately, the Fund is not positioned to be
overly sensitive to this dynamic.
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The top positions in the Fund continue to execute on initiatives for long-term value creation, and we
continue to believe that these businesses will be worth considerably more in five years than at
present, even though there is a reasonably high likelihood that the U.S. economy will experience a
recession at some point over this period (this is the 3rd longest economic expansion in U.S. history,
rapidly approaching the 2nd longest). The Liberty Media Corporation (“Liberty”) SiriusXM tracking
stock, one of the Fund’s largest holdings, illustrates this dynamic. This security is a tracking stock
with Liberty Media’s majority ownership stake in SiriusXM as its primary asset. The net asset value
is a straight forward calculation of the market value of the SiriusXM shares less net debt. The shares
currently trade at over a 10% discount to this NAV, which could be the result of many factors, not
the least of which is the tracking stock structure. However, historically, Liberty Media has been very
successful at eliminating these discounts and delivering shareholder value in a very tax efficient
manner. The discount notwithstanding, the core SiriusXM business is growing revenue at nearly 10%
per year, with considerable operating leverage to cash flow growth upon maturity, leading
management to aspire to growing cash flow margins by over 400 basis points from current levels
over the next several years2. We think that this alone more than justifies the valuation, but more
impressive is the quality of the business itself. SiriusXM equipment is currently installed in
approximately 75% of new cars manufactured in the United States, and 30% of current used car
sales. The economics of satellite radio are vastly superior to those for streaming music providers, as
content costs are approximately 90% of revenue at streaming services compared to less than 40%
for radio. Furthermore, SiriusXM provides exclusive content, including sports and talk radio that have
very loyal customer bases, thus reducing subscriber churn. The market appears concerned about
slowing new auto sales impacting the company; however, growth can be bolstered by the nearly 40
million used car sales per year, compared to approximately 17 million new cars. Furthermore,
SiriusXM is launching a new “360L” platform that provides two-way communications into automobiles
through installed equipment that has the potential to add many new revenue sources. We believe
that this business is far less cyclical than that of media peer companies, particularly those that are
more dependent upon advertising revenue, and has the potential to expand revenue even in a
declining auto sales or slowing economic environment.
Although an investment in Liberty SiriusXM Group may not screen as a defensive allocation, an
analysis of the capital structure and cash flow profile of the company suggests a very different risk
profile. This company falls well outside of the indexation vortex due to its tracking stock structure
and high inside ownership, hence, we believe there’s an opportunity to purchase shares at attractive
levels. We are far more confident investing in this advantaged business model with owner-operators
controlling the destiny of the business than in making directional investments based on interest rate
and economic assumptions. These types of securities, in our opinion, are quite likely to reward
dedicated shareholders over time, but require patience for the value to be realized.

Internet Fund
Top 10 Holdings (%) as of September 30, 2016
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EchoStar Corporation - Class A

5.9%

Alphabet, Inc. - Class A

4.2%

Liberty SiriusXM Group - Class C

4.2%

Alphabet, Inc. - Class C

4.1%

CACI International, Inc. - Class A

2.6%

SiriusXM data are per management comments and company reports.
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The Madison Square Garden Company - Class A

2.4%

PayPal Holdings, Inc.

2.3%

Liberty Broadband Corporation - Series C

2.2%

Starz - Class A

2.2%

Liberty Global plc - Series C

2.1%
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Important Disclosures

You should consider the investment objectives, risks, charges and expenses of the Fund carefully before
investing. For a free copy of the most recent Prospectus, which contains this and other information, visit our
website at www.kineticsfunds.com or call 1-800-930-3828. You should read the Prospectus carefully before you
invest. Performance data quoted represents past performance, which does not guarantee future results.
Investment return and principal value of an investment may fluctuate so that an investor's shares, when
redeemed, may be worth more or less than their original cost. Current performance may be lower or higher than
the performance data quoted. Please visit http://kineticsfunds.com/ for the most recent month-end performance
data.
Portfolio holdings information, if any, is subject to change at any time and is as of the date shown.
The opinions expressed are not intended to be a forecast of future events, or a guarantee of future results, or
investment advice. Additionally, the views expressed herein may change at any time subsequent to the date of issue
hereof.
Because the Fund invests in a single industry, its shares do not represent a complete investment program. Internet
stocks are subject to a rate of change in technology, obsolescence, and competition that is generally higher than that
of other industries, and have experienced extreme price and volume fluctuations. International investing presents
special risks including currency exchange fluctuation, government regulations, and the potential for political and
economic instability.
The Internet Fund is classified as a non-diversified fund. Therefore, the value of its shares may fluctuate more than
shares invested in a broader range of industries. In a non-diversified fund, more of the Fund’s assets may be
concentrated in the common stock of any single issuer, which may make the value of the Fund’s shares more
susceptible to certain risks than shares of a diversified mutual fund.
Unlike other investment companies that directly acquire and manage their own portfolios of securities, the Fund
pursues its investment objectives by investing all of their investable assets in a corresponding portfolio series of
Kinetics Portfolios Trust.
The S&P 500® Index represents an unmanaged, broad-based basket of stocks. It is typically used as a proxy for
overall market performance. The U.S. dollar index (USDX) is a measure of the value of the U.S. dollar relative to
the value of a basket of currencies of the majority of the U.S.'s most significant trading partners. This index is
similar to other trade-weighted indexes, which also use the exchange rates from the same major currencies. The
CBOE Volatility Index® (VIX® Index®) is a key measure of market expectations of near-term volatility conveyed
by S&P 500 stock index option prices. The CBOE Volatility Index® (VIX® Index®) is a registered trademark of
Chicago Board Options Exchange, Incorporated (CBOE). The Russell 2000® Index measures the performance of
the small-cap segment of the U.S. equity universe and is comprised of the smallest 2000 companies in the Russell
3000 Index. It is a product of the London Stock Exchange Group. Index returns assume that dividends are
reinvested and do not include the effect of management fees or expenses. You cannot invest directly in an index.
You will be charged a redemption fee of 2.0% of the net amount of the redemption if you redeem or exchange your
shares 30 days or less after you purchase them.
Distributor: Kinetics Funds Distributor LLC is an affiliate of Kinetics Asset Management LLC, and is not an affiliate
of Kinetics Mutual Funds, Inc.
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