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the constant pursuit of value

the constant pursuit of value

“There can be no freedom of the individual, no democracy, without the capital 
system, the profit system, the private enterprise system. These are, in the 

end, inseparable. Those who would destroy freedom have only first to 
destroy the hope of gain, the profit of enterprise and risk-taking, the hope 
of accumulating capital, the hope to save something for one’s old age 
and for one’s children. For a community of men without property, and 
without the hope of getting it by honest effort, is a community 
of slaves of a despotic State.”

    — Russell C. Leffingwell

Dear Friends & Clients,

We are pleased to report our results once again differ from the indices, but this time to the positive 
side.  The Intrepid Balanced Portfolio (the “Portfolio”) returned 4.48%, net-of-fees, in the quarter 
ended March 31, 2014, while the S&P 500 and the Russell 2000 rose 1.81% and 1.12%, respectively.  
This result is driven by the fact that Intrepid portfolios are built from the ground up, without 
consideration to sector or security allocations in an index.  Operationally, it would be much easier to 

be index huggers.  However, such a posture, which owns securities without consideration for market 
prices, subjects capital to the risk of permanent impairment.

As pleased as we are with year-to-date performance, we are much less sanguine regarding prospective 
returns.  To move forward it’s helpful to reflect back.  As Mark Twain said, “History doesn’t repeat itself, 

but it does rhyme.”  The 5-year annualized returns of the S&P 500 and the Russell 2000 are north of 20%.  
This is considerably above the longer term performance record of around 10%.  In addition, we believe the 

average portfolio manager now keeps roughly 3% of their portfolio’s assets in cash (the Intrepid Balanced 
Portfolio is over 8 times that figure), and margin debt has now surpassed the peaks reached in 2000 and 2007.  

We believe investors with high equity exposure should be wary, particularly should something go bump in the 
night.  While we are pleased to be up 4.48% for the first quarter of 2014, the contrarian indicators and a dearth of 

new equity or debt ideas cause us to approach the capital markets with caution.

The top contributors to the Portfolio’s performance in the quarter ending March 31, 2014 were Newfield Exploration (ticker: 
NFX), World Wrestling Entertainment (ticker: WWE), Royal Gold (ticker: RGLD), Ingram Micro (ticker: IM), and Big Lots (ticker: 
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BIG).  Each of these ideas produced double-digit returns, with four of the five returning more than 25% in the quarter.  Newfield 
Exploration, World Wrestling Entertainment, and Ingram Micro are each discussed in the Small Cap commentary.  

The top detractors with an impact on the portfolio of more than 10 basis points included FTI Consulting (ticker: FCN), American 
Eagle Outfitters (ticker: AEO), and Western Union (ticker: WU).  FTI Consulting and American Eagle had significantly larger 
impacts than Western Union, with both declining in the mid- to high-teens.  

Thank you for entrusting your hard earned capital to our firm.  It is not a responsibility we take lightly.

Best regards,

Mark F. Travis
President/C.E.O.
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SMALL CAP PORTFOLIO – Commentary by 

Jayme Wiggins, Portfolio Manager

Thanks to a surge in small cap stocks on 

the last day of March, the Russell 2000 In-

dex (the “Index”) notched its seventh con-

secutive quarterly gain.  The 1.84% jump in 

the Index on March 31st was the second 

largest daily increase for the entire three 

month period.  Media reports attributed 

the end-of-quarter rally to a dovish speech 

by the Fed’s newly-installed leader, Janet 

Yellen, but we think Wall Street was pre-

pared to use any excuse to push stocks 

into positive territory for the first quarter.  

The show goes on.

In a classic scene from Star Wars, Obi-

Wan Kenobi admonished Darth Vader, “If 

you strike me down, I shall become more 

powerful than you can possibly imagine.”  

Since the beginning of the bull market, 

stocks have demonstrated an Obi-Wan 

resilience that has only increased in inten-

sity.  Every negative data point is quickly 

explained away by ardent bulls.  Poor re-

tail sales during the holiday season were 

attributed to a migration of shoppers to 

the Internet, where market share hippos 

like Amazon.com garner $157 billion valua-

tions and triple digit P/E ratios.  Harsh win-

ter weather has been squarely blamed for 

a raft of recent weak economic data, and 

economists project that the demand sup-

pressed by winter storms will snap back 

like a rubber band once the nation thaws.  

If we happen to receive more GDP-killing 

bad weather this month, it’s no matter, as 

April showers bring May flowers.  Stocks 

momentarily lost their breath in late Janu-

ary, on fears of the potential impact from 

a pullback in unprecedented Fed stimu-

lus.  However, investors were reassured 

that the Fed has no intention 

of actually shrinking its bloat-

ed balance sheet or raising 

short-term interest rates any-

time soon.  Savers be damned, 

cheap money is bullish for 

speculation.

You may have noticed recent 

press coverage describing 

underperformance in the more frothy 

areas of the market.  Biotech stocks were 

called out, in particular, and the Russell 

2000 Biotechnology Index ended the first 

quarter 15.5% off the highs.  Do not be 

fooled.  The small cap biotech index still 

rose 7.9% during the three months end-

ing March 31, 2014, trouncing the returns 

of all major indexes.  At one point in the 

first quarter, the Biotechnology Index was 

up 27.8% year-to-date.  This same group of 

stocks skyrocketed 55% in 2013.  We found 

189 companies in the Russell 2000 classi-

fied as belonging to the biotechnology and 

pharmaceutical industries.  As of April 1, 

2014, these names collectively sold for 

$154 billion, while the group incurred an 

aggregate net loss of $6.6 billion over the 

trailing twelve months.  If past is prologue, 

a handful of names on this list will hit pay 

dirt and be acquired by a larger entity, but 

far more will never generate a dollar of 

profit and will disappear.  Just for kicks, 

we also carved out Russell 2000 compa-

nies belonging to the Internet industry.  

These 78 companies traded for $64 billion 

with combined losses of $300 million. This 

list has many companies that make money, 

like Orbitz and Shutterfly, but more that do 

not, such as Yelp and Angie’s List.  

The biotech, pharmaceutical, and Internet 

small caps together constitute about 10% of 

the total market capitalization of the Russell 

2000.  While they offer some of the clearest 

examples of excess, they are not outliers.  

The P/E of the Russell 2000 is approxi-

mately 60x today.  The median free cash 

flow multiple for nonfinancial firms is over 

50x.  We believe the small cap market is 

broadly overvalued.  A small, brief retreat, 

like the one we experienced through early 

February of this year, did little to rectify the  

situation.  We’re feeling a bit like a starved 

vampire, highly attuned to any signs of 

blood, but the small cap sunshine is never 

ending.  And so we wait.  

For the quarter ending March 31, 2014, the 

Intrepid Small Cap Portfolio (the “Portfo-

lio”) increased 2.68%, net-of-fees.  The 

Russell 2000 Index gained 1.12%.  The 

Portfolio’s equity holdings significantly 

outperformed the benchmark, as our equi-

ty-only return was 9.40% in the first quar-

ter.  However, our cash position muted 

overall returns.  Cash was 70.6% of assets 

at March 31st.   

The largest positive contributors to the 

Portfolio’s performance in the first quarter 

were Newfield Exploration (ticker: NFX), 

Ingram Micro (ticker: IM), and World  
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Wrestling Entertainment (ticker: WWE).  

The energy exploration and production 

company Newfield had underperformed 

in the fourth quarter.  The stock’s recovery 

this quarter was based on positive indica-

tions from the firm’s nascent, liquids-rich 

Anadarko Basin plays as well as an im-

plied disposition value for the company’s 

Chinese assets that was larger than ex-

pected.  Ingram Micro was historically a 

distributor of broadline IT products like PCs 

and peripherals, but the company is dem-

onstrating improved performance from the 

distribution and servicing of higher value 

products, such as mobile phones.  WWE 

was one of the market’s best performing 

stocks in the first quarter, as investor en-

thusiasm about the company’s TV rights 

and new WWE Network have reached a 

fever pitch.  

The largest detractors to first quarter re-

turns were FTI Consulting (ticker: FCN) and 

CSG Systems International (ticker: CSGS).  

No other positions impacted the Portfolio 

by more than 10 basis points.  FTI Consult-

ing’s shares fell sharply after management 

warned that margins in one of its primary 

segments would be permanently lower 

due to contract renegotiations with key 

personnel, who will now keep a larger por-

tion of the revenue they generate.  We did 

not anticipate this impact, and we have 

adjusted our valuation accordingly.  The 

Street didn’t like CSG Systems’ 2014 guid-

ance, but it met our expectations.  CSG is a 

growth-challenged operator that nonethe-

less produces substantial free cash flow.

We fully exited our holdings of ManTech 

(ticker: MANT) and WWE in the first quar-

ter.  Both were long-term holdings, but they 

had very different outcomes.  We incurred 

a modest loss on ManTech over our hold-

ing period.  The defense IT services com-

pany had a large exposure to overseas 

operations in Iraq and Afghanistan, which 

wound down sooner than expected.  More 

importantly, curbs on U.S. defense spend-

ing have led to increased competition and 

lower margins for many of ManTech’s con-

tracts.  While the stock still appears cheap 

based on trailing earnings and free cash 

flow, we have become accustomed to a 

management team that predictably fails 

to meet projections.  Additionally, we are 

concerned that management is likely to 

use cash flow to overpay for acquisitions 

in order to offset organic revenue declines.

WWE was an important and successful 

position for Intrepid Capital, and it has oc-

cupied a fair amount of real estate in our 

past quarterly letters to you.  We sold out 

of the position by the end of January as 

the stock surged past our valuation.  Since 

then, WWE’s shares have continued to ap-

preciate to all-time highs.  There are two 

large unknowns driving the stock price: 

the value WWE will receive once it renews 

its domestic television agreements and 

the success of the WWE Network.  We 

are bullish on the first and bearish on the 

second.  

Management claims the WWE Network 

needs 1 million domestic subscribers to 

break even on an EBITDA basis, which 

would still leave the company $15 million 

per year worse off on EBIT basis.  Fac-

toring in capital spending (the “DA” in 

EBITDA), the true domestic breakeven is 

probably closer to 1.2 million subscribers.  

It may even be higher, since we believe 

management underestimated the percent-

age of subscription revenue WWE must 

share with technology partners like Ap-

ple and Roku.  Each year, around 650,000 

U.S. households purchase WrestleMania, 

WWE’s signature pay-per-view event.  We 

believe there are relatively few WWE fans 

who do not purchase WrestleMania but 

buy other WWE pay-per-views.  Our guess 

is that there could be 800,000 households in 

the U.S. who have demonstrated a willing-

ness to pay for WWE content.  Therefore, 

we believe the company will need to enlist 

an additional 400,000 U.S. fans as WWE 

Network subscribers (~1.2 million total) 

just to get back to square one.  We doubt it 

will get much better than that for the WWE 

Network.  The current Enterprise Value for 

WWE is $2.14 billion.  Assuming the WWE 

Network is valuation-neutral, the shares 

are pricing in more than a doubling of the 

company’s global TV rights deals.  We 

think WWE will register a solid increase 

for its domestic television rights renewal, 

but we do not expect the tripling that has 

been discussed in some media articles.  

Over the next two months, the company 

should unveil enough new information to 

help investors decide whether the current 

valuation is reasonable.               

We purchased Corus Entertainment (tick-

er: CJR/B CN) during the first quarter.  This 

was our first new purchase since last July.  

Corus owns leading specialty television 

networks and radio stations in Canada.  TV 

accounts for approximately 80% of cash 

flow.  The company derives almost half of 

revenue from advertising and the remain-

der from subscription fees and licensing.  

Corus’s TV channels dominate the target 

markets for women and children.  Popular 
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HGTV programs such as Love It or List It 

and Property Brothers first aired on Corus’s 

W Network in Canada.  The company con-

trols over 90% of the purchasable TV rat-

ings points in Canada for kids.  Corus is 

Canada’s last remaining pure-play media 

and entertainment company.  The rest have 

been acquired by large, vertically-integrat-

ed communication firms including Bell 

Canada, Rogers, and Shaw.  Shaw spun 

off Corus in 1999, when the government 

encouraged the separation of television 

distribution and content, but the official 

position has since shifted back the other 

way.  The Shaw family still controls Corus 

through super-voting stock.  

The Canadian television industry is more 

regulated than the U.S.  One risk facing 

Corus is that the government mandates 

that cable and satellite providers offer a 

la carte programming, which is called pick 

and pay in Canada, and would allow con-

sumers to choose which channels they pay 

for.  The purpose of a la carte is to lower 

cable bills, but the primary reason for cable 

inflation is the sports networks, and Corus 

owns none of these.  We expect Corus to 

withstand major damage from an imple-

mentation of a la carte, since they mainly 

operate top specialty networks with strong 

viewership.  While declines in distribu-

tion would negatively impact subscriber 

fees, the industry is likely to offset lower 

volume by raising per household pricing.  

Furthermore, the majority of Corus’s earn-

ings come from advertising revenue and 

premium channel subscriptions, both of 

which should be far less impacted by pick 

and pay.  Nevertheless, Corus’s juicy 30% 

operating margins could make them a po-

tential regulatory piñata in Canada.  The 

company benefits from genre-protection 

rules that protect their networks from com-

petition but also indirectly limit their abil-

ity to raise subscriber fees.  Leading U.S. 

specialty network owners such as AMC, 

Scripps, and Discovery have operating 

margins ranging from 28%-39% in a more 

market-based environment where pricing 

power and competition are both prevalent.      

The business performed very well during 

the last recession, when declines in adver-

tising revenue were offset by the launch 

of new networks and higher merchandis-

ing sales.  In music to our ears, manage-

ment recently said, “Typically the street 

looks at a multiple of EBITDA…However, 

we believe the truest measure of share-

holder value is sustainable free cash flow, 

because it’s cash you can return to share-

holders.”  Corus pays a dividend yield 

exceeding 4% and is currently trading at 

12.5x free cash flow.  In Corus, we believe 

we have found a good business trading at a 

reasonable discount to fair value.  We also 

think there is an above-average chance of 

a takeover.  

In today’s market, cheap small caps seem 

as elusive as Bigfoot.  While there are 

plenty of sightings (see www.bfro.net), 

they turn out to be bogus.  We aren’t sure 

when this market will turn, but when it 

does, we are ready to act.  Our high cash 

is not a permanent feature of the Intrepid 

Small Cap Portfolio.  Historically, our cash 

levels have grown slowly as bull markets 

age and then declined rapidly along with 

plummeting stock prices.  Most recently, 

this occurred in the summer of 2011.  Be-

fore that, late 2008.  We promise to contin-

ue managing the Portfolio according to our 

philosophy of selling positions once they 

exceed our estimates of intrinsic value, 

since we firmly believe this will produce 

the best long-term outcome for you, our 

clients.  Thank you for your investment.

DISCIPLINED VALUE PORTFOLIO –  

Commentary by Greg Estes,  

Portfolio Manager

For the quarter ended March 31, 2014, the S&P 

500 Index returned 1.81%, and the Russell 3000 

Index returned 1.97%.  For the same period, 

the Intrepid Disciplined Value Portfolio (the 

“Portfolio”) returned 2.81%, net-of-fees.  At first 

blush, the quarter appears to be rather boring 

in light of some of the much higher returns 

achieved in other recent quarters.  But when 

we dig a bit deeper, we see a market with much 

more volatility.  By February 3, 2014, the S&P 

500 Index’s year-to-date return was -5.66%, 

while the Russell 3000 Index was down -5.51%.  

In that same window of time, the Portfolio was 

down -1.29%.  In our opinion, the markets were 

down because of fear that company results 

could not match the relatively high earnings 

multiples being placed on the underlying stocks.  

In addition, investors were worried about the 

Federal Reserve reducing its monetary stimulus 

scheme which has kept short term rates near 

zero for more than five years.  By the end 

of February, however, most of this fear had 

subsided.  As March ended, Federal Reserve 

Chairwoman Janet Yellen reassured investors 

that the Fed’s easy monetary policy would 

continue until the employment picture looked 

better.  The last two weeks of January were like 

a bad dream that investors were happy to forget. 

And yet the short period in late January should 

serve as a reminder to all investors of what could 

happen when an outside force- in this case, the 

Federal Reserve- discontinues its interference. 

And we firmly believe that the market’s reflation 

is a result of the Fed’s easy monetary policy.  

Consider the chart on the next page. The red 
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line shows the value of the S&P 500 beginning 

four years ago in April 2010.  With the exception 

of a few hiccups along the way, it has climbed 

inexorably to an all time high.  Meanwhile, the 

price to earnings ratio for the S&P 500 (the 

blue line) has also been climbing.  Why? Is a 

dollar of corporate earnings inherently more 

valuable than it was four years ago?  We think 

not.  Rather, with interest rates near zero, we 

believe that the Fed has forced money into the 

equity market, because there is nowhere else 

for the money to go.  Thus, equity investment 

becomes less of an exercise in determining 

what a business is worth, and more of a game of 

musical chairs.  The Fed makes the music while 

investors walk around the chairs.  To remain 

fully committed to such a market is in our minds 

a dangerous game, and it is clear to see what 

happens when investors fear that the music is 

about to stop.  No song can last forever.

In light of the current environment, what is 

an investor to do?  It is our goal not only to 

outperform the market when it is selling down, 

but also to find new ideas for investment when 

prices become more favorable.  Last quarter, we 

reported the Portfolio’s cash level at an all-time 

high of 60.4%.  The brief selloff in this quarter did 

enable us to pick up some new investments.  By 

quarter end, cash was at 48.5%.  The purchasing 

activity includes both new purchases and 

additions to existing positions. 

Among the new additions to the 

portfolio were some recognizable 

names that we consider to be 

somewhat out of favor.  We’d like 

to highlight a few of those.  We’ll 

start with the most recognizable 

company in the stock market: 

Apple, Inc. (ticker: AAPL).  The 

very simple case for investing is 

this: the balance sheet is loaded 

with cash and at the time of investment, the 

stock was selling for just over six times its 

EBIT (Earnings before Interest and Taxes).  The 

company had just released results and guided 

revenue to be flat to down for the next quarter, 

which is something Apple had not done in ten 

years.  The stock sold off, and we saw that as an 

opportunity.  Will Apple be able to permanently 

maintain dominant market share and command 

massive gross margins from 45% to 55% for 

iPhones?  We don’t think it can.  Nor do we think 

it must to justify investing in it.  As a matter of 

fact, when we value this business, we assume 

a reduction in gross margin.  And yet we still 

believe that we own a company that trades at a 

discount to its intrinsic value. 

We also purchased shares of Mattel, Inc (ticker: 

MAT).   Mattel is the world’s largest toy maker 

and owns a diversified portfolio of enduring 

brands including Barbie, Fisher-Price, American 

Girl, and Hot Wheels.   Mattel caught our eye as 

shares declined sharply in early February due to 

poor fourth-quarter sales.  We were able to buy 

shares of this shareholder-friendly company at 

a 4% dividend yield and a reasonable discount 

to our valuation.

Another investment was Intuitive Surgical 

(ticker: ISRG).  Intuitive is the market leader 

in robotic assisted surgical units.  Actually, 

it is the only FDA-approved device maker for 

robotic surgery.  Its product is known as the da 

Vinci, and its applications for minimally invasive 

surgery can be found in the fields of urology, 

gynecology, cardiothoracic and general 

surgery.  Like several of our recent investments, 

this was an opportunistic purchase.  The stock 

had sold down on concerns that unit sales had 

slowed, which is natural given the changing 

regulations in U.S. healthcare.  In addition, 

there are criticisms that outcomes for robotic-

assisted surgery are no better than more 

standard laparoscopic surgery.  However, we 

believe that adoption of robotic assisted surgery 

will continue onward as more physicians 

become trained on it and as the FDA approves 

the device for more types of procedures.  The 

implementation of the ACA (Affordable Care 

Act) is more of a general concern among all 

healthcare companies.  We believe that, as 

the only company in this field, the company is 

well positioned and it should continue to see 

procedure growth in robotic-assisted surgeries. 

The top performers in the quarter were varied.  

Newfield Exploration (ticker: NFX) was the 

Portfolio’s top gainer as commodity companies 

were among the best performers in the market 

for the quarter.  World Wrestling Entertainment 

(ticker: WWE) gained on continued speculation 

that the company would sign a more lucrative 

television deal, thus boosting operating profits.  

The decision has not yet been announced, and 

we have exited the position because the current 

price is above our estimate of the company’s 

underlying worth.  Finally, the Portfolio’s 

investment in two lab service providers, Quest 

Diagnostics (ticker: DGX) and Labcorp (ticker: 

LH) both rebounded in the quarter on news that 

Congress is considering controlling the amount 

of reimbursement cuts for lab service paid by 

Medicare and Medicaid. 
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The Portfolio’s worst performers included FTI 

Consulting (ticker: FCN), which posted weak 

forward guidance for 2014.  Staples (ticker: 

SPLS), a name we have owned in the past and 

had repurchased in the quarter, announced that 

it will be cutting its brick-and-mortar footprint 

in the U.S. to focus more resources towards its 

online presence.  Although this development 

gave us an opportunity to purchase, our timing 

was not perfect.  We believe that Staples 

will be able to add value by shrinking its less 

profitable operations over time.  Finally, CSG 

Systems (ticker: CSGS) delivered what was, in 

our opinion, a solid fourth quarter.  However, 

the market wanted better forward guidance for 

2014 than the company delivered.  Therefore, the 

shares traded down for the quarter. 

As we have done with every quarterly letter, we 

close by citing the average discount within the 

Portfolio.  We derive our own internal values for 

each stock, and we compare those values with 

their corresponding stock prices to calculate 

the discount for each position.  When we cite 

the average discount in the Portfolio then, we 

are simply giving you the mid-point among all 

the individual discounts within the Portfolio.  At 

quarter end, that average discount was 7%.  To 

us, this indicates that discounts are small, which 

should come as no surprise given the increase 

in the stock market over the past five years.  We 

will, however, continue searching for value and 

when possible take opportunities in the event of 

a market selloff.  We appreciate your confidence 

in our investment process.

INCOME PORTFOLIO – Commentary  

by Jason Lazarus and Ben Franklin,  

Co-Portfolio Managers

Fixed income assets rallied across the board 

in the quarter ended March 31, 2014, due to 

both spread compression and lower risk-free 

rates.  The ten-year U.S. Treasury rate declined 

to 2.72% from 3.03% at the end of calendar year 

2013.  The Barclays U.S. Aggregate, which is a 

proxy for the broader investment-grade fixed 

income market, rallied 1.84% after struggling last 

year.  Corporate bonds performed even better as 

spreads compressed to levels not experienced 

since the summer of 2007.  This led to impressive 

performances by investment-grade and high-

yield corporate bonds, which returned 2.97% 

and 3.00%, respectively, in the period ending 

March 31, 2014, as measured by the BofA ML 

US Corporate Index and the BofA ML High Yield 

Master II Index (the “Index”).  

The high-yield market has seen significant 

inflows this year as investors continue to search 

for yield.  The asset class is flooded with cash, 

and managers with a full-invested mandate are 

forced to put money to work regardless of price 

levels, pushing bond prices up further.  This 

constant need to put money to work has distorted 

the high-yield bond market by allowing distressed 

businesses to kick the can down the road, rather 

than restructure as a free market system would 

obligate them to do.  When companies that should 

fail are bailed out by yield-hungry investors, 

those who have taken the most risk have reaped 

the rewards.  At Intrepid, we manage our fixed 

income assets differently.  We do not analyze 

technical factors such as fund flows, nor do 

we allocate capital based on expected market 

default rates.  Most importantly, we have no 

mandate to be fully invested, and therefore only 

put money to work when we believe we are 

being compensated to assume the risks.  When 

we cannot find a suitable investment candidate, 

we will hold what most investors seem to hate: 

cash.  Due to the dearth of opportunities, we have 

been holding quite a lot of cash.  Our significant 

cash position and higher-quality bond portfolio 

resulted in a wide gap in performance between 

the Intrepid Income Portfolio (the “Portfolio”) 

and the Index.  The Portfolio returned 1.49%, net-

of-fees, in the quarter, while the Index returned 

3.00% for the same period.  

AuRico Gold (ticker: AUQ) has a small convertible 

bond issued by subsidiary Northgate Minerals.  

The 3.5% convertible notes represent a fairly new 

position that was established in the fall of 2013, 

and were a large contributor to the Portfolio’s 

performance in the quarter ended March 31, 

2014.  The bonds jumped in early March when 

AuRico announced its intention to redeem the 

notes at a substantial premium with proceeds 

from a new longer-dated issue.  

On the sales side, two of our large positions 

were repurchased by the issuers; PHI Inc, and 

Scotts Miracle Gro 7.250% due 1/15/2018 (ticker: 

SMG).  The repurchase of the Scotts bonds 

was expected.  We decided to sell our holdings 

in Texas-based Swift Energy’s 8.875% notes 

due 1/15/2020, which gives us the opportunity 

to delineate how we think about selling when a 

business has deteriorated.  

Swift Energy is a small-cap energy exploration 

and production business (E&P) with core 

assets in the prolific Eagle Ford shale in South 

Texas.  About a year ago, we identified Swift as 

a potentially attractive bond holding due to its 

average leverage and significant undeveloped, 

but highly valuable, oil and gas reserves.  Our 

view was that the reserves easily covered the 

company’s debt even if energy prices were to 

weaken, and we believed the bonds compensated 
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us well given the risks.  Since we first purchased 

the notes, our valuation of the assets protecting 

our investment has declined.  Additionally, our 

confidence in management to execute on its 

plans has deteriorated.  Going further, we now 

have serious questions regarding management’s 

integrity. 

In the last year, Swift has twice attempted to 

monetize assets, both through a joint venture 

and an asset sale, the proceeds of which would 

be used to reduce debt.  In the first case, a 

joint venture in the key Eagle Ford properties 

was abandoned for the sale of other properties, 

presumably because no joint venture partner 

would sign on under terms that were attractive 

to Swift’s management.  In the second case, 

management put its Central Louisiana assets up 

for sale in lieu of the joint venture.  The bid deadline 

was initially in November 2013, and on the Q313 

conference call held in late October management 

said it was “pleased with the progress thus 

far” and anticipated bids in the fourth quarter 

with a deal closing in Q114.  As we rolled into 

2014 with no announcement, our confidence in 

the management team had dwindled to almost 

nothing, and we highly doubted a deal could be 

done on favorable terms.  We concluded that 

nothing positive would come by holding through 

the fourth quarter earnings report, and sold 

the notes prior to the earnings release.  Our 

suspicions proved to be correct, and Swift’s stock 

sank when management did not announce a deal 

and stated it would seek another joint venture 

for natural gas assets in South Texas.  These 

and other issues, including skepticism about the 

reserve audit and related party transactions, led 

us to question management’s integrity and ability 

to execute.  

We should note that even with the issues 

described, we still made money on our investment 

in Swift’s bonds.  However, making or losing 

money on an investment does not necessarily 

equate to success or failure, in our opinion.  At 

Intrepid, we believe the focus should be on 

the process, not the outcome.  We feel strongly 

that process-driven investing is the only way to 

produce repeatable results over the long-term.  

To paraphrase Nassim Nicholas Taleb in his 

book Fooled by Randomness, if you put enough 

monkeys in front of typewriters, one of them will 

eventually pound out the Iliad.  But would you bet 

money that our literary primate would write the 

Odyssey next?

TRAILING 10 YEAR RISK/RETURN 
MARCH 31, 2004 TO MARCH 31, 2014 

RISK ADJUSTED RETURNS 

• Past performance is no guarantee of future results.  Intrepid composite returns are presented net of investment advisory fees 
  and all returns are presented annualized for the 10-year period ending March 31, 2014.  Returns reflect the reinvestment 
  of dividends and other earnings.  The volatility of the listed benchmarks may differ materially from the volatility of any Intrepid 
  composite. As of December 31, 2004, the firm changed its fixed income benchmark from the Salomon High Yield Short-Term  
  Index to the Merrill Lynch High Yield Master II Index.  Risk is the annualized monthly standard deviation. 
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ANNUALIZED PERFORMANCE 
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• Past performance is no guarantee of future results.  Intrepid composite returns are presented net of investment advisory fees 
  and all returns are presented annualized for the 10-year period ending March 31, 2014.  Returns reflect the reinvestment 
  of dividends and other earnings.  The volatility of the listed benchmarks may differ materially from the volatility of any Intrepid 
  composite. As of December 31, 2004, the firm changed its fixed income benchmark from the Salomon High Yield Short-Term  
  Index to the Merrill Lynch High Yield Master II Index. 
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