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1ST QUARTER         2015 UPDATE

As I usually say at the beginning of our Quarterly Updates, investors 
must maintain a realistic perspective regarding their investments and 
expectations, both in performance and in their investment timeframe.

HOW SAFE IS THE 
“STOCK MARKET”?
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A
s we suggested in the last Quarterly Update, we should see more volatility in the stock market  
in 2015, and as I am writing this update, there is no question that volatility continues.  Remember, 
IT IS the volatility that creates opportunities to take advantage of buying into great businesses 
over time.  It is a critical component of the success of a long term investor whose portfolio has  
the Flexibility to take advantage of buying more into a great company when available.

SO, BE PREPARED FOR MORE VOLATILITY!

Of course, when volatility increases in the markets, investors have a tendency to start thinking more about 
how safe their investments are and focusing on the thought of a stock market correction in their future.   
This of course, is a short-term thought process.

cont. next page



Let’s put some perspective on the markets 
and what is happening currently.

Today, the media and some so-called experts often talk about how many investors should 
just invest in the S&P 500 index because most money managers don’t outperform the index.

Whenever I hear that talk it drives me crazy as it is ridiculous to think and assume an investor should or would 
put all of their money into one index.  Especially when many investors do not even understand how the index 
calculates its returns and or where the returns came from within the index.

I am sure many investors like myself remember the late 1990’s when similar talk was permeating the air.   
The S&P 500 was performing better than many other indexes and similar portfolios.  The media discussed 
quite often how investors should just invest in the S&P 500 index because most managers weren’t “beating 
the index.”

Of course, do investors remember what happened shortly after that?  The rest is history as the S&P 500 went  
on for the next decade to underperform.  Many investors became frustrated and disenfranchised with investing 
in the stock market as a whole.  Hence, many investors buy high and sell low. 

First, stock market indexes do not go straight up.  They don’t 
operate and think of their performance in 12 month increments.  
This is one of the reasons why I believe many investors spend 
too much time thinking about how their portfolio performs 
weekly, monthly, quarterly or annually.  As history often shows, 
stock market indexes and great businesses do not see their prices 
go straight up – obviously for a variety of reasons.  

Regardless of the short-term performance of your portfolio, why 
does it matter?  Are you planning on selling the investments you 
own?  Why would we want to sell a great company despite what 
its stock price is in the short-term?

Second, most investors do not understand the structure of the indexes they use to benchmark the performance  
of their portfolio.  This is very evident based on the performance of the S&P 500 over the last five years and the 
variables that contributed to its performance.

cont. next page
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HOW SAFE IS THE “STOCK MARKET”?  Continued



We are quite happy with the total return of all five of our portfolio 
models for the first quarter of 2015.

However, please don’t misconstrue our content with portfolios in the first quarter with the idea of looking at 
portfolio returns on a quarterly basis (as I discussed above).

More specifically, we continue to be very pleased with the portfolio allocations and the companies we own 
(I will discuss positions in greater detail later).  We have seen tremendous performance by many of the  
companies we own over the last several years and they continue to keep us quite pleased.

Bottom line:  An appropriately diversified portfolio should 
be invested in assets of multiple asset classes (Emerging  
Markets, International, Small Cap, Mid Cap, etc…), not just 
in the U.S. Large Cap companies.
After all, do successful businesses just invest in one “product”?  No, strong businesses diversify their 
portfolio and adjust accordingly as opportunities present themselves.

More importantly, we believe that when investors know or have the ability to know what companies they  
own in their portfolios and why, corrections and following indexes become less important.  The investor then 
better understands the “Risk Adjusted Return” – the “risks” being taken to achieve the associated returns of 
their investments in the first place.  

Therefore, they don’t sell their investments at inappropriate times.  Invest like a business 
owner, not a “stock market” trader and Invest With Clarity!

SYNOPSIS OF PORTFOLIO PERFORMANCE 
FOR THE FIRST QUARTER OF 2015

HOW SAFE IS THE “STOCK MARKET”?  Continued
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The markets have become far more volatile in 2015.  Of course, any time you get more 
volatility in the stock market indexes people start discussing when a correction will  
occur and how big the correction will be.

At Nepsis, we are far less concerned about what the 
“markets” will do over a short period of time and far 
more concerned about the ability of the companies  
we own to execute on their business plans.

Stock market corrections come and go.  Make no  
mistake, the media loves to focus on corrections and 
what is happening to a black hole – the stock market.  

We focus on the quality of the companies we own and 
making sure we have the continued Flexibility to take 
advantage of opportunities as they are made available.

As mentioned earlier, the U.S. markets remain  
relatively “fairly” valued.  However, we continue  
to believe there are great opportunities in certain  
situations in the Emerging Markets and in Europe. 
We have, and will continue to take advantage of  
those opportunities throughout 2015.

Remember, it is the emotional predisposition of  
investors that we love.  Why?  Because it is their  
emotions that provide the opportunities for us to 
continue to invest long-term in some tremendous 
businesses!

Continue to Expect the Elusive 20% 
Market correction!

For those investors who read our Quarterly Updates 
each quarter, the adjacent chart is no stranger!

Considering the fact that it has been approximately  
four years since we last saw a market correction of  
10% or more, historically speaking, we are overdue!  
However, this chart should also be a constant reminder 
of the difficulty in trying to “time” the market!

The fact of the matter is, no one knows when the next  
big stock market correction will happen.  Therefore,  
why worry about it if you know and realize you own 
great businesses and have a solid investment Philosophy 
and Strategy with great Flexibility and Transparency to 
guide you through your investment process?

When investing, we like to think like a business owner  
who does not sell their business(es) in anticipation of a  
correction.  We continue to invest in our businesses over 
time and, because it has been almost 4 years since the 
last correction of 10% or more, this chart should be a 
STRONG reminder of how difficult it is to “time” the 
stock market when investing.

Magnitude of Market Decline Frequency of Occurrence

>5% Every Year

>10% Every Two Years

 >20% Every Five Years

>30% Every Ten Years

>40% Every Twenty-five Years

 >50% Every Fifty Years
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Lastly, while many investors focus on the short-term pain of a correction, they don’t think about 
the long-term gain (as the chart below clearly shows).  

Of course, because of the investment process  
of Nepsis, we believe Flexibility is paramount  
to the success of investing over time.  This is  
one of the many reasons why we love Strategic 
Cost Averaging™ (SCA)!  The adjacent chart  
outlines the fundamental reasoning behind  
our Strategic Cost Averaging™ approach.
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Once the stock drops below the 
perceived value, Nepsis starts its 
buy strategy.

Once the stock rises above the perceived 
value, Nepsis may begin its sell strategy.

Source:  Morningstar



2015 KEY PERFORMANCE
March 31, 2015

Listed above are portfolio returns of many of the popular ETF’s in the market, which track indexes as of 
March 31, 2015.  As the chart indicates, performance of different investments/ markets has once again  
varied considerably in this first quarter of 2015.

By looking at the chart, you can understand why we believe it is more important to be an investor in businesses 
as opposed to “stock markets” over time.  Indexes provide no level of clarity and understanding as to how they 
achieve their “returns” in the first place.

As the first quarter returns show, they are all over the place! 

We continue to be invested between 20% and 30% in International and Emerging Market companies and relative 
to what is happening in those parts of the world, we continue to be very pleased with the companies we own.

Source: Bespoke
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BENCHMARK BALLYHOO
- From the desk of Chuck Etzweiler, MBA, CIMA®, CMT  |  Director of Global Research

Unfortunately, many investors spend too much time trying to compare the returns of 
their portfolio to a benchmark or other indicators which contain little or no Clarity.

The fact of the matter is, investors are not likely comparing apples to apples as they  
have little to no clarity in what investments they are comparing and the risk associated 
with the returns published by such investments.S
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Defining the Dysfunctional Relationship between Wall Street & Main Street 
and How the Illusion of Knowledge, Denying Uncertainty and Keeping up  
with the Joneses fuels co-dependency between the two:

According to WebMD, “A dysfunctional relationship exists when two individuals or groups of people agree 
to meet each other’s needs they believe cannot be met on their own in what ends up being self-destructive 
ways.”  A common example may be, “I feel unable to take care of myself (Party #1) and you feel insecure 

about yourself (Party #2).”  Party #1 unable to take care of itself says to the insecure Party #2, “If you take care 
of me, I’ll make you feel better about yourself.”  In other terms, “I’ll give up my independence, let you run my 
life, and remain loyal to you. In return, you meet all of my emotional and dependency needs.”  

You are probably asking yourself how this relates to investing and whether there really is a dysfunctional  
relationship between Wall Street and Main Street?  We would say there is a definite linkage and that a  
co-dependent relationship is greater than ever between institutional investment firms and the retail investor. 
We make our case by viewing the relationship in the following manner:

Party #1 (unable to take care itself) is represented by the retail investor class who feels unable to take care 
of their own investment needs.  Party #2 is represented by the institutional investment community who 
needs to feel a sense of “self-worth” and is more than happy to oblige and meet those unfilled needs.  

On its face there appears nothing wrong with this scenario until one actually searches under the hood.  This 
idea can be captured in the following three questions:

• If	I	take	in	more	information	does	it	make	me	more	knowledgeable?

• If	I	display	certainty	about	a	topic	is	that	really	a	sign	of	confidence?

• If	I	believe	I	am	better	than	others	is	that	actually	a	sign	of	strength?

cont. next page



BENCHMARK BALLYHOO
- From the desk of Chuck Etzweiler, MBA, CIMA®, CMT  |  Director of Global Research
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Let us answer question number one… 

• We	equate	information	and	knowledge	together	as	one	in	the	same…	they	are	not	&	are	actually	two	different	things.

• Numerous	studies	show	that	increasing	information	(i.e.	economic	data	points)	leads	to	increased	confusion	rather
than increased accuracy… with the deluge of financial news brought to us by the likes of CNBC, various websites and
investment newsletters shows that too much information can be detrimental to the decision-making process.

• Confucius,	the	Chinese	philosopher,	was	quoted	as	saying,	“To	know	that	we	know	what	we	know	and	that	to	know
we do not know what we do not know, that is true knowledge.”

• Daniel	J.	Boorstin’s	(20th	century	American	author/historian)	modern-day	version	is	more	like,	“The	greatest	obstacle
to discovery is not ignorance—but the illusion of knowledge.”

• Studies	suggest	that	rather	than	obsessing	with	the	bewildering	informational	fusion	of	news/noise	we	should	focus
on a few sound principles of owning businesses for the long-run.

We call this phase of the dysfunctional relationship the “Addiction to Prediction” cycle.  The investor, because most 
do not have a sound plan based on a solid investment philosophy and strategy, can only feel like their need are being 
met when the money manager says with certainty that “x” will occur.  Hence the money manager has their self-worth 
enhanced as they are relied upon for their so-called “expert opinion” and the investor feels like they are being taken 
care of.  But as question two above posed; “Is displaying certainty about something really a sign of confidence?   

We would say no, and here is why:

The retail investor who feels that they are unable to take care of themselves will assign loyalty to a certain money  
manager if they can have their emotional needs met.  The money manager who needs to feel a sense of “self-worth” is 
more than happy to oblige.  So when the investor needs surety they ask questions like:

• Where	do	you	think	the	market	is	going?

• What	is	going	to	happen	to	the	price	of	oil?

• What	is	the	Fed	going	to	do	with	interest	rates?

The money manager feeds his/her desire of self-worth not only by boldly answering all of the questions (even though 
no one can predict the future), but by providing a deluge of informational noise above that which the investor had 
asked.  Thus the dysfunctional relationship has begun as greater information does not equate to greater knowledge.  
The following points highlight this:

cont. next page
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cont. next page

Denying uncertainty (i.e. speaking with certainty) actually increases risk in the decision-making process while its 
counterpart embracing it actually decreases it.  When money managers are asked what the market is going to do, 
should we not simply respond with an “I do not know” (because we really don’t) answer vs. making a bold and  
almost certain proclamation based on speculation just so we sound intelligent?  We would say yes, this is what we 
should do, and here are the facts about uncertainty to back it up:

• Most	people	are	in	denial	about	uncertainty

• They	believe	they	can	win	in	Las	Vegas	or	the	Lottery	even	if	the	odds	are	clearly	stacked	against	them

• Most	people	believe	they	are	“luckier”	than	the	other	guy

• They	falsely	presume	the	unpredictable	can	be	reliably	forecasted

• Soothsayers,	Economic	Forecasters	&	Weatherman	keep	their	jobs…	but	it	is	a	horrific	way	to	cope	with	the	unknown

Do	you	see	the	connection	here?		When we assign certainty to events like predicting the future or being luckier 
than others we lull ourselves or, in the case of Wall Street, allow others to lull us into a “false sense of security.”   
This perpetual state of co-dependency permits the investor to feed at the trough of the over-confident money  
manager’s predictions almost always packaged with profound authority.  Sadly, it causes the investor to make the 
wrong decision almost always at the wrong time as depicted in the following chart:
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BENCHMARK BALLYHOO
- From the desk of Chuck Etzweiler, MBA, CIMA®, CMT  |  Director of Global Research

It really is easy to be certain that the market will go up especially when its most recent moves have been up.  In  
reverse, it is easy to be certain that the market will go down especially when its most recent moves have been down. 
The investor ends up buying high and selling low, the exact opposite of their intentions.  But what would happen if 
money managers actually embraced uncertainty as opposed to denying it? What happened if they actually admitted 
they could not predict the future?  Embracing uncertainty, although counter-intuitive, actually reduces risk in the  
decision-making process and here is why:

• I	am	honest	with	myself	and	my	investors	when	I	say	that	I	cannot	predict	the	future.		The	foundation	of	the	relationship	is
no longer dysfunctional as I seek the best interest of both my investors and my firm.

• I	am	now	free	to	base	my	decision-making	process	on	factual	information	and	not	speculation.	

• Facts	such	as	owning	businesses	are	the	best	path	to	generating	wealth	over	the	long	term.		In	a	given	year	70%	of	publicly
traded businesses will have a positive return. 

• My	process	is	then	based	upon	probabilistic	science	vs.	speculative	prediction.		Hence,	I	reduce	risk	in	the	process	as	
I prepare for the unknown as opposed to falsely believing I have it covered because I am certain I know the outcome.

• I	obtain	wisdom	if	I	admit	that	I	simply	do	not	know	what	I	do	not	know.		This	healthy	respect	for	uncertainty	drives	us	to
improvement and causes us to refine our judgments as we humbly acknowledge we do not know it all.

• Lastly,	embracing	uncertainty	permits	us	to	boldly	question	conventional	thinking	and	the	status	quo	as	we	begin	to	see
with clarity what others do not.

The third component of the dysfunctional relationship between Wall Street and Main Street is driven by both sides’ 
insatiable appetite to “keep up with the Joneses.”  Just as it is counter-intuitive to think of embracing uncertainty as 
reducing risk it is also counter-intuitive to believe that I can feel better about myself by comparison to my neighbors or  
investment peers.  In fact, it’s just the opposite, as stated in the following quote by Tom Dorsey, the founder of the invest-
ment research firm Dorsey & Wright.  “Comparison is the cause of more unhappiness in the world than anything else.”

• Comparison-created	unhappiness	caused	by	the	desire	to	“keep	up	with	the	Joneses”	in	the	investing	world	is	pervasive.
All we have to do is just look at benchmarking, peer-group rankings, star ratings and the like. 

• If	in	the	dysfunctional	scenario	we	have	established	the	money	manager	said	to	the	investor	that	last	year	you	earned	10%
on	your	portfolio	what	do	you	think	the	client	would	say?		Most	people	would	answer	by	saying	that	depends.		That	depends	
on what the next question is.  That depends on what the performance other money managers in the same asset class or what 
was the performance of the market was. 

• When	the	client	finds	out	that	the	market	earned	14%,	the	average	money	manager	earned	13%,	and	their	portfolio	only	
earned 10% they feel a sense of betrayal and ultimately dissatisfaction or unhappiness.  The cause of this dissatisfaction 
and/or	unhappiness	is	the	result	of	another	broken	promise	by	the	money	manager	who	touted	superior	performance	to
both the market and their peer group. 

• We	could	make	the	case	that	the	entire	industry	is	driven	by	“money	in	motion”	whereby	advisors	and	money	managers	
recycle clients as they leave in a state of disillusionment.  They have been given empty promises by money managers such 
as “we can do better than that” without describing their philosophy and strategy.

• Comparison	by	retail	investors	is	most	likely	one	of	the	main	reasons	they	have	trouble	patiently	allowing	whatever	process
they originally selected to work with.

• The	creation	of	more	and	more	benchmarks	and	style	boxes	is	nothing	more	than	the	creation	of	more	things	to	compare
to, allowing clients to stay in a perpetual state of depression with the only seemingly way out being to succumb to an
unhealthy, dysfunctional relationship as they lose hope in finding an alternative. 
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How can we be certain that this relationship exists between comparison of wealth and unhappiness?  An article by 
BBC health reporter Emma Wilkinson sites a study in the Economic Journal that found the following:

• The	researchers,	from	the	Paris	School	of	Economics,	used	data	from	the	European	Social	Survey	covering	19,000
participants in 24 countries.

• Comparing	your	income	with	those	of	family	and	friends	is	a	recipe	for	unhappiness,	a	study	has	suggested.

• Researchers	analyzing	data	from	a	Europe-wide	survey	found	three-quarters	of	those	asked	thought	it	important	to
compare their incomes with others.

• But	those	who	compared	salaries	seem	less	content,	especially	if	they	looked	at	those	of	friends	and	family.		They	
found that those who compared their incomes with others tended to be less happy.

• The	responses	showed	that	the	greater	the	importance	people	attached	to	such	comparisons,	the	lower	they	ranked
themselves on measures of satisfaction with life and standard of living, as well as on feeling depressed.

• They	concluded:	“Constantly	looking	over	one’s	shoulder	seems	to	make	the	world	a	less	happy	place.”

To summarize the third component of the dysfunctional relationship between Wall Street & Main Street is that the  
underlying basic principle seems to be that we believe that we have enough until we compare ourselves to others.  And 
for whatever the reason, comparison in the investment world leads to very unsound decisions, both on the investment 
and money management side of the equation.  

The big question is how does the investor break free from the addictive forces of the dysfunctional  
relationship	that	they	are	deeply	involved	in?		We realize that this is not easy, as the chains of addiction 
can be very constricting.  We recommend doing the following:

• Stop	equating	more	information	with	knowledge	and	wisdom.		Eradicate	the	“noise	of	news”	and	separate	the	wheat
from	the	chaff.		Be	observant	and	watchful	without	allowing	fear	&	greed	caused	by	investor	gossip	to	affect	your	
decision-making process.

• Stop	allowing	yourself	to	become	enamored	by	those	that	purport	to	predict	the	future	and	who	tout	their	forecasting
capabilities.  Turn the other cheek when you hear this and simply walk away.  Embrace those who simply say, “I do not 
know what tomorrow brings, but let’s focus on the issues we can control” (i.e. our own emotions). 

• Stop	comparing	your	investment	performance	to	the	market,	other	managers,	other	co-workers	or	especially	family	and
friends.  Set your own goals with your own money manager and allow them to do their job.

We believe that the cycle of co-dependency that has existed over the past 30+ years  
can finally be broken for investors who are fed-up with broken promises and unfulfilled 
directives.  The power is in your hands so go and do the right thing!



SAY “CHEESE” AND SMILE!

As the blog title states, “Say ‘Cheese’ and Smile”!

This past week has been a great 
week for our clients and other 
investors of Kraft Foods.  

Say, “Cheese”!
For those investors that have not 
heard, Kraft is being acquired 
by a combination of Brazil’s 3G 
Capital, Inc. and Warren Buffett’s  
Berkshire Hathaway, Inc.  These 
two had previously come together  
to acquire Heinz.

For those investors who have 
followed our blog for the last 
several years, it should come as 
no surprise to you that another 
company that Nepsis Capital has 
invested in has been purchased.  
That’s what happens sometimes 
when you own great companies 
over the long-run!

You may be asking, as a shareholder of Kraft Foods, “why smile?”  I mean after 
all, why would we want to see one of the great businesses we own get purchased? 
Wouldn’t we rather continue to own that business over time instead of someone else 
so that we could receive the benefits of owning a great company and great brand?

Well, great point!  Of course!  There is no question that, as long-term investors, 
having one of our great businesses being bought out inhibits our ability to take  
advantage of owning that company long-term! However, in the case of Kraft, we  
get the best of both worlds!

First, we get to continue to own an iconic brand (always a key to successful  
investing!).  Second, we now get the opportunity to take advantage of partnering 
with another iconic brand, Heinz, and the leadership and experience of the manage-
ment team to build a stronger company and brand.  This is a tremendous opportunity 
for our clients and owners of Kraft Foods!

Frankly, there are a lot of lessons that can be learned for investors in the purchase 
of Kraft.  As I have often said, the key to successful investing is time owning a  
company, not “timing” a company.

Meaning, be an investor in a great business over time and continue to invest in that 
company over time by investing more into the company when the price is weak.
Ironically, when you look at a chart of Kraft over the last year, it would probably 
frustrate the short term thinker.  After all, a year ago, Kraft was trading around $55 
a share and bouncing around only to be trading around $62 when the announcement 
came last week.

Why is this important?  As I have often said, stock prices do not necessarily go 
straight up.  Frankly, thank goodness!  After all, it is the volatility of a stock price 
that provides the great opportunity to continue to invest in that business over time.

In the case of Kraft, certainly, there is excitement over the buyout all over the place.
However, as investors continue to look for opportunities while the overall “stock 
market” is “fairly valued” and many company’s stock prices may be stretched, it is 
periods like this that create great opportunities for investors to “stick to the knitting” 
and continue to look for great businesses to own long-term when there is weakness 
in the overall market.

So, I say to our clients, say cheese!  Enjoy the short-term move in the value of your 
ownership in Kraft.  But buckle up, because in my opinion, there are going to be a lot 
more investors smiling and saying “cheese” in the long run!

Below is a blog piece from our “InvestingWithClarity.com” blog site posted in 
March.  Congratulations to our investors for participating in yet another buy-
out of a quality company we own.

“It’s far better to buy 
a wonderful company 
at a fair price than 
a fair company at a 
wonderful price.”
	—	Warren	Buffett

“It’s far better to buy 
a wonderful company 
at a fair price than 
a fair company at a 
wonderful price.”
	—	Warren	Buffett
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PORTFOLIO STRUCTURE 
AND OUTLOOK

We are often times asked by investors why we don’t publish returns or compare our portfolios to 
a specific index.  It’s a legitimate question considering that most other firms publish returns and 
associated	benchmarks.		The	reason	we	don’t?		It’s	simple.		I	believe	that	the	publishing	of	indexes	
and returns is the exact problem that causes many investors to be unsuccessful.

There are a multitude of reasons why this is the case.  Many of which we discuss on a quarterly basis.  However, simply 
 put - The key to successful investing has always been and will always be investing in great businesses and having the 
Flexibility to continually invest in those businesses over time.

Obviously, many of our investors are quite pleased with the performance of our portfolios.  This is evidenced by the extremely low 
turnover of accounts here at Nepsis.  For that, we continue to be extremely grateful for your confidence and desire to Invest With 
Clarity!  Ironically, we do get asked often why we don’t publish returns because on a Risk Adjusted Basis, our clients would find  
that the performance of our portfolios have been stellar over the years.

So,	why	don’t	we	publish	returns	and	try	to	get	lots	of	new	clients?		The	answer	is	simple.		We	believe	that	the	investors	
will be far more successful if they invest like a business owner and invest in companies over time.  Not, chasing historical 
returns.  After all, historical returns are historical.

What matters now is the businesses you own going forward and the quality of those businesses in helping an investor accomplish 
their investment goals.  As we continue to see the over-all investment landscape continue to be volatile without the performance of 
the last several years, investors may be asking themselves about the actual quality of their portfolio and its performance.

As I have discussed in recent Updates, investors should not expect great returns in their portfolio for the foreseeable future.  The  
U.S. markets continue to be “fairly” valued (not too expensive and not too in-expensive) and investors must maintain a demeanor 
of “sticking to the knitting” – Sticking to the investment process.  Remember, as an investor, if you are investing using a proven  
investment Philosophy and Strategy, you should have the confidence that over time you will see results you can be pleased with.

Of course, there are no guarantees in life.  Investing is an ongoing process of maximizing returns, minimizing real “risks” and  
taking advantage of financial opportunities.  To that end, Nepsis is committed deeply to its investment process regardless of short-
term noise or performance.

Again, don’t get me wrong, we are extremely pleased with portfolio performance over the last several years (actually going back a 
lot longer than that!).  However, it is also important to have reasonable short-term and long-term expectations.  Of course, there will 
always be investors that will attempt to compare their portfolio performance to “something”.

That being said, we have had investors attempt to compare their Nepsis portfolio to an index or another investment vehicle.   
Unfortunately, that is not going to provide you with the Investment Clarity needed to help you be successful. Our portfolios are 
structured including components of our Investment Philosophy and Strategy.  Some of these components included, owning up  
to 35 businesses in the portfolio – Diversification, not over-diversification.

We	believe	in	an	allocation	that	is	appropriately	diversified	with	different	investments	with	specific	purposes.		
Therefore, trying to compare a Nepsis portfolio to the S&P 500 or a U.S. based mutual fund is not appropriate.
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PORTFOLIO STRUCTURE AND OUTLOOK  (cont.)

We believe in diversifying a portfolio into a global allocation – owning businesses around the world with an emphasis on dividend 
producing companies as a key component of the portfolio.  We are not interested in the “velocity” of new assets to manage, but more 
interested in managing portfolios for investors who understand the power of knowing what you own in your portfolio and why.  The 
ability to Invest With Clarity!

We were quite active in the first quarter of 2015 in repositioning portfolios and taking advantage 
of some great opportunities.  Some of the first quarter actions include:

Please remember, we have four sell disciplines we adhere to in our investment process.  If you would like more information on  
these, please feel free to contact our office and we can discuss it with you.  As we continually say, a portfolio has a lot of moving 
parts.  Because of the way our portfolios are structured, there is not any one position that will make or break a portfolio and its  
long-term performance.

Every position is owned for a specific reason.  As we continue to watch the markets and valuations, we continue to look at our  
current companies and new opportunities available.  At the present, we continue to believe that on a general basis, there continues  
to be better opportunities in Europe and the Emerging Markets.  Because we invest globally, we continue to look for great businesses 
we want to own over time no matter what country they are in.  Remember, U.S. markets continue to be relatively fairly valued.  A 
10% to 20% correction could be very healthy and provide a great opportunity for investors to take advantage of increasing the  
quality of their portfolio.  

We continue to look for the opportunities while always being cognizant that a correction could happen at any time! 
Flexibility is an important key to successful investing!

1. Take profits in companies we want to continue to own.  We have had several companies we own provide tremendous
performance over the last couple of years.  However, we would still like to continue to own those companies.  So,
selling some to lock in profits is prudent.  A few of the names include, BAC, C, AAL, KRFT (see blog piece on page 12 for
more information), and several others.  Selling some profit and raising cash for new ideas is always a prudent move.

2. In light of the overall valuations of publicly traded companies, we continue to be very selective and patient with
opportunities we see in the marketplace.  Because many companies currently sell for higher valuations than they
have in the past, we are happy to be patient and picky.

3. Despite the valuations in the market, we did add several new positions in the first quarter of 2015.  They include BIP,
MBT,	ISIS,	WPZ,	FFIV,	DOW,	LSCC,	CSCO	and	GILD.		As	you	can	see,	we	added	quite	a	few	new	positions	while	eliminating	 
several	companies	including	all	of	our	energy	positions.		Although	energy	is	off	to	a	strong	start	in	2015,	as	long	term	
investors in companies we believe energy stocks will bounce around in price for quite a while.

4. We have also done some selling of other positions besides the energy companies.  In the first quarter, we eliminated
EDU, ECPG and PNR.  The major reason why these positions were eliminated was because we saw opportunities in
several of the names listed above where we thought there was greater opportunity long term.  So far, we are very
pleased with most of the companies we purchased in the first quarter!
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THE STATUS OF FIXED INCOME

As I discussed earlier, the notion of how safe the stock 
market is today, it would be prudent for investors to 
also think about how “safe” their fixed income  

investments may be today.

Unfortunately, many investors do not understand how fixed 
income investing can negatively impact their portfolio.   
Remember, the longer the time frame to maturity the greater 
potential interest rate risk and negative impact on portfolios  
in the short term.

After the 10 Year Treasury moved to just over 3% in 2013, we 
have watched interest rates move back down to the 1.65% 
level in January of this year.  Although a move like that  
benefits holders of bonds in the short-term, we do not  
believe rates this low are sustainable.  In fact, since January  
we have watched the 10 year move back to the 2.10% level.   
Remember, usually, as short term interest rates rise, so do the 
chances of a strong negative impact on one’s portfolio.

There has been a lot of discussion regarding the current  
zero interest rate policy and lots of predicting going on  
regarding when the Federal Reserve may be raising interest 
rates.  Of course, for the Fed Funds rate to be increased the 
Federal Reserve looks at a lot of data points.

Currently, many believe the Federal Reserve will begin the  
process of raising interest rates later this year.  Frankly,  
regardless of when they do decide, the fact of the matter 
remains that we believe investing in longer duration bonds 
is extremely risky and we prefer to not allocate client  
resources to those assets.

We do continue to look for opportunities in the fixed 
income markets for shorter duration bonds where the 
value is worth the investment.  

Frankly, it is extremely difficult and the risks associated with 
doing so remain very high in our opinion.  There are not a lot 
of options out there.

Therefore, we continue to favor solid dividend producing 
companies with long standing businesses to continue to  
provide income opportunities for our clients and continue 
to hold cash as we look for opportunities that have an  
appropriate risk compared to the potential reward. 

As Nepsis Capital continues to grow, we appreciate  
your continued confidence and support.  We believe 
successful investing requires Investing With Clarity™  
in your portfolio.  We look forward to continually  
providing you with the Clarity needed to be a  
successful long-term investor.

Respectfully,

Mark Pearson

President & CIO
Nepsis Capital Management, Inc.
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