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Dear Friends and Clients, 
The fourth quarter of 2018 had some unfortunate similarities to the financial crisis of 2008 subsequent to the bankruptcy of 

Lehman Brothers.  The Russell 2000, a broad-based equity index of U.S. small capitalization businesses, fell just over 20% in 

this period.  As we approached the latter part of December, the trading environment had what I like to call a “get me out” feel, 

where fear was palpable and anything and everything was sold regardless of price.  

Volatility, as measured by the VIX, spiked over 30, a threshold usually associated with market panic, just before Christmas.  By 

the end of the year there was virtually no place on the globe for investors to hide, other than cash and short Treasury bills. Even 

by mid-November, before the havoc had reached its crescendo, an astounding 90% of the 70 asset classes tracked by Deutsche 

Bank were negative year-to-date.  The synchronized downward spiral broke the previous record set in 1920, when 84% of asset 

classes posted negative returns, and stood in sharp contrast to 2017, when just 1% of asset classes were in the red.1

If you’ll recall, 2018 started out with a painful bout of volatility, which caused convulsions in “short-vol” strategies – bets that 

volatility would remain at historic lows – that had boomed in popularity during the ultra-calm days of 2017.  Apart from a 

few financial products that were forced to liquidate within a few days during “Volmageddon,” the U.S. markets shook off the 

unpleasant episode and resumed climbing until late September, when “risk-off” again became the prevailing attitude.

This latest cluster of volatility, as is often the case, presents investors such as yours truly with an opportunity to distinguish 

between the price and the value of a security.  They are not the same, and we are always interested when the latter is 

considerably higher than the former.  We like to look at periods such as these as an opportunity to restock with higher-quality 

businesses trading at large discounts to private market value, which is why we have been opportunistic buyers over the last 

few months.  Our intent is to be positioned well for the next up cycle, whenever that occurs.

We believe some of what hurt us this quarter and calendar year in the Intrepid Balanced Portfolio (the “Portfolio”) was our desire, 

as always, not to hug our benchmarks, in an effort to shield shareholders from inevitable severe drawdowns (30-50%) that 

occur every so often in the equity indexes. I had hoped our attempts to diversify away from the richly valued companies in the 

S&P 500 would work better than they did.  Please keep in mind the Portfolio was down 11.23%, net-of-fees, for the quarter 

ending December 31, 2018.  The Blended Benchmark consisting of 60% S&P 500 Index and 40% ICE BofAML High Yield Index 

declined 9.98%, the S&P 500 Index declined 13.52% and the Russell 2000 Index declined 20.20% for the same period.  
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        10/1/2018 to 12/31/2018
Dow Jones: -11.31%
S&P 500: -13.52%
NASDAQ: -17.29%
Russell 2000: -20.20%
MSCI EAFE: -12.54%

“What matters isn’t how well you play when you’re playing well. What 
matters is how well you play when you’re playing badly.”

                                                                            —  Martina Navratilova

1  Otani, Akane & Wursthorn, Michael. “No Refuge for Investors as 2018 Rout Sends Stocks, Bonds, Oil Lower.” Wall Street Journal. 25 Nov. 2018.
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I and others at Intrepid have consistently voiced concerns about the easy money policies of central banks for most of the 

last decade and the distorted economic incentives created by their collective rate suppression activity.  I think we are finally 

beginning to see the ripple effects of the toxic brew of artificially high prices supported by not only the Federal Reserve in the 

U.S., but the European Central Bank and Bank of Japan as well.  The Federal Reserve has moved from quantitative easing (QE) 

to Quantitative Tightening (QT) with four quarter point (0.25%) adjustments in the Fed Funds Rate in 2018.    

As I have argued in prior communications, if the objective of QE was to support the prices of financial assets, then QT, while 

not the exact opposite mechanically, must nonetheless create a headwind for asset prices.  Add in a potential trade war with 

China, a change of control in the U.S. House of Representatives, and lest we forget, those timely presidential tweets, and you 

have a recipe for a high degree of investor uncertainty, something financial markets have historically loathed.

My job, as I see it, is to try to keep a steady hand on the tiller and, in the words of Rudyard Kipling, not lose my head when all 

about me are losing theirs.  The Martina Navratilova quote is appropriate to this situation.  My goal continues to be to keep the 

equity, fixed income, and cash allocation at levels I believe are appropriate to deliver attractive long-term risk-adjusted results.  

As of December 31, 2018, the portfolio was 54.6% equity, 38.6% fixed income and 6.8% cash.

In light of the difficult fourth quarter capping off a negative return year for both Intrepid and all the major indices, I will start by 

discussing the detractors to performance; or as I call them with tongue firmly planted in cheek, the “seemed like a good idea 

at the time” bucket.  The portfolio’s largest detractors for the quarter ended December 31, 2018 include Net1 UEPS (ticker: 

UEPS), Protective Insurance (ticker: PTVCB), and Royal Mail (ticker: RMG LN).  The portfolio’s primary contributors for the 

same period were Dollar Tree (ticker: DLTR), Teradata (ticker: TDC), and Bemis 6.8% bonds due in 2019.

In November, Net1 UEPS reported 1st quarter earnings that drove the stock down precipitously. As expected, the company’s 

contract with the South African Social Security Agency (SASSA) was successfully terminated at the end of September but 

the losses from the legacy cost structure of the SASSA contract ate into profitability more than was expected and spooked 

investors.  These losses were made worse by an ongoing legal dispute with the government over how much UEPS should be 

paid for the final contract extension.  Despite the messiness of the transition period Net1 finds itself in and the accompanying 

first quarter hiccup, we remain bullish on the company.

Protective Insurance recorded a large adjustment to its commercial auto reserve in the quarter, indicating their challenges in 

this business line are not over.  The company is not alone in its struggles with this sector and has been aggressively raising 

rates in response.  In addition, the company’s CEO abruptly resigned in October which continued a disappointing trend of 

executive and board member departures.  The selloff, most of which took place after these events, was likely also influenced 

by general market selling, as well as Protective’s exposure to the equity markets via its investment book.  

At year-end, the stock was trading at a mere 64% of tangible book value, which matches its trough valuation in the depths of 

the financial crisis.  In perhaps a sign of good news, the company announced in October that it formed a sub-committee to 

explore opportunities to maximize long-term value, including the possibility of a transaction.  We think the company would fetch 

a valuation far higher than today’s price in an acquisition but believe the stock represents a compelling opportunity regardless 

of whether the board decides to sell.

Royal Mail’s shares cratered by 25% in the first two days of the fourth quarter after the company issued a profit warning.  

Management had reaffirmed their outlook and guidance for the year in July, but the expected productivity improvements that 
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were supposed to boost the bottom line came in significantly below target.  The shortfall was a result of residual effects from a 

labor union dispute earlier in the year and delayed implementation of several cost saving projects, and it had an outsized effect 

on profitability because of the company’s high operating leverage.  On the positive side, Royal Mail still generates high amounts 

of cash and has the best delivery network in the UK, along with a shrinking reliance on letter volumes, which are in secular 

decline.  We still believe the shares are undervalued despite the economic risks facing the business.

Despite the general sense of gloominess in the financial world, there were several positive developments at Intrepid during the 

quarter that I would like to highlight.  Our equity strategies all performed at or near the top of their respective peer groups in 

the fourth quarter as the market rolled over.  Our fixed income strategy, as well as the bond holdings in the Portfolio, performed 

admirably for both the quarter and the year as our focus on short-duration, high-quality corporate debt paid off as rates rose, 

credit spreads widened, and investment grade and high yield bond markets fell late in the year.  There was no magic bullet to 

fully insulate investors from the widespread selling of the last few months, but we believe our recent results, in a small way, 

validate our defensive positioning.

The other silver lining is that we’ve finally started seeing opportunities to put cash to work, which we’ve said for several years 

that we would do if valuations became more reasonable.  Most of our strategies were net buyers in the fourth quarter, and we 

have added a combined nine new holdings firmwide as companies we’ve been following became attractively priced.  If we see 

more volatility in 2019, I expect this trend to continue, and I am confident that we have a talented and capable team in place 

to continue turning over rocks in search of undervalued names.  

Speaking of the team, we celebrated the addition, or rather re-addition, of Joe Van Cavage, CFA to the “Intrepid brain trust,” 

as I like to call our investment team.  Joe worked with us briefly as an analyst in 2010 and rejoined the team in December.  He 

will serve alongside Matt Parker, CFA, CPA in managing the day-to-day operations of the Small Cap Portfolio and has already 

contributed meaningfully to our collective research efforts.

I am never happy to convey disappointing performance results. However, to earn the higher returns historically offered by the 

equity markets, we believe investors must endure the drawdowns in prices that occur from time to time, often without a known 

catalyst.  Financial markets are fickle creatures in the short run, and while this past year has not played to our benefit, I have the 

utmost confidence that buying businesses at a discount to their fair value will continue to be a viable and rewarding investment 

strategy in the long run.  We believe our risk-conscious, valuation-driven process is appropriate for long-term pools of capital.

Thank you for your continued support.

All the best,

Mark F. Travis

President/CEO
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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 15-year period ending December 31, 2018. 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 which, through name changes is currently the ICE BofAML US HY.
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