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“In prosperity, caution; in adversity, patience.”
                                                                                                        — Dutch Proverb 

Dear Friends and Clients, 

I’m beginning to think a neck brace is a necessity as an equity investor after the whiplash the markets have delivered in the last 
two quarters.  To set the stage for the impressive rally in the first quarter of 2019, we have to look back to mid-December when 
the Federal Open Market Committee (FOMC) hiked interest rates for the ninth time of this economic expansion, even as global 
stocks were quickly descending into a bear market.  Markets viewed the hike as a signal the FOMC was serious about curbing 
excesses in corporate credit – excesses we at Intrepid have discussed at length in previous letters.   

But in January the Federal Reserve, led by chairman Jerome Powell, abruptly reversed course.  Mr. Powell merely uttered the 
word “patience” (four times, but who’s counting?) in an early January interview regarding the Fed’s position for the rest of 2019, 
which investors interpreted as a sign of the Fed’s willingness to pump the brakes on interest rate hikes, and off to the races the 
equity markets went.  Mr. Powell and other FOMC members reinforced the expectation that they would revert to supporting the 
markets with subsequent comments in the financial media during the quarter.  In a classic Pavlovian response, the S&P 500 
Index and Russell 2000 Index both posted returns in the low teens for the first quarter ended March 31, 2019, the best quarterly 
return since the early days of the financial crisis recovery in mid-2009.  

That’s the good news.  The bad news is that by returning to its accommodative policies of the last decade in an effort to 
support asset prices, the Fed risks overheating a healthy economy that by most measures is already running at full capacity and 
employment.  While positive for markets in the short term, this strategy increases the risk of potentially more damaging excesses 
down the road.

For the quarter ended March 31, 2019, the Intrepid Balanced Portfolio (the “Portfolio”) increased 5.12%, net-of-fees, compared 
to an increase of 8.75% for the Portfolio’s balanced benchmark, comprised of 60% S&P 500/40% Bloomberg Barclays 
Government Credit 1-5 Yr Index, and 13.65% and 14.58% for the S&P 500 and Russell 2000, respectively.  

The sense of borderline panic I observed in the market in December 2018 reminded me of the fourth quarter ten years prior 
(2008) in the aftermath of Lehman’s failure.  My father, Forrest, is fond of saying, “In times like these, let’s not lose our heads 
while those around us are losing theirs.”  With that ringing in my ears, and with the help of our analyst team, we were able to 
acquire a total of ten new securities in the quarter that we believe were mispriced and have long-term merit for our portfolio.  
Seven of the new additions were equity holdings, three were corporate bonds, and most were purchased in early-to-mid January 
before the rally kicked into high gear.  I would like to highlight the three largest purchases.

Cabot Oil & Gas (ticker: COG) is a $11 billion market cap oil and gas company that produces over 2% of the United States’ natural 
gas supply from its large, productive field in Pennsylvania’s Marcellus shale formation.  We believe it is one of the highest-quality 
energy companies in the mid cap universe, but this quality hasn’t been recognized because of the general negative sentiment 
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around natural gas producers.  As a low-cost producer due to the exceptional location of its reserves, Cabot expects to grow 
production over 20% in 2019 while reducing capital expenditures and generating strong free cash flow – a combination of 
qualities that is highly unusual in small and mid-cap energy.

Sykes Enterprises (ticker: SYKE) is a global call center business that provides customer care support for financial services, 
communication and technology companies and sports a $1.2 billion market cap.  Sykes is juggling several issues that have 
weighed on its market value: challenging wage and labor availability trends, a reduction in call volumes at major telecom 
customers, and low capacity utilization at its domestic call centers.  These are common occurrences in the call center industry, 
and Sykes management is taking active steps to address them by moving customer programs overseas and rationalizing a large 
percentage of its US capacity.  Margins have already begun to recover to normalized ranges, and the company’s strong balance 
sheet with net cash should provide additional stability.  We were able to acquire shares after the stock fell 26% between early 
November and late December, much of which the stock recovered by the end of the first quarter.

Vistra Energy (ticker: VST) was formerly the unregulated subsidiary of TXU, the largest leveraged buyout ever in 2007 and then 
the largest corporate bankruptcy ever in 2012.  Vistra was spun off in 2016 and emerged from bankruptcy with almost no debt. 
In 2018, it completed a merger that diversified it away from its concentration in Texas, added scale, and made it the largest 
independent power producer in the country. 

Vistra’s industry of competitive power has historically operated in a highly leveraged, “go for broke” fashion by trying to play the 
upside of volatile power cycles and shown no supply discipline when building new generation capacity. This has left a trail of 
disillusioned equity investors who have not yet realized that the industry is showing much more supply discipline than in the past 
and that Vistra is deliberately trying to structure itself to (1) generate stable, bond-like cash flows at the expense of missing out 
on wild cyclical industry swings, and (2) virtually eliminate the risk of any future financial distress. We believe equity investors 
have yet to process these developments and are still punishing Vistra for sins of the industry’s past by valuing the company with 
a high-teens free cash flow yield – something more appropriate for a stock with a high degree of operating AND financial risk.

In contrast, credit investors have already reacted positively to these changes, and as such have facilitated the company’s ability 
to refinance existing debt at attractive mid-single digit rates. This discrepancy has created an opportunity to purchase the stock 
of a company that is generating so much free cash flow relative to its stock price that it is deleveraging, repurchasing shares, 
and growing a dividend all at the same time.  We hope to benefit from these actions as we wait for equity investors to eventually 
recognize the improved business model and re-rate the company accordingly.

As affirmation of our vigorous valuation process, it is always pleasing to see businesses we’ve acquired in the Portfolio be bought 
out at prices close to (or even better, above) where we have valued their share prices.  This happened with two of our holdings in 
the first quarter, which made them both top contributors to the Portfolio with over 25% returns for each.  

First, Oaktree Asset Management (ticker: OAK) sold a majority stake in its business to Brookfield Asset Management (ticker: 
BAM) in a cash and stock deal worth $4.7 billion at the time it was announced.  Oaktree, run by noted distressed debt investor 
Howard Marks, was organized as a public partnership which, as some of our shareholders know from firsthand experience, 
requires the generation of a Schedule K-1 for reporting to the IRS.  Private equity competitors KKR & Co. (ticker: KKR) and Ares 
Management Corp. (ticker: ARES) both chose last year to convert from partnerships to C corporations, a choice that became 
more palatable because of tax reform.  As KKR COO Scott Nuttall said, “Our stock has been too challenging to buy and too 
challenging to own, so many investors go elsewhere.”  We believe the move helped lift their respective share prices by simplifying 
the tax filing requirements and appealing to a broader shareholder base, and Oaktree could see similar halo effects under the 
Brookfield umbrella.  

At an implied 12% premium over the pre-announcement price, we think Brookfield paid a very modest amount for Oaktree, which is 
a positive for its shareholders and a negative for us as OAK shareholders.  Our estimated fair value for Oaktree was $50 per share, 
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and the buyout was remarkably close to this price at $49 per share.  However, between a healthy dividend yield of almost 6% and 
the buyout premium, we think the position gave us a reasonable risk-adjusted total return over our five-year holding period.

The second buyout, Stallergenes Greer (ticker: STAGR FP), is a closely held, London-based manufacturer of allergy immunotherapy 
treatment products that became profitable again in 2018 after several years of operational struggles.  The firm was already 84% 
owned by Waypoint, a Geneva-based family office run by Ernesto Bertarelli, Switzerland’s richest man, and in March, Ares 
Life Sciences, a subsidiary of Waypoint, agreed to take Stallergenes Greer private.  The cash buyout of the remaining 16% is 
Bertarelli’s second largest public pharmaceutical company acquisition in the last year and values STAGR at $830 million, a 43% 
premium to its pre-announcement price.

Aside from the two buyouts, other top contributors to the Portfolio for the first quarter were Sketchers (ticker: SKX), Dollar Tree 
(ticker: DLTR), and Cisco Systems (ticker: CSCO).  The five largest detractors to performance for the quarter were Net 1 UEPS 
Technologies (ticker:  UEPS), Party City (ticker: PRTY), Greenhill & Co. (ticker: GHL), Hornbach Baumarkt AG (ticker: HBM GR), 
and Royal Mail (ticker: RMG LN).

After a difficult 2018, it is nice to be off to a positive start in 2019.  The acquisitions of Oaktree and Stallergenes have created some 
cash within the Portfolio which we are trying to intelligently redeploy in companies with similar price and quality characteristics to 
the securities we purchased late in 2018.

Thank you for your continued support.

Best regards,

Mark F. Travis
President/CEO 

SMALL CAP PORTFOLIO – COMMENTARY BY JOE VAN CAVAGE, CFA, CO-PORTFOLIO MANAGER  
AND MATT PARKER, CFA, CO-PORTFOLIO MANAGER 

Stock and bond markets bounced back sharply in early 2019 after demonstrating broad and severe volatility late in 2018. The 
Morningstar Small Cap Index returned an impressive 15.50% in the first three months of 2019. 

The Small Cap Portfolio’s (the “Portfolio”) results were not as impressive, returning 2.24%, net-of-fees, during this period. The 
Portfolio’s large Treasuries position and focus on stocks with stable fundamentals and operating profiles drove a high degree of 
underperformance in a “risk-on” market with little downside volatility. 

However, these same characteristics and positioning drove significant outperformance for the Portfolio during the last three 
months of 2018.  As a reminder, the Portfolio returned -3.46%, net-of-fees, in calendar Q4 2018 versus the Morningstar Small 
Cap Index’s -19.54%. When linking these two quarters, the Portfolio outperformed by returning -1.49% versus -7.06% for the 
Morningstar Small Cap Index.

The Portfolio’s strategy is designed around three objectives: i) to generate positive absolute returns; ii) avoid large drawdowns of 
capital; and iii) take advantage during periods of volatility.  These three objectives combine to create guardrails that encourage 
us to take risks with your capital when it is attractively priced, avoid risk with your capital when expected returns are inadequate, 
and – in doing so – compound your capital in a manner that over-compensates you for the amount of risk you took by 
participating in the stock market.

We think the last six months provide a unique opportunity over which to judge the Portfolio on these objectives, as it included 
both the wild panic and euphoria reminiscent of a full market cycle – in only a fraction of the time frame. 
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Over this period, our disciplined absolute return focus clearly added value above the index, primarily by avoiding large drawdowns 
on your capital.  However, due to the lackluster upside we demonstrated during calendar Q1, we did fall short of our objective of 
generating positive absolute returns during the full six-month period.  While small cap indices fell much more than the Portfolio, we 
are not satisfied with outperformance when it includes a slightly negative absolute return, even over a short “mini” market cycle.

Finally, it’s important to assess what actions we took to exploit the recent volatility in order to achieve the Portfolio’s objectives 
moving forward. 

You may remember that the Portfolio was extremely active (relative to its recent history) in the fourth quarter of 2018 as markets 
buckled and went into freefall. In that short time frame, we added four new positions in high-quality small cap companies with 
pristine balance sheets. Despite the rally in small cap prices to date in 2019, we were able to continue to find attractively priced 
opportunities – primarily by pivoting our focus throughout our opportunity set to companies with a bit more financial leverage. In 
fact, four of the six new positions established in Q1 2019 possess meaningful debt on their balance sheet.

This flexible approach allowed us to benefit by avoiding companies with a higher degree of financial risk when they were not 
priced as such, but then swoop in and selectively take on this risk as interest rates rose, credit spreads widened, and high yield 
issuance closed late in 2018 – punishing stocks with any sort of leverage concern. Of note, we remained disciplined when 
sourcing these opportunities with higher debt levels, requiring higher absolute returns on equity and a stable operating profile 
combined with ample asset coverage or extended debt maturities. 

Essentially, we quickly shifted our focus in early Q1 2019 from avoiding financial risk to looking for opportunities to take it on 
in an acceptable manner.  Later in the quarter, we again utilized our flexible, opportunistic mandate to purchase a well-run, 
conservatively-financed bank – the Portfolio’s first bank investment in nine years – as investors began to aggressively price the 
risk of an inverted yield curve into bank stocks. We also purchased an energy stock with a strong balance sheet and added 
meaningfully to two positions initially purchased in the fourth quarter of 2018, Cabot Oil & Gas and Protector Forsikring. 

In summary, this activity drove the Portfolio’s cash levels down to 59.7% at the end of the first quarter, a decline of 13.5% from 
the 73.2% cash position at the end of Q4 2018. This follows the 9.3% decline that occurred in Q4 2018 from the 82.5% cash 
balance at the end of Q3 2018.

As a result, the Portfolio’s equity exposure has more than doubled over the last six months.  Despite the meaningful change in 
positioning, this does not represent a change in the Portfolio’s strategy.  Over this six-month period, we have been deliberate 
about utilizing any adverse market conditions or circumstances to take advantage of opportunities presented by volatility – 
consistent with the core objectives listed above.  Executing on this objective drove the change in the Portfolio’s exposure, rather 
than any top-down change in strategy.

However, the increased equity exposure does represent a meaningful step-change in the potential return profile of the Portfolio.  In 
that sense, we are excited to be able to address the objective we fell just short on (generating positive absolute returns) through the 
ten new stocks introduced over the last six months, all purchased at prices we believe will provide attractive absolute returns over 
reasonable holding periods.  While we reiterate our disappointment in our modest upside performance during the first quarter, we 
are encouraged by the fact that our best performing stocks were all new holdings purchased over the last six months. 

New purchases
• SP Plus Corporation (ticker: SP) is a leading parking facility operator in the US for office buildings, airports, hotels,  
 hospitals, etc.  Like many small caps with debt, SP sold off sharply late in 2018.  However, SP’s debt load is comfortably  
 supported by its stable operations and attractive business model primarily consisting of fixed rate contracts. 

• PotlatchDeltic Corporation (ticker: PCH) is a leading timber REIT and top-10 lumber producer in the US.  Investor  
 concerns about the state of the housing market provided the opportunity to purchase the company’s stock at an  
 attractive discount to the value of its high-quality timberland and lumber mill assets.  While the company sports a  
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 leverage ratio of 2.2x, it is very well supported by the value of its assets and is much less levered than its timber peers  
 or companies in other REIT categories.

• Hanesbrands, Inc. (ticker: HBI) owns and distributes many leading brands in innerwear, intimates, and activewear  
 apparel.  Despite a meaningful debt load, the company is utilizing its substantial free cash flow generation to aggressively  
 deleverage while maintaining an attractive dividend. HBI’s recent results also indicate a return to growth due to  
 stabilization in several core innerwear categories, along with booming distribution expansion in its 100-year-old  
 Champion activewear brand, which has made a comeback as a fashion statement brand with teens, millennials and  
 celebrities.

• Ingles Markets, Inc. (ticker: IMKTA) is a regional grocery chain with stores throughout six states in the Southeast  
 US.  Ingles’ rural store base has shielded it from many of the negative external pressures in the broad grocery category  
 over the past several years, including new entrants, price competition, omni-channel adoption, and channel convergence.   
 In addition, Ingles has aggressively invested in modernizing its stores to ensure it can compete as customer tastes and  
 preferences change.  While the company carries debt on its balance sheet, it also has substantial real estate holdings  
 that support the debt (80% of it store locations are owned) and steady operating income that easily covers interest  
 expense several times over. 

• Bonanza Creek Energy Inc. (ticker: BCEI) is an energy producer with 67,000 net acres of primarily oil-producing  
 property in the Wattenberg Field in Weld County, Colorado.  The company sports an attractive investment profile that  
 includes an extremely strong balance sheet and the ability to grow production at a 20% rate while maintaining low  
 leverage and a high degree of liquidity.  In addition, the company trades at a substantial discount to the replacement  
 cost of its producing assets and owns a hidden midstream asset that has attracted interest from external parties in the  
 past.  We believe BCEI’s stock is depressed primarily due to political risk in Colorado as legislators plot industry- 
 unfriendly reforms, but we expect the company’s valuation to re-rate as the regulatory changes become finalized and  
 investor uncertainty diminishes. 

• Hilltop Holdings, Inc. (ticker: HTH) is a holding company whose primary operations are a regional bank and a  
 handful of ancillary finance-related businesses.  Hilltop’s stock has underperformed due to a flattening yield curve  
 and slower-than-expected loan growth. However, we believe the firm has been well-managed and the deliberate effort  
 to restrain loan growth in the interest of good underwriting has masked meaningfully higher earnings power. 

Sales
• We sold the Portfolio’s entire position in Donnelley Financial Solutions, Inc. (DFIN) during the first quarter,  
 reallocating the proceeds in the opportunities discussed above. A combination of challenging fundamentals, our concern  
 regarding management’s decision to invest in growth in its mature legacy business line, and management’s reluctance  
 to return value to shareholders drove our decision.

Top three contributors:
• Skechers USA, Inc. (SKX) reported robust growth and better-than-expected margins for the fourth quarter of 2018,  
 which drove a reversal in investor pessimism and a higher stock price following several quarters of slowing domestic  
 results and margin compression.  We believe the stock still trades at a meaningful discount to its valuation based on  
 reasonable assumptions and continue to maintain the position.

• During the quarter, it was reported that Protective Insurance Corporation (PTVCB) was in talks with several  
 potential acquirers. This followed the company’s announcement in October of the formation of a Board subcommittee  
 to explore opportunities to maximize long-term value, a common precursor to a company sale.  The share price  
 increased as a result of this development.  We continue to maintain a meaningful position in the stock. 
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• Cabot Oil and Gas Corporation (COG) reported in-line results and, more importantly, began to show proof points  
 regarding its two primary catalysts: a return to 20% production growth and an improvement in differentials as new  
 takeaway pipelines begin operations.  COG also jettisoned its only small exploration project during the quarter, clearing  
 the way for consistent 20% production growth, reduced capex, substantial free cash flow production, and accelerated  
 shareholder returns.  We increased the Portfolio’s position meaningfully during the quarter and it is now our top holding.

Top three detractors:
• Net 1 UEPS Technologies, Inc. (UEPS) was the largest negative contributor during the quarter.  In late January,  
 UEPS preannounced two pieces of negative news: the reversal of a key South African Court decision and large  
 operating losses in the December quarter.  While we still believe there is value in the company’s collections of operating  
 and investment assets, our confidence in management’s ability to realize that value has diminished materially.  As a  
 result, we have substantially reduced Net1’s position size in the Portfolio.

• Amdocs Limited (DOX) reported satisfactory results but fell victim to a highly-publicized short seller report in early  
 January that was skeptical of the company’s growth profile, accounting policies, and numerous other characteristics.   
 While hyperbolic on many points, the report did raise some important questions, which we believe management  
 addressed more than adequately on their Q4 earnings call several weeks later.  Nevertheless, the accusations did  
 create an overhang on the stock during the quarter.  We have maintained the Portfolio’s position.

• Hallmark Financial’s (HALL) stock fell during the first quarter despite Q4 results showcasing improved underwriting.   
 While the company’s investment holdings predictably lost some value in Q4, we believe the stock’s decline was more  
 due to the under-followed nature of this small, closely-held company than any fundamental developments.  We  
 maintained our position in the Portfolio.

Looking forward, we are committed to executing on our core objectives by remaining focused on capital preservation, while 
finding opportunities to put capital to work at attractive risk-adjusted returns.  We will remain both highly disciplined and highly 
opportunistic.  While we cannot commit to doubling the size of the Portfolio’s equity exposure again over the next six months – 
cash levels remain dependent on the potential returns available in high-quality small cap companies – we stand prepared to do 
so should the opportunity arise.  The flexibility to move quickly and opportunistically has been a hallmark of this strategy’s ability 
to add value throughout past market cycles.  We believe this will prove to be true regarding our recent spike in activity, along 
with future opportunities to do so as they emerge.  Thank you for your investment.  

DISCIPLINED VALUE PORTFOLIO – COMMENTARY BY CLAY KIRKLAND, CFA, PORTFOLIO MANAGER

The first quarter of 2019 began with the world’s largest company, Apple, cutting its outlook for the year.  It appeared as though 
we were set to see an extension of the volatility experienced in the fourth quarter and a further descent in the indices.  However, 
Federal Reserve Chairman Jerome Powell’s early January comments, which were reiterated throughout the quarter, were enough 
to calm fears that the Fed was raising interest rates too quickly.  The indices never looked back and rocketed to the best first 
quarter since 1998.1  Growth was once again favored over value, with some small cap growth indices outperforming small cap 
value by over 500 basis points in the quarter.

The Intrepid Disciplined Value Portfolio’s (the “Portfolio”) return of 6.04%, net-of-fees, fell well short of the S&P 500 Index and 
the S&P MidCap 400 Index for the quarter.  While this is an attractive absolute return for a quarter, we expected to do better.  We 
were hampered by higher than ideal cash levels in January, and frankly, many positions that inexplicably sat still as most stocks 
rallied.  Perhaps most frustrating were a few positions that performed very well before giving back most of their gains, and in one 
case it resulted in a nearly 150 basis point reversal in the Portfolio’s return.

  

1  For the S&P 500
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As mentioned in the last letter, the Intrepid Select Portfolio merged into the Disciplined Value Portfolio in late January.  This 
resulted in new positions and required a rebalance of the portfolio.  Rather than go through every new name that merged into the 
Disciplined Value Portfolio, we will instead focus on the new purchases.

We continue to find undervalued securities and have been deploying capital, leaving cash of 10% at quarter end.  New purchases 
during the quarter include Vistra Energy (ticker: VST), Take-Two Interactive Software (ticker: TTWO), Multi-Color Corp (ticker: 
LABL), and Bonanza Creek Energy (ticker: BCEI).

Vistra Energy was a subsidiary of TXU and was spun off in 2016.  It emerged from bankruptcy with little debt and is now the 
largest independent power producer in the country.  Vistra’s management team is top-notch in our opinion and has committed 
to maintain a strong balance sheet by remaining disciplined in its approach.  In what has historically been a volatile industry, 
the company is taking a different approach, having structured itself seeking to generate stable cash flows while taking little 
balance sheet risk.  Vistra generates copious free cash flow and has a high-teens yield at its current valuation.  The company 
recently announced a dividend and is also repurchasing shares. For additional details on Vistra, please see the Intrepid 
Balanced Portfolio’s commentary.   

Multi-Color Corp is a company we have followed for years as holders of its debt.  The label manufacturer has been around for 
over a century and produces a variety of labels for products like detergents, beverages, chewing gum, and liquid cleaners.  Its 
customers include large corporations like Proctor & Gamble and Miller Brewing.  We purchased shares shortly before it was 
announced that the company would be acquired by a private equity firm that owns a competitor.  The premium is not what we 
would have expected, but we do acknowledge that the company is facing some challenges that will take time to work through, so 
going private was the right move in our opinion.

Bonanza Creek Energy is a small cap E&P (Exploration & Production) with 67,000 net acres in Weld County, Colorado.  Similar 
to other Colorado-exposed producers, Bonanza trades at extremely depressed multiples primarily due to political risk as Colorado 
legislators work to implement regulatory changes.  We do not believe Bonanza will be materially affected by the proposed changes 
and anticipate the valuation to re-rate once everything is finalized.  As it stands now, Bonanza is in the unique position of having 
a very clean balance sheet with little debt that should support 20%+ production growth going forward.  Furthermore, the market 
is assigning little to no value to its midstream operations, despite the company having fetched bids for the asset in the past 
amounting to half of the company’s current market cap.

Take-Two Interactive Software develops and publishes video games.  It is the owner of some of the most popular and valuable 
franchises like Grand Theft Auto.  The group has come under pressure over the past year due to competition from a new entrant 
in the space.  We like the asset-light business and the fact that Take-Two has over $1.6 billion in cash on its balance sheet.  We 
believe the company’s earnings power is significantly higher and is being undervalued by investors.  In addition, the fact that its 
recurring revenue streams continue to grow should help margins improve. 

The three largest contributors in the quarter were Oaktree Capital Group (ticker: OAK), Laboratory Corp (ticker: LH), and 
Skechers USA (ticker: SKX).

We have written about Oaktree in the past and thought of it as a defensive investment.  We argued the distressed credit investment 
manager would be able to call (and begin charging fees) on committed capital that has been standing by idle whenever the credit 
markets experienced turmoil.  We will not have the opportunity to see that play out, as it was announced on March 13th that 
Brookfield Asset Management would be acquiring Oaktree.  The deal came at only a 12.4% premium and consisted of both a 
cash and stock component.  This was about 2% below where we had valued the shares.  The position was one of our largest 
weights, so we reduced it materially.

1Q 2019

5  All indexes use the same number of days.  For the S&P 500, the line chart reflects performance from December 10, 1990 through the market top on  
    March 24, 2000.  For the Russell 2000 and S&P Small Cap 600, the period is March 9, 2009 through June 30, 2018.
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Labcorp was one of the largest detractors in the fourth quarter but was just the opposite in the first quarter.  We thought the 
shares had fallen too far as investors turned overly pessimistic on the company and its main competitor.  Not much has changed.  
The equity’s strong performance likely had much to do with the overall market rally.

Shares of Skechers performed very well in the quarter after the company was rumored to be an acquisition target in January 
and then reported better than expected fourth quarter earnings in February.  We put little weight in the rumor but were pleased 
with the progress made with its margins following several quarters of domestic margin compression.  We believe the company is 
currently valued as if it will have little to no growth going forward, and that simply is not the case.  We look forward to the shares 
re-rating as the company executes on its plan.

The three largest detractors to performance in the first quarter were Net 1 UEPS Technologies (ticker: UEPS), Party City (ticker: 
PRTY), and Amdocs (ticker: DOX). 

Net 1 UEPS has been mentioned in a negative light in prior letters and this quarter is no different.  Management once again 
disappointed investors and lost what little credibility it had left when the company pre-announced more negative news in January.  
We had continued to own UEPS due to the substantial discount that the equity traded relative to its net assets and the fact that it 
was still generating strong cash flow.  However, after reporting a large operating loss we felt misled by management and decided 
to exit the position completely.

Party City was a top contributor in the fourth quarter, but unfortunately, we did not take advantage of the strength to sell any of 
our position and it reversed course during the first quarter.  There is a worldwide shortage of helium that is resulting in elevated 
prices and is negatively impacting the company’s ability to keep the gas in stock.  We thought this issue would be resolved more 
quickly but it continues to linger.  Compounding matters, inventory was much too high exiting the fourth quarter which, given the 
very low rate of revenue growth, is concerning.  We still believe that shares are undervalued but question whether investors will 
look past the other issues or simply wait until the story becomes cleaner.

Amdocs is a company we have owned as a firm for many years.  We like its business as it is a steady grower with a history of 
stable cash flows.  However, the company came under attack in January when a well-known short seller published a report 
questioning the steady growth and alleging accounting irregularities among other things.  We acknowledge that some of the 
concerns raised were valid points, but we were satisfied with management’s explanations and continue to own the shares.

The final position we will discuss is Protective Insurance Corp (ticker: PTVCB).  It was the largest position in the Portfolio during 
the quarter, at nearly 7.5% of assets at its peak.  We wrote about Protective last quarter, summarizing the challenges the company 
faced and why we continued to own the shares.  We urged the Board to sell the company since the public markets were not giving 
it proper credit for its business, and it appeared as though a sale was in the works when it was reported in February that the 
company was in talks with multiple interested parties.  The shares shot up in value on the news to a level we thought was still a 
material discount to where a transaction would take place.  Unfortunately, another bad quarter which included an announcement 
that the dividend would be slashed sent the share price reeling once again.  While the equity remains at depressed valuations, we 
decided to trim our position in an effort to better manage risk given the illiquid nature of the investment and because it appears 
a sale is now off the table.

Hindsight is 20/20, making it easy to look back and question a few key decisions that had a material impact on performance.  
We’d rather focus on the future and on how we can improve.  We are optimistic on the portfolio’s prospects and believe it is well-
positioned to better capture market appreciation and defend against drawdowns. Thank you for your investment.
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INCOME PORTFOLIO – COMMENTARY BY HUNTER HAYES, CO-PORTFOLIO MANAGER  
AND MARK TRAVIS, PRESIDENT/CEO, CO-PORTFOLIO MANAGER 

After a tumultuous fourth quarter last year, markets shrugged off the short-lived period of volatility and rallied for the first three 
months of 2019.  Rising rates, decreasing profitability, and overleveraged balance sheets were worries of the past as corporate 
bond investors reached for yield and pushed risk-on assets back to peak price levels.  High yield bonds outperformed Treasuries 
by one of the widest margins for a first quarter in the last two decades, bolstered by the lowest rung of the credit quality ladder.

At the beginning of the year, Federal Funds futures implied there was a 13% chance of a rate hike, a 3% chance of a rate cut, 
and an 84% chance of no rate change at the September FOMC meeting.  By the end of the first quarter, the same methodology 
implied a 0% chance of a rate hike, a 45% chance that rates are cut, and a 55% chance that rates stay the same.  We believe 
that interest rate expectations, more than any other variable, were what drove this quarter’s returns.  As long as rates remain low, 
investors will hunt for an adequate yield in parts of the market they otherwise wouldn’t.  Additionally, with rates low, companies 
with onerous debt loads can raise or refinance debt at a lower cost of interest, often kicking debt repayment further down the 
road and adding more leverage to heavily encumbered balance sheets.

Last quarter saw one of the longest issuance droughts on record in the high-yield debt market.  Not a single deal priced in 
December 2018, the first time that has happened since November 2008.  That drought came to an end in the first quarter of this 
year, with 80 deals pricing for nearly $61 billion dollars.  Although the reopening of the debt window is a natural consequence of 
the Fed’s dovish commentary, we were surprised by some of the types of deals that have been getting done.
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Debt investors are universally weary of private equity sponsors.  PE firms take over companies in deals 
funded with debt and influence the companies’ decisions with the goal of reaping a gain from their 
equity in a subsequent buyout.  We have talked in previous letters about the trend towards covenant-
lite credit agreements, which lack safeguards protecting lenders.  Around 89% of institutional loans 
issued last year by private equity-backed borrowers fall under this category.  We believe this is another 
consequence of low interest rates and yield-starved investors. 

1st Quarter Fiscal Year 1st Quarter Fiscal Year 1st Quarter Fiscal Year 1st Quarter Fiscal Year
2013 6.2 25.6 3.3 16.9 6.1 23.5 14.5 58.5
2019 5.8 0.0 5.7 0.0 5.7 0.0 6.4 0.0
2012 5.8 13.6 4.9 12.2 5.3 13.2 9.6 18.7
2009 5.2 58.7 8.6 46.8 4.2 48.7 0.1 97.4
2011 3.9 -3.3 3.5 -2.5 3.8 -2.6 5.3 -7.6
2006 3.7 8.3 3.1 6.5 3.9 7.8 5.4 15.2
2010 3.7 9.8 3.8 8.9 2.5 9.0 5.4 13.2
1999 3.5 6.1 2.5 4.4 3.5 6.7 7.1 8.4
2013 2.8 9.5 1.9 7.8 2.8 9.2 5.3 14.4
2001 2.8 -3.3 3.4 3.2 2.0 -6.9 4.5 -8.6
2002 2.2 -13.4 2.2 -15.0 2.2 -10.6 2.3 -16.2
2017 2.2 6.1 1.4 5.6 2.1 5.4 4.7 9.6
2014 2.0 -1.3 1.9 0.7 1.9 -2.0 2.3 -5.2
1997 1.9 5.8 1.8 3.9 1.6 6.3 5.3 13.6
1998 1.7 -5.0 0.5 -3.1 2.5 -5.6 4.4 -9.5
2007 1.2 -7.3 0.3 -7.3 1.2 -6.4 2.9 -9.2
2015 1.1 -5.9 1.0 -2.4 1.3 -6.3 0.6 -16.2
2016 0.6 16.2 0.8 11.9 -0.1 15.7 1.7 35.2
2018 -0.1 -3.7 -0.7 -3.8 0.2 -3.0 0.9 -5.8
2004 -0.5 7.9 0.4 6.0 -0.9 7.5 -1.3 13.2
2005 -0.7 0.6 -0.7 0.8 -0.6 1.7 -1.5 -2.4
2000 -3.8 -15.3 -3.8 -10.6 -4.6 -17.2 0.7 -21.7

Source: CreditSights
As measured by: 1) ICE BofAML US High Yield Index 2) ICE BofAML BB US High Yield Index 3)ICE BofAML Single-B US High Yield Index 4) ICE 
BofAML CCC & Lower US High Yield Index

United States High Yield 1st Quarter vs. Fiscal Year Excess Returns (%)

Year High Yield (1) BB Rated Bonds (2) B Rated Bonds (3) CCC & Lower Rated Bonds (4)
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Debt investors are universally weary of private equity sponsors.  PE firms take over companies in deals funded with debt and 
influence the companies’ decisions with the goal of reaping a gain from their equity in a subsequent buyout.  We have talked 
in previous letters about the trend towards covenant-lite credit agreements, which lack safeguards protecting lenders.  Around 
89% of institutional loans issued last year by private equity-backed borrowers fall under this category.  We believe this is another 
consequence of low interest rates and yield-starved investors. 

If credit markets continue to rip, these loans will likely continue to squeeze through.  The lack of covenants won’t begin to hurt 
investors until we go into a default cycle and investors start to worry about potential recoveries.  By then, it will be too late.

In a sign of the times, Sycamore, a private equity firm, is about to pull off a $5.4 billion refinancing of Staples, the once-popular 
office supply company and a former Intrepid equity holding.  As part of the refinancing, Sycamore will pay itself a $1 billion 
dividend.  Combined with another payment it took in January, Sycamore has recovered 80% of the equity it originally put up as 
part of the deal.  PE investors normally run companies for many years before taking profits or exiting.  Sycamore has managed 
to pull this off in just two. 

We were interested to hear that investors were clamoring to get their hands on this deal and that the book for the new notes was 
oversubscribed.  Sycamore was involved in several retail bankruptcies over the past several years, including Aeropostale and Nine 
West.  Credit default swaps, essentially “insurance” on a company’s debt in the event they default, rose significantly for Staples 
following the deal.
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deal. 
 
The Sycamore dividend recapitalization at Staples is just one of many eyebrow-raising deals we’ve seen 
come to market over the past few months.  As investors continue to hunt for yield at the expense of 
covenant protections and cash flow support, our emphasis remains on finding reliable, creditworthy 
businesses to lend to at an acceptable rate of interest.  Our thoroughly researched holdings and low 
portfolio duration give us confidence we are well positioned for another shock to the credit markets.  
In the meantime, we continue to find unique positions that have the potential to perform well in any 
market. 
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The Sycamore dividend recapitalization at Staples is just one of many eyebrow-raising deals we’ve seen come to market over 
the past few months.  As investors continue to hunt for yield at the expense of covenant protections and cash flow support, 
our emphasis remains on finding reliable, creditworthy businesses to lend to at an acceptable rate of interest.  Our thoroughly 
researched holdings and low portfolio duration give us confidence we are well positioned for another shock to the credit markets.  
In the meantime, we continue to find unique positions that have the potential to perform well in any market.

As we mentioned, corporate bonds saw gains across the board to start off the year.  The ICE BofAML High Yield Index (the “HY 
Index”) returned 7.40%, composed of a 5.70% increase in price and a 1.70% gain from interest income, in the quarter ended 
March 31, 2018.  The shorter-duration Bloomberg Barclays US Govt/Credit 1-5 Year Total Return USD Index (the “1-5 year TR 
Index”) gained 1.62%.  Longer-duration investment grade securities also outperformed, but to a lesser extent.  The Bloomberg 
Barclays US Aggregate Index (the “Barclays Aggregate Index”) returned 2.94% for the quarter and the ICE BofAML US Corporate 
Index (the “Corporate Index”) recorded a 5.01% gain over the same period.  The Intrepid Income Portfolio (the “Portfolio”) gained 
2.40%, net-of-fees, in the quarter ended March 31, 2018.

The Portfolio’s effective duration remains below one and the majority of our holdings are rated investment grade as of quarter-
end.2 Our objective has always been on downside risk mitigation while still meaningfully participating in the upside.  We believe 
we are positioned well to continue doing that.

The Portfolio’s top contributors for the three-month period ending March 31, 2019, were FirstCash Inc. 5.375% notes due 
6/01/2024, Central Garden 6.125% notes due 11/15/2023, and Caleres 6.25% notes due 8/15/2023.  Although all three of 
these companies had solid year-end earnings and continue to be core holdings for us, their strong returns reflect the broader 
surge in high yield markets.  The Portfolio had no material detractors in the 1st quarter of 2019.

The Income Portfolio had four corporate bond positions that were called or matured in the first quarter.  We also rebalanced 
several positions.  The proceeds from the bonds that matured or were called were redeployed into short-term paper of investment 
grade issuers that we believe offer attractive yields in excess of government securities.  Additionally, we purchased bonds in four 
new companies – General Motors, Invista Finance, Nexteer Automotive Group, and LSC Communications.

General Motors Co. (“GM”) is one of the more conservatively positioned US automakers.  Compared to Ford, its closest comp, 
GM is less leveraged and its operations have been faring better.  The GM 8/07/2020 floating rate notes we purchased seem very 
defensible given the fact that the notes sit at the far less risky GM auto level (not GM financial). Additionally, GM is generating 
decent levels of cash, has $33.9 billion of untapped credit including a $4 billion 2021 revolver, and the company could pay for its 
debt obligations through 2020 with cash currently on hand.  We believe the debt was mispriced when we purchased it because 
of the negative sentiment around autos.

Invista Finance is a manufacturer of nylon, spandex, and polyester.  The company is owned by Koch Industries and is one of the 
key suppliers to Lululemon.  Invista has a pristine balance sheet with net cash and is growing on both the top and bottom line.  
Additionally, Koch Industries is a smart operator with deep pockets and tends to run their portfolio companies conservatively and 
not lever them up.  We purchased the 4.25% secured notes due 10/15/2019, which come with an investment grade rating, at 
around par.

Nexteer Automotive Group is another automotive company whose debt we find attractive.  Nexteer produces automotive 
components, mainly steering and driveline systems.  The 5.875% unsecured notes due 11/15/2021 were yielding over 5% when 
we purchased them.  Nexteer has a balance sheet that boasts net cash and the company is producing copious amounts of free 
cash flow (over a 10% free cash flow yield over the trailing 12 months).  Its clients are some of the largest auto manufacturers 
in the world, and we believe the company can weather a downturn in the auto markets.  The company also has an investment 
grade rating.

2  According to S&P’s rating of grade level BBB- or better.
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Lastly, LSC Communications specializes in print and print-related services, as well as office products. It’s 3.3x levered and has 
produced a lot of free cash flow.  The company is being purchased by Quad/Graphics, Inc., which announced it will be taking out 
the existing LSC Communications debt.  The deal hasn’t been fully approved yet, but we believe it will get the necessary approvals 
by the end of the summer and that LSC’s 8.75% unsecured notes due 10/15/2023 will get a favorable call price or even a make-
whole premium. Were that scenario to occur, the notes should generate a high-single-digit return or better.

Portfolio activity was otherwise subdued, but we are excited about the way we are currently positioned.  We continue to diligently 
search for attractive opportunities to take credit risk while limiting the Portfolio’s duration, which as of March 31st was 0.89.  
Thank you for your investment.

INTERNATIONAL PORTFOLIO – COMMENTARY BY BEN FRANKLIN, CFA, PORTFOLIO MANAGER 

After a difficult fourth quarter, markets rebounded in the first quarter of 2019.  The MSCI EAFE Index (the “Index”) increased 
9.98% during the quarter.  The Intrepid International Portfolio (the “Portfolio”) did not quite keep up, climbing only 7.11%, net-
of-fees.  Despite the short-term underperformance, we are encouraged by the improved fundamentals of most stocks held 
in the Portfolio.  While it’s impossible to ever know why markets do what they do, we speculate the dovish position of central 
banks around the world contributed to the rebound.  It appears there is zero acceptance for market volatility – at the first whiff 
of trouble central banks step in.  We do not believe this is a solid approach as it can result in more instability.  Nicholas Taleb 
devoted most of his book “Antifragile” to this mistake in judgment.  In it, he compares the destruction caused by the inability 
to stomach small variations to “systematically preventing forest fires”:

Variations also act as purges.  Small forest fires periodically cleanse the system of the most flammable material, so this does not 
have the opportunity to accumulate.  Systematically preventing forest fires from taking place “to be safe” makes the big one much 
worse.  For similar reasons, stability is not good for the economy: firms become very weak during long periods of steady prosperity 
devoid of setbacks, and hidden vulnerabilities accumulate silently under the surface—so delaying crises is not a very good idea.  
Likewise, absence of fluctuations in the market causes hidden risks to accumulate with impunity.  The longer one 
goes without a market trauma, the worse the damage when commotion does occur.

To be clear, we do not know what will happen in the future; however, cycles do exist, and we do not see this phenomenon 
ceasing.  As investors, we attempt to make prudent choices based on the risks we see in the market.  And despite some 
large macro risks, we believe there are still some attractively priced securities to invest in.  We are happy with the positioning 
of the Portfolio regardless of what the global economy has in store for us.

During the first quarter, the three largest contributors were Noranda Income Portfolio (ticker: NIF-U CN), Coventry Group 
(ticker: CYG AU), and Stallergenes Greer (ticker: STAGR FP).  There were only a few detractors, including Net 1 UEPS (ticker: 
UEPS), Hornbach Baumarkt (ticker: HBM GR), and Quarto Group (ticker: QRT LN). 

Noranda Income Fund is a long-term holding that we have discussed in previous commentaries.  The company is a Canadian 
zinc smelter whose stock price historically traded below its working capital per share.  Coming back to the theme of cycles, 
the zinc smelting market had been at a cyclical low.  Despite this, the company was still generating cash.  While we typically 
do not purchase cyclical companies, the value on the balance sheet was enough for us to have confidence to hold the stock 
through a cyclical low.  The zinc smelting market began to rebound in 2018 and into 2019.  When the company renegotiated 
its annual contract to smelt zinc for Glencore in February, the terms were much more advantageous for the company and its 
stock price responded in kind.  We have been taking advantage of the strength of the stock price (up 75% in local currency 
terms in the first quarter) to reduce our position.

Noranda is a good example of our discipline of remaining patient paying off.  We have owned the stock for a long time, and 
it appeared as if the stock would never go up.  We were confident that the value was there, but that it would take time for it 
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to be realized.  We think many market participants had simply given up.  While this has been a long-term holding for us, and 
frustrating at times, we were happy to see the market finally unlock its true worth.  The stock is now 137% off its 52-week 
low.  We have several more ideas in the portfolio that have been flat to down for a long time, but we believe in the end the 
value will be realized.

Coventry Group is discussed frequently in commentaries due to its large position size causing it to be either a contributor or 
detractor each quarter.  This quarter, it was a contributor.  The company has been on an acquiring spree.  Normally, we are 
not fans of this type of management behavior, but due to the company’s large tax loss carryforwards, as well as the types of 
businesses they are acquiring, we think it is a sound strategy.  The fundamentals continue to improve for its core business, 
and we look forward to owning this position for a long time to come.

Stallergenes Greer is a company in the allergen immunotherapy industry.  The company produces solutions for people 
suffering from allergic reactions to common allergens such as dust mites.  In America, this is typically deployed by giving 
patients a shot containing a cocktail of allergens they are allergic to.  The fundamentals have been improving and the majority 
holder of the company, Ares Life Sciences, offered to buy out the minority shareholders at a 43% premium.  While we see the 
deal as likely to happen, we do not believe there is a high probability of a better deal for shareholders.  The shares traded up 
to close to the buyout price, and we took advantage of this to completely exit the position after the end of the quarter.

On the last day of January, we were caught by surprise when Net 1 UEPS Technologies Inc. (“UEPS”) issued a brief press 
release.  According to the release, the High Court of the Republic of South Africa had reversed a portion of a November 
decision that now made it unlikely a large number of EPE accountholders would continue to get paid social grants.  This 
November court decision was one of the key reasons we were still bullish on the stock in our last commentary.  Additionally, 
the company announced it expected significant losses for the quarter and would try and get back to break-even status by the 
end of June.  We still believe UEPS has substantial value in its investments outside of South Africa and could take steps to 
realize that value.  The stock currently trades at a substantial discount to the market value of these investments.

Hornbach Baumarkt is a German DIY retailer.  The company’s revenue has been consistently increasing; however, the bottom 
line has gone in the opposite direction.  The reason is due to higher purchasing costs, as well as costs associated with growing 
their digital offering.  With the former, we expect the cost pressures to abate as they are affecting the entire industry.  With 
regards to the large investment in digital, while it has hurt earnings it has positioned Hornbach as the number one online DIY 
retailer in Germany.  We believe this is a sound strategy, but it may take years for it to pay off.

Quarto Group is a long-time holding of the Portfolio.  Over the last year the company’s earnings and cash flow have improved; 
however, there is still concern over the amount of debt the company carries on its balance sheet.  We believe the company is 
taking the right steps and has the right person in charge with CK Lau leading the company.  

Cash and cash equivalents increased from about 12% at the end of the calendar year to 18% by the end of the first quarter.  
Despite selling down many of our positions, we still believe there are attractive securities in the portfolio that we look forward 
to owning over the coming years.  We continue to search for attractive investments to take the place of those that we have 
exited.  Thank you for your investment.
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