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“To make money, buy some good stock, hold it until it goes up, 
and then sell it. If it doesn’t go up, don’t buy it.”

                                                                                 — Will Rogers
Dear Friends and Clients, 

I always chuckle when I read the above quote from Will Rogers.  Most of the ‘good stock’ that Mr. Rogers refers to (i.e. 
those that went up!), in the first quarter of 2015, were too expensive for rational buyers like us at Intrepid Capital.  Much 
of what “went up” during this period, biotechnology for example, is difficult, if not impossible, to value in absence of any 
pre-tax cash flow from which to form a business valuation.

I think to move forward, it may be helpful to look back.  This time six years ago (March 2009/April 2009), gloom was 
the prevalent mood for investors as the financial crash from the prior fall weighed heavy and most were looking to sell, 
not buy.  Opportunities were everywhere, from our perspective, as many were hiding under the bed with a flashlight on!  
High quality companies with cheap share prices were abundant for the taking, and we did, which led to high absolute 
returns for calendar year 2009, and the seeds for attractive returns for the next several years.  The Intrepid Balanced 
Portfolio (the “Portfolio”) had an increase of 29.92%, net-of-fees, for calendar year 2009.

Fast forward to today, where fear is non-existent and the expectation, for most, is that share prices are not allowed to 
decline!  Please keep in mind that share prices tend to decline faster than they appreciate.  From a historical standpoint,  
the S&P 500 Index has averaged between 14 – 15% the last 5 years, which is well above a longer term (20 years) average 
of 9 – 10%.  Another data point to consider is the current total market cap/GDP ratio of approximately 1.24% (see chart 
below).  The past peaks in the market/GDP ratio of early 2000 and late 2007 are being challenged with today’s equity 

prices.  Our returns for the period are subdued by 
our unwillingness to over pay for both equity  
or debt securities, and our willingness to hold  
cash balances.

The cash balances create a great deal of 
consternation, externally and internally, particularly as 
prices continue to appreciate.  We liken cash to be 
either a) a sea anchor in a rising market or b) a life 
boat in a falling one.  The beauty of a cash balance, 
as one who has plied the less liquid corners of the 
capital markets (small cap equity, high yield debt), is 
that when the market seizes up, cash is king!
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As a portfolio manager, you can make one decision to purchase, not two decisions (what to sell, then what to buy).  If 
the environment continues in the second quarter of 2015 as it has for much of the recent past, we would anticipate 
more liquidations than acquisitions as holdings reach our conservative estimates of value.  We are diligently searching 
for new investment opportunities that meet our criteria and we are ready to deploy cash when we find them.

For the quarter ended March 31, 2015, the Portfolio increased 1.05%, net-of-fees, compared to the S&P 500 Index 
and the BAML High Yield Master II Index which returned 0.95% and 2.54%, respectively, for the period.  Cash in the 
portfolio at the end of the quarter was 15.7%.  The top performers in the Portfolio for the quarter were Northern Oil & 
Gas (ticker: NOG), Western Union (ticker: WU), Newfield Exploration (ticker: NFX), and Amdocs Limited (ticker: DOX).  
Worst performers for the period were Corus Entertainment (ticker: CJR/B), Bill Barrett (ticker:  BBG), Tetra Tech (ticker: 
TTEK), and Dundee Corp. (ticker: DC/A).

Thank you for entrusting us with your hard earned capital. It is not a position 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 
Have you seen those movies where a guy is alone in the desert, dying of thirst under the 110 degree sun?  With only a few 
breaths to spare, he struggles over a sandy dune.  Through blurred vision, he sees a sparkling lake in the distance.  He slowly 
crawls toward this refuge, but the oasis disintegrates.  It was a mirage.  

That’s what it feels like to be a value investor today.  When you are desperate for an investment idea, you may start to see 
things that don’t exist.  You ignore what could go wrong and focus on what could go right.  You imagine a solution to any 
corporate conundrum.  As far as earnings, Non-GAAP is the new black.  You take your analysis sunny side up.  

In a state of investment fatigue, survival depends on how you respond.  Do you correctly recognize a mirage as an illusion 
and live to fight another day?  Or do you dive in headfirst anyway, potentially choking on a mouthful of sand?  With small cap 
stocks at record highs and multiples at nosebleed levels, we believe discretion is the better part of valor.  

The Intrepid Small Cap portfolio’s (the “portfolio”) correlation of daily returns to the russell 2000 benchmark 
is the lowest it has been in years.  The correlation was relatively high when we thought small cap stocks were cheap 
or reasonably priced (2008-2011), and it has fallen precipitously in recent years as our perception of market risk has 
mushroomed.  According to Morningstar, most mutual funds have correlations to their benchmarks of 0.95 or greater.  The 
correlation of the Intrepid Small Cap Fund (ticker: ICMAX) to the Russell 2000 was 0.53 over the past three months.1

 

The correlation is not necessarily influenced by cash, as a fund that always returned exactly half of its benchmark would 
have a perfect 1.0 correlation.  Rather, our low correlation is the byproduct of deliberate actions to invest in things that aren’t 
popular and don’t move along with the benchmark.  Today, that includes energy stocks, precious metals, foreign companies, 
a convertible bond, and preferred shares.  Configuring the Fund to look different than the Russell 2000 hasn’t paid off yet, 
but we strongly believe this is the right course of action.        

In mid-March, we calculated updated statistics for the Russell 2000 Index.  as of march 16, 2015, the russell 2000’s 
p/e ratio was 56x.  excluding financials, the p/e was 131x.  In the aggregate, the Index has no free cash flow.  
The median non-financial EV/EBIT multiple was 27x and the pre-tax return on tangible capital (excluding Goodwill) was 
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1  The Intrepid Small Cap Portfolio consists of the Intrepid Small Cap Fund (“the Fund”) and a few small separate accounts.  The separate accounts are 
managed to the same strategy as the Fund; however, there are minor differences in position sizes and the separate accounts do not incorporate foreign 
currency hedges.  Due to the small size of the separate accounts, the performance and correlation of the Portfolio is almost identical to that of the Fund.  
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approximately 10%--not exactly “the stuff that dreams are made of.”  Some might point out that younger, less profitable 
companies drag down the statistics.  There are 821 “seasoned” non-financial companies in the Russell Index which were 
publicly traded in mid-2007, which was immediately before the last recession.  The cumulative change in operating income 
for this group, over the past 7 years is...drumroll…less than zero (-4%).  The cumulative change in market capitalization for 
this batch is +25%.  This change in price is from July 13, 2007—the day of last market peak.  Thus, a group of 821 small 
cap companies with lower earnings today than 7 years ago is collectively trading for more than 25% above prior peak levels.  
We don’t believe the prior Russell 2000 peak is a sound valuation reference point, but this example illustrates the extremes 
we currently face.  

We typically purchase stocks trading at single digit multiples of normalized operating income (EBIT).  When we ran our 
analysis two weeks ago, there were 116 non-financial stocks in the Russell 2000 that sold for an EV/EBIT multiple below 
10x, compared to over 700 names with multiples exceeding 30x.  In a slap in the face to logic, returns on invested capital 
decline as multiples increase.  The sub-10x, lowest multiple group contains many melting ice cubes and firms with imploding 
business models, like Eastman Kodak and Weight Watchers, as well as a host of oil and oil services companies where trailing 
earnings are unlikely to represent the future.  It’s not pretty.  Nevertheless, this is the landfill that we rummage through on a 
daily basis, hoping to uncover something interesting.  

During the first quarter, the Intrepid Small Cap Portfolio returned -0.24%, net-of-fees, while the Russell 2000 benchmark 
gained 4.32%.  The S&P 500’s year-to-date return is 0.95%.  Small cap stocks have outperformed large caps year-to-date 
as investors rush toward businesses with less currency risk.  Biotech and pharmaceutical companies were star performers 
during the quarter.  The Russell 2000 Biotechnology (ticker: RGUSHSBT) and Pharmaceutical (ticker: RGUSHSPH) Indexes 
rose 16.71% and 16.56%, respectively, in the three months ending March 31, 2015.  Collectively, these companies sport 
a market capitalization of $231 billion and reported a combined trailing twelve month net loss of $8.7 billion.  Needless to 
say, we don’t own any of these firms, and it cost us on a relative performance basis.  The equities within the Portfolio were 
basically flat in local currency terms in the first quarter.  Collectively, commodity stocks did not move the needle much, as 
solid gains on some positions (SM Energy and Newfield Exploration) were offset by losses on others (Contango Oil & Gas, 
Unit Corp. and Dundee Corp.).

Over the past few years, many people look at the relative performance gap of our Portfolio compared to the benchmark 
and think we are idiots for holding so much cash.  We are simply adhering to our mandate to not own stocks we deem 
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to be overvalued.  In our mind, stuffing a portfolio full of stocks trading at 50x or 100x earnings is setting oneself up for a 
catastrophe.  The Portfolio ended the first quarter with 74% cash.  

We didn’t purchase anything new in the Small Cap Portfolio in the first quarter, although we sold a few names.  We exited our 
positions in Ipsos (ticker: IPS FP), SM Energy (ticker: SM), Newfield Exploration (ticker: NFX), and Northern Oil & Gas (ticker: 
NOG).  Ipsos reached our fair value target as European equities have performed well in 2015.  SM Energy and Newfield 
Exploration also hit our intrinsic value estimates after the stocks popped due to end of year reports.  We sold Northern Oil & 
Gas after the shares outperformed the peer group early in the year, potentially over enthusiasm related to an activist’s 13D 
filing.  We rotated most of the proceeds into Unit Corp (ticker: UNT), one of our existing energy holdings, which has a stronger 
balance sheet than Northern.  

The Portfolio’s largest contributors in the first quarter were Amdocs (ticker: DOX), SM Energy, and Bio-Rad (ticker: BIO).  Both 
Amdocs and Bio-Rad have long been among the Portfolio’s biggest holdings.  Amdocs has continued to be a reliable cash 
flow generator, steadily building intrinsic value each quarter.  Bio-Rad’s shares rallied after the firm delivered better currency-
neutral revenue performance than investors may have been expecting.  Although Bio-Rad still trades far more cheaply than 
other life sciences companies, management has lost credibility with past projections about the cost and impact of a corporate 
ERP (Enterprise Resource Planning) system.  We partially reduced the position.  While our holding period for SM Energy was 
short, we realized a significant gain.  We remain disciplined in selling energy positions when they factor in more favorable 
outcomes for oil prices than we are anticipating.  

The positions detracting most from the Portfolio’s first quarter performance were Corus Entertainment (ticker: CJR/B CN), 
Tetra Tech (ticker: TTEK), and Contango Oil & Gas (ticker: MCF).  Tetra Tech has struggled to meet guidance as it deals with 
the winding down of its fixed price construction segment in order to focus on its higher-margin consulting work.  Tetra Tech 
is the nation’s leader in consulting on water projects, but it has also aggressively grown its oil & gas business (~one third of 
operating profit).  Some investors may be concerned that oil & gas-related revenue will be pressured, although Tetra Tech is 
primarily exposed to more stable midstream projects.  

Investors reacted negatively to Contango’s end of year production and reserve report and guidance for 2015.  Production fell 
as the company curtailed drilling in response to cratering oil prices.  Management axed planned 2015 capital spending by 73% 
versus 2014, pledging to only drill what is necessary to meet short-term lease expirations, and in limited cases, exploratory 
well tests.  Additionally, after analyzing new well data, Contango lowered its proved reserves due to a negative revision in a 
large offshore gas field.  The company has a nasty habit of haircutting offshore reserves, although it’s admittedly difficult to 
know ahead of time what the decline rate will be for a massive offshore field.  While the reserve adjustment was unwelcome, 
we believe the market’s reaction was more tied to production and capex guidance.  On this front, we think management is 
acting rationally.  Contango has an excellent balance sheet, but its assets are not as robust to lower oil prices as some other 
domestic E&Ps.  They are wise to defer drilling.  Contango may trade at the lowest multiple to NAV of any unlevered small cap 
E&P.  We believe investors give the company little credit for undeveloped reserves or a highly profitable gas joint venture.  For 
those seeking E&P exposure who don’t mind owning a cigar butt, we think Contango is a good bet.  

We typically devote more space in the letter to discussing our underperforming names, and Corus Entertainment was one of 
the Portfolio’s top detractors for the second quarter in a row.  In March, the Canadian Radio-television and Telecommunications 
Commission (CRTC) announced a set of rules requiring TV broadcasters to offer channels on an a la carte basis (“pick-and-
pay”) in Canada in order to “maximize choice.”  Ironically, the CRTC’s decisions should ultimately lead to less viewer choice, with 
smaller channels dying and consumers paying significantly higher prices per channel for survivors.  The policy decisions were 
more stringent than we predicted a few months ago, since we thought regulators would view the new U.S. over-the-top offerings 
of HBO, Showtime, CBS, and others as evidence that strict regulatory involvement was not necessary for the TV bundle to evolve.  
We were wrong and shouldn’t have underestimated the tendency for bureaucrats to cave to political pressures.  
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With that said, we believe we understand Corus’s pick-and-pay predicament better than most investors and sell side analysts.  
First, under an a la carte regime, we think both broadcasters (at the wholesale level) and cable and satellite providers (at 
the retail level) will meaningfully raise prices for popular channels to offset lost volumes.  Many consumers will opt to remain 
in the bundle.  Although Corus will face headwinds from TV unbundling, we believe investors are ignoring the aspects of 
the company’s portfolio that are more resilient to pick-and-pay, including Corus’s radio business, pay networks (e.g. HBO 
Canada), French channels, and merchandising and distribution revenues.  These categories account for an estimated 40%+ 
of EBITDA and are either unrelated to network penetration (radio, merchandise) or already largely distributed on an a la carte 
basis (pay, French).  

That still leaves almost 60% of cash flow that is directly exposed to the effects of pick-and-pay, including both subscriber 
fees and advertising revenue.  Corus’s top 3 networks deliver the lion’s share of profitability, and these are each ranked by 
ratings as top 10 specialty networks in Canada.  We do not expect them to go away, and we think that through shrewd pricing 
calculus the firm can withstand large losses to subscriber revenues even as household penetration falls.  On the advertising 
side, ratings primarily drive revenues, and in theory, most of those households who have been watching the networks will still 
watch them after pick-and-pay is implemented.  We believe that some of Corus’s smaller networks will not survive, but these 
account for a minor share of profitability.  

Pick-and-pay pricing is not Corus’s only issue.  In spite of robust television ratings, the company has stumbled recently 
with shortfalls in advertising from U.S.-based consumer packaged goods manufacturers, partially due to the depreciating 
Canadian dollar.  Also, cord-cutting trends remain an overhang on the whole industry as over-the-top solutions proliferate and 
strengthen.  On the other hand, now that pick-and-pay decisions have been publicized, there may be a higher likelihood of 
Corus merging with Shaw.  The Shaw family controls Corus, and economically it makes sense to combine Corus with Shaw 
Media, the broadcast division.  The merged business would dominate the kids and women’s TV spaces in Canada.  Corus’s 
stock is selling for 9.5x this fiscal year’s guided free cash flow.  In our judgment, this multiple is too low and assumes more 
severe earnings pressure than we are forecasting.

When we think about the small cap market, it reminds us a lot of the rip currents you can find on the Florida beaches less than 
a mile from our offices.  A riptide is a narrow current of water that flows strongly directly away from the shore.  The leading 
cause of ocean deaths are rip currents, as swimmers try in vain to swim against the pull of water.  If you are caught in a rip 
current, you’re supposed to keep calm and swim sideways, parallel to the beach, until you are past the current.  If that doesn’t 
work, try to float until the current loses strength further offshore.  In recent years, short sellers have been swimming against 
the world’s greatest artificial rip current—a central bank-driven bull market.  The strong shorts could survive, exhausted, 
while the weak have already succumbed.  At the Intrepid Small Cap Portfolio, we’ve been swimming sideways, paring 
positions and holding cash, and finding that this rip current has unimaginable breadth, with edges that continue to expand.  
It’s not a freak of nature, but a freak of the Fed.  Most investors have been swimming with the current.  We’re sure the rush 
has felt great, as they reach swimming speeds on par with Olympic athletes and exchange high-fives with Flipper in between 
strokes.  Yet, we wonder if at some point in the future, these folks will pause for air, look around, and realize they are miles 
from shore with no way to make it back safely.  

Thank you for your investment.
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DISCIplIneD ValUe porTFolIo – CommenTary by greg eSTeS, porTFolIo manager 

“Just keep matriculatin’ the ball down the field boys.”
 -- Hall of Fame Football Coach Hank Stram

The quote above seems appropriate to us because it matches our goal of participating in up markets by making progress in 
challenging times.  And these are difficult times for the value investor, as shown by the Intrepid Disciplined Value Portfolio’s high 
cash level of 49.3%.  For the quarter, the Intrepid Disciplined Value Fund (“the Portfolio”) returned 1.58%, net-of-fees, versus the 
S&P 500 Index’s return of 0.95% and the Russell 3000 Index’s return of 1.80%.  

The tough environment that we are witnessing now is evident not only in the Portfolio’s cash level, but also in stock prices.  We 
are not holding this level of cash just for the fun of it.  Rather, we cannot find many individual stocks to purchase.  We believe 
that the market has benefitted from an extraordinarily accommodating Federal Reserve policy that has created excess money 
chasing relatively few investable opportunities.  This cash cannot go into Treasury or high grade bonds with their near zero rates, 
so it goes into riskier assets such as stocks.  Now, Fed Chairwoman Janet Yellen has finally changed that language pertaining to 
rate increases.  In our mind, the language has gone from “wait and see” to a “definitely maybe” by year end.  Such a change in 
language has done nothing really to this bull market.  As a case in point, the current median enterprise value-to-EBIT (earnings 
before interest and taxes) multiple for non-financial companies in the Russell 3000 Index is 21.3 times. Typically, we view this 
multiple as being more helpful than the price-to-earnings ratio because companies have less room to manipulate their EBIT than 
they might for bottom-line GAAP earnings.  On average, we are looking for businesses with EV to EBIT multiples less than ten.  
When the median EV/EBIT is over twenty, it makes it incredibly hard to find much worthwhile in which to invest. 

Out of curiosity, we looked a bit further into the Russell 3000 Index’s component stocks.  Of the 2,373 non-financial companies 
in the index, only 212 – less than 10% – have an EV/EBIT multiple below 10.  Of those select few companies, 55 are energy 
companies, which we mention because EV/EBIT multiples are based upon a company’s earnings over the last twelve months.  
Given the significant drop in the price of oil that is just now beginning to impact these companies’ financial statements, EBIT over 
the next twelve months is bound to be much lower than over the trailing twelve months, which implies richer multiples going 
forward.  What we are left with is a remnant of relatively few potentially cheap stocks.  In many cases, we believe that these 
cheaper companies have problems that make purchase too risky.  To use a fishing analogy, the pond in which we fish has shrunk 
drastically due to a record-long drought. 

Despite the difficulty in finding many ideas for investment, we have nonetheless been able to acquire a couple of stocks, but each 
new addition highlights our previous point: the candidates for investment typically have problems that we need to vet.  For the 
quarter, we added Corus Entertainment (Ticker: CJR/B), a Canadian media company, in late March.  We believe that there is a lot 
to like about this business, which owns some of the top-rated cable networks in Canada, such as YTV (a children’s network) and 
W Network, which is the leading women’s network in Canada.  However, the price has suffered as Canada’s regulatory authority, 
the Canadian Radio-Television and Telecommunications Commission (CRTC), recently announced a roadmap to shift towards 
unbundling of channels, sometimes called pick-and-pay.  This announcement caused a heightened level of uncertainty among 
Canadian media companies, which impacted the share price of Corus.  In our minds, the share price was worth the uncertainty.  

In the case of SanDisk (ticker: SNDK), we were early in establishing a position.  Earlier in the quarter, the company, a leading 
manufacturer of flash media storage products, announced that it was having some inventory issues as it had to temporarily halt 
production at one of its fabrication plants.  The selloff at that point made the stock more appealing to us.  The company is one of 
the market-leaders in flash storage and it has a partnership with Toshiba, which means it has a captive supply of flash chips to 
produce its products.  In addition, we believe that there will be less commoditization for newer 3D flash products, which are more 
difficult to produce than today’s standard two-dimensional offerings.  After the sell-off earlier in the quarter, we bought shares, but 
our timing was not perfect.  The company later announced that weakening sales to businesses and product qualification delays 
would hurt its sales for the next quarter and by extension the full year.  The subsequent stock price reaction meant that SanDisk 
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was our bottom contributor for the quarter.  However, we are taking a longer view of the company’s prospects and have shored 
up our position. 

Our other bottom contributors for the quarter were Mattel (ticker: MAT) and Microsoft (ticker: MSFT).  In both cases, the market 
was disappointed with their respective earnings announcements and weaker outlooks in January.  In the case of Mattel, toy sales 
for the company’s iconic Barbie brand have been weak.  That, along with inventory issues, has left the stock with many doubters.  
For Microsoft, the company is shifting from a transactional model to a recurring revenue model.  In the case of the transactional 
model, the user would purchase Microsoft’s Office product or its Windows operating system once.  In the recurring revenue 
model, the user effectively rents these products, which generates more of a stable recurring revenue stream for the company.  In 
addition to this shift, which has increased investor uncertainty, the company is seeing a move towards its cloud-based services as 
well as the end of a computer refresh cycle for businesses, both of which could potentially increase earnings volatility.  With fewer 
expected commercial PC purchases, the growth of software license sales is likely to slow. Our view of both Mattel and Microsoft 
remains positive for the long-term.

Our top performers include a retailer, a money transfer business, and two lab service providers.  American Eagle Outfitters (ticker: 
AEO) has benefitted from a strengthening dollar, which has reduced its material costs, while its own store sales have improved 
(most of which are domestic).  Readers may recall that this stock had been among our bottom performers for a while. In this case, 
our patience paid off.  We exited the position during the quarter when the price reached our intrinsic value estimate.  For Western 
Union (ticker: WU), the market appears to be gaining confidence that pricing is stabilizing and that management’s initiatives 
to reduce costs will improve its bottom line.  Finally, in a near tie for third place contributor, LabCorp (ticker: LH) and Quest 
Diagnostics (ticker: DGX) have both shown improved volume numbers as more patients are getting lab orders filled.  LabCorp is 
also acquiring Covance (ticker: CVD), which is a contract research organization (CRO) that conducts outsourced clinical trials for 
pharmaceutical companies that are testing new drugs.

We sold a number of positions from the Portfolio during the quarter, including Ipsos (ticker: IPS FP), Aspen Insurance (ticker: 
AHL), Newfield Exploration (ticker: NFX), and SM Energy (ticker: SM).  In addition, we exited Staples (ticker: SPLS), which 
announced its offer to take over Office Depot (ticker: ODP).  This marked the end of our second foray into Staples (we owned it 
first back in 2012-2013).  In all of these cases, the positions were sold because the stock price had reached our intrinsic value 
calculations.  Given the increased sale activity, our cash position rose from last quarter end. 

We close this letter as we typically do by citing the average security discount within the Portfolio, which is 12%.  This is our own 
internal statistic in which we compare each stock within the Fund to our own corresponding estimate of its intrinsic value.  Stocks 
that trade below what we believe they are worth are trading at a discount.  The average is influenced by the size and frequency of 
these discounts.  As one might expect, the level of the average discount is not very big, which we think is the result of a six year 
bull market.  Our job is to find stocks trading at meaningful discounts, and we will continue to look for them, as difficult as it might 
be at this time.  We thank you for investing alongside us.

InCome porTFolIo – CommenTary by JaSon lazarUS, porTFolIo manager 
What strange times we live in when central banks have such an intense fear of the business cycle that they will go to literally 
unprecedented2 lengths to eke out meager economic growth and maintain asset prices, despite the long-term repercussions 
such policies might have.  In January, the European Central Bank announced it would purchase more than 1 trillion in bonds 
over the next several quarters, despite the fact that interest rates were already at extraordinarily low levels in most European 
countries (and in some cases negative).  Now, it’s not just deposit rates that are negative; in many European countries 
investors must pay for the privilege of owning government bonds for maturities up to seven years!  Germany sold 5-year 
government bonds last week that sport a juicy -0.10% yield-to-maturity.  Clearly some buyers of such debt have no intention 
of holding to maturity and locking in a loss.  Instead, most are trying to find a “greater fool” to purchase the bonds at even 

2  I know the term is absurdly overused, but we really are in uncharted waters. 
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higher prices.  While the European intervention is certainly disconcerting, Japan has taken quantitative easing to an entirely 
new level.  According to the Wall Street Journal, since April 2013, the Bank of Japan has purchased Japanese stocks (via 
ETFs) on 76% of the days the market has opened lower in an effort to prop up prices.  The BoJ is also the largest holder of 
Japanese government bonds.  

The miniscule yields found in Japan, Europe and elsewhere have made U.S. government bond yields in the low-single-digits 
seem relatively attractive, and investors plowed into Treasuries in the first quarter.  After defying the forecasts of nearly all 
market prognosticators in 2014, Treasury bond yields sank early in 2015.  The 30-year bond yield continued its descent in 
January, hitting new all-time lows on several trading days before reaching 2.22% on January 30th.  To illustrate a 30-year 
bond’s sensitivity to interest rates, the roughly 0.53% decline in rates in January translated into a price gain of more than 
11%.3 The entire rally and more was erased in February as investors became concerned about a potential Fed rate hike 
occurring in the summer.  Treasuries rallied in the last few weeks of the quarter to register moderate gains, but clearly the 
ride was anything but smooth.  

Broad fixed income markets benefited from the rally in government bonds.  The Barclays U.S. Aggregate Bond Index, which 
is representative of the investment grade bond market as a whole (and includes a large allocation to U.S. Treasuries) rose 
1.61% in the first quarter of 2015.  Investment grade corporate bonds, as measured by the BofA/ML Corporate Index, rose 
2.26% as a result of lower risk-free rates and tighter spreads.  High-yield bonds outperformed both indexes in the quarter 
and experienced less volatility as spread compression helped to offset the jump in rates in February.  The BofA/ML High Yield 
Master II Index (the “Index”) rose 2.54% in the quarter.  High-yield funds have experienced significant inflows in the last few 
months, which has forced portfolio managers to put cash to work regardless of fundamental credit quality.  This demand for 
bonds always favors borrowers.  Moody’s recently reported that the covenant quality of bonds issued in February was at the 
weakest level the firm had ever seen.  Nearly half of high-yield corporate bonds issued during the month were “covenant-lite,” 
which means there were minimal protections to limit actions such as the incurrence of additional debt.  

The Intrepid Income Portfolio (the “Portfolio”) returned 1.48%, net-of-fees, in the quarter.  Our invested assets outperformed 
the Index in the period, but our large cash allocation tempered the Portfolio’s results.  While we believe we have constructed 
a portfolio of attractively-priced securities, we continue to have difficulty finding new opportunities.  The Portfolio’s large cash 
balance reflects our disciplined investment strategy.  If we cannot uncover mispriced securities, we will simply hold cash.  

The top contributor of the first quarter was Northern Oil & Gas 8.000% due 6/01/2020.  Readers might recall that Northern 
happened to be our largest detractor in the full year and fourth quarter of 2014.  The bonds of the oil producer were battered 
last year as the price of crude declined from over $100 per barrel (bbl) to under $50.  As was discussed extensively in last 
quarter’s commentary, we believed investors were overlooking two critical points: 1) the large hedging position that locked in 
most of the company’s 2015 production at $90/bbl, and 2) the significant value of the producing reserves, even assuming low 
oil prices in perpetuity.  When the dust had settled (oil finally stabilized around $45/bbl) and investors began to sort through 
the wreckage, we believe some came to appreciate these points and realized Northern’s bonds were trading at unreasonably 
low levels.  The bonds returned nearly 20% in the first quarter despite oil prices remaining range-bound at around $50/bbl, 
and the notes are now trading above levels last experienced in November of 2014, when oil prices were around $75/bbl.  
While we took the opportunity to rebalance the position as the price rose, Northern continues to be a core position.  

Our positions in AuRico Gold and Ruby Tuesday were the Portfolio’s second and third largest contributors to first quarter 
performance.  AuRico was a negative contributor in the fourth quarter due to the company’s gold exposure.  AuRico is a 
Canadian gold miner, and spot gold prices tumbled in the second half of 2014.  While gold prices were volatile in the first 
quarter, the March 31st spot price was slightly higher than the price on December 31st.  We believe investors became more 
comfortable with the quality of AuRico’s primary mine, which has been in start-up phase.  The ramp-up of the mine has so 
far exceeded management’s targets.  

3  Benchmark Treasury bond: 3% due 11/15/2044
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The Portfolio had only one material detractor in the first quarter, EZCORP’s 2.125% convertible bonds due 6/15/2019, 
which happened to be the top contributor in the fourth quarter of 2014.  The convertible bonds fell about 10 points as the 
company’s equity sold off sharply.  The firm’s fourth quarter earnings were pressured by lower gold prices and weakness in 
the unsecured lending (payday loan) business, neither of which should have been a surprise to investors.  Nevertheless, the 
stock sold off about 20%, which reduced the value of the convertible feature of our bonds.  The stock fell sharply again later 
in the first quarter after the Consumer Financial Protection Bureau (CFPB) announced strict rules that many believe will shrink 
the entire payday loan industry to a fraction of its current size.  The new rules will definitely reduce EZCORP’s earnings power, 
but we have never relied on the payday loan business to support the credit quality.  We estimate that the company’s payday 
loan business represents only about one-third of normalized earnings, and the pawn earnings power and external investments 
easily support the credit quality of the issue, in our opinion.  When we initially purchased the convertible bonds, we ignored 
any value the convertible feature might have; that is, we viewed the issue as a straight bond and assessed the yield relative 
to the company’s credit risk.  We still believe the yield offered by the notes is attractive in spite of the recent negative events.   

In past updates we mentioned that we expected some of our holdings to be called by their issuers in early 2015, and in the 
absence of new opportunities cash levels would likely increase.  Two of our positions were called in their entirety in the first 
quarter: Oshkosh 8.500% due 3/01/2020 and Speedway Motorsports 6.750% due 2/01/2019.  We expect some moderate 
call activity through the summer, which will lead to higher cash balances in the absence of attractive investment opportunities.  

Our ultimate objective is to offer an attractive risk-adjusted return over a full market cycle.  However, paying too much for even 
the highest-quality businesses will not lead to a favorable outcome.  The only thing we can directly control in the investment 
process is the price we pay.  If we don’t believe we are being compensated to bear an investment’s risks, we will simply hold 
cash and wait for better opportunities.  Following this strict discipline during a time when fixed income yields hit new lows 
seemingly every day, has kept the Portfolio’s cash balance elevated for longer than we ever anticipated.  Despite the perceived 
reputational risks that come with breaking away from the “safety” of the herd, we are as committed as ever to maintaining 
the integrity of the investment process.  We are eagerly awaiting the opportunity to put capital to work in a more attractive 
environment.  Thank you for your investment.

InTernaTIonal porTFolIo – CommenTary by ben FranklIn, porTFolIo manager 
Welcome to the first quarterly commentary for the Intrepid International Portfolio (the “Portfolio”).  For those who are not 
familiar with the Portfolio, let me briefly explain our philosophy when investing internationally.  To put it plainly, it’s very similar 
to our domestic process.  We are typically looking for a high quality business trading at a discount to intrinsic value, and we 
will also search for other potentially mispriced securities.  In our opinion, in today’s environment across the globe, most high 
quality businesses are not trading at bargain prices.  We have, however, been able to find some smaller investment ideas that 
we believe others have overlooked.  

During the first quarter of 2015, international securities continued to rise and the MSCI EAFE Index (the “Index”) increased 
4.88%.  As reported on the front page of the Wall Street Journal, at least 17 stock indexes hit record highs in the first quarter.  
We believe securities are increasing in price due to easy-money policies across the globe.  Interest rates are close to zero 
(and in some cases below zero!), enticing investors to look outside of fixed income securities if they want any potential return.  
To some, stocks may look like the next logical place to go for big returns; however, prices of equities have been bid to, as 
mentioned above, record highs, making positive future performance challenging.  

Our performance for the quarter was -2.40%, net-of-fees.  During the first month and a half of the year, we were left 
unhedged due to unforeseen delays by third party partners in processing paperwork to establish a hedging account.  As 
described in our prospectus, we will typically be hedged.  The dollar soared during this unhedged period as the European 
Central Bank (ECB) cranked up the printing presses to purchase government bonds, causing the euro to be especially weak.  
The currency exposure of our foreign securities alone dinged performance for the first month and a half by over 2%.  By 
the middle of February we were able to trade futures, and did so right away.  This turned out to be beneficial, as the dollar 
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continued to strengthen.  The euro has declined by 13% year-to-date and now sits only $0.07 away from parity with the U.S. 
Dollar.  We are invested in countries with currencies other than the euro, all of which declined in the quarter with the belief 
that the U.S. Federal Reserve will likely raise interest rates.  

The largest three detractors to performance for the quarter were Corus Entertainment (ticker: CJR/B CN), Programmed 
Maintenance Services (ticker: PRG AU), and Dundee Corp (ticker: DC/A CN).  Corus Entertainment suffered from an 
announcement by the Canadian Radio-television and Telecommunications Commission (CRTC) that requires television 
broadcasters to offer a “skinny basic” cable package for $25, and this will not include Corus’s children’s channels.  The 
decision is part of a shift toward pick-and-pay, whereby consumers have the option to order their television channels one-by-
one, instead of in a group.  The announcement was not a surprise to us; however, the stock reacted negatively to the news.  
You can find a more detailed explanation in the commentary for the Intrepid Small Cap Portfolio.

Programmed Maintenance Services is an Australian firm that provides maintenance services, as well as supplies the Australian 
market with labor.  The stock has been volatile around a potential merger with a competitor, Skilled Group (ticker: SKE AU).  
Programmed Maintenance Services’ merger proposal was shut down by Skilled Group.  Now the market is trying to guess 
if a new proposal will be attempted and according to the stock price movements, the market appears to believe a merger 
would be beneficial.  However, we believe that even if a new merger is not proposed, Programmed Maintenance Services is 
still worth significantly more than where it is currently trading.  Currency played a large part in the negative contribution of the 
security as the total return for the stock in local currency was -3.3%, compared to -9.8% in USD.  

Dundee is a Canadian holding company with investments in a diverse set of businesses, including the currently weak energy 
sector.  While energy is only a minority of the consolidated business, the company has been, in our opinion, unduly punished 
for these holdings.  The company also has exposure to a public Canadian REIT, DREAM Unlimited (ticker: DRM CN), which 
has seen its stock price decline in recent months.  These negative aspects have reduced our appraised value for the holding 
company; however, the stock is still trading at a significant discount to book value, even adjusting for DREAM’s market price 
and assuming the energy holdings are worthless.

The top equity contributors to the portfolio’s performance for the quarter were Quarto Group (ticker: QRT LN) and GUD 
Holdings (ticker: GUD AU).  Quarto Group is a small illustrated book publisher.  They released mid-year results back in August 
2014 that were poor and the stock suffered.  These results were not disappointing to us as the business is very seasonal, 
with the back half of the fiscal year much more important due to more business being conducted then.  Seasonality has been 
increasing lately, causing first half results to continue to trend poorly while the latter half makes up the shortfall.  Additionally, 
one of the company’s wholesalers filed for bankruptcy, disrupting business in the short-run.  However, management began a 
direct relationship with their customers and cut out the middle man, which we see as a long-term positive development for the 
company despite the short-term pain.  At the end of March, the company reported earnings which showed an improvement 
and the stock reacted positively.

GUD Holdings is an Australian firm that manages a variety of businesses but has historically been known for marketing and 
selling consumer brands such as Sunbeam and Oates products.  The company’s consumer businesses have suffered in 
recent times; however, we believe the diamond in this rough is their auto oil and air filter business where they are a significant 
market leader.  The company reported solid results in almost all of their business segments in January.

Securities that contributed/detracted from portfolio performance can be a complex matter when there are large swings in 
currencies like we have seen year-to-date.  Securities that show a large loss in U.S. Dollars may have even been winners when 
hedging is factored in.  In fact, while the total performance of the Portfolio was negative, the majority of the holdings were up 
in their local currency during the period.

The Intrepid International Portfolio will never look like the Index because we will look anywhere for ideas as the Fund is not 
limited to the large companies typically found in the Index.  However, there are plenty of other places to find potential ideas.  
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While we are disappointed with a negative number out of the gates, we must remember that one quarter is a poor measure 
of long-term performance.  Additionally, we believe the primary contributor to the poor performance, currency swings, cannot 
be predicted consistently.  Going forward, we will attempt to hedge much of the currency exposure.  

To further highlight our value approach, I wanted to share a brief conversation I had during the quarter with Jean-Marie 
Eveillard, former portfolio manager of First Eagle Global.  Jean-Marie asked me if my philosophy was closer to Warren 
Buffett’s or Ben Graham’s.  Warren Buffett has, at least in his later years, been known for buying high-quality businesses, 
whereas Ben Graham (and Buffett in his early years) was focused primarily on buying cheap securities despite business 
quality.  I believe the efficacy of Ben Graham’s philosophy has been downplayed by many in recent years due to Buffett’s 
shift away from it.  However, just this year in Buffett’s shareholder letter, when discussing his investment philosophy in his 
early years when it was similar to Ben Graham’s, he stated, “My cigar-butt strategy worked very well while I was managing 
small sums.  Indeed, the many dozens of free puffs I obtained in the 1950s made that decade by far the best of my life 
for both relative and absolute performance.”  We don’t think either approach should be ignored.  Ideally, we’d like to 
buy cheap high-quality businesses, but these are close to nonexistent in times when many indexes are hitting record highs.  
We have found a few, but it is increasingly difficult.  Internationally, however, we have found a few securities that are cheap 
enough to warrant purchase.  Buying at a significant discount to the net assets on the balance sheet provides us with what 
we believe is an adequate margin of safety.  In fact, we’ve even been able to find at least one idea that is a ‘net-net’.  This is 
virtually unheard of in the United States, as well as in larger companies in developed markets.  However, when scouring small 
businesses in developed markets for value, these do come along occasionally.  So is my philosophy closer to Warren Buffett or 
Ben Graham?  My answer is: it depends on our estimated margin of safety.  There are times when I would take a significantly 
undervalued security over a higher quality business trading at only a minor discount.  I believe that keeping an open mind and 
not discriminating can produce better investment results.  

Lastly, we believe that the small size of the Intrepid International Portfolio provides us with a competitive advantage.  We can 
search for small companies that other larger investors would completely overlook due solely to the small size of the securities.  
This means less competition for us, and potentially more investable ideas as there are many more of these small businesses 
to rummage through in an effort to find strong investment results.  Some may claim that, with thousands of international 
securities, there must be plenty of easy investment ideas out there.  We believe there are some, but a rising tide lifts all ships 
and most of the few that are below water deserve to be there.  We will continue to investigate each of these for the few that 
have some buoyancy.  Thank you for your trust in Intrepid and our process; it’s a responsibility we don’t take lightly.  Thank 
you for your investment.
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Thank you for entrusting us with your hard earned capital, it is not a position we take lightly.

Best regards,

Mark F. Travis
President/C.E.O.
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