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What is SMART Investing with Clarity™?
Very simply, it is the power of a Separately Managed Account (SMA) using the combination of science and art that 
provides investors a level of Flexibility and Transparency which enables them to enhance their investment process.

I believe at Nepsis Capital, we do a better job of educating financial advisors and investors regarding the power 
and flexibility an SMA account can provide vs mutual funds and ETFs (Exchange Traded Funds).

What is an SMA?  In basic terms, it is exactly what it says it is.  It is an account managed by a professional money 
manager(s), where the securities in the portfolio are owned by individual investors and where their investments are 
not comingled with anyone else’s money - unlike a mutual fund or an ETF.

One of the many advantages of an SMA is the ability for investors to gain greater control and influence in 
how their money is managed while at the same time providing a deep level of Transparency that mutual 
funds and ETFs cannot provide.  

Other advantages include:  the potential for greater tax efficiency and greater communication and  
transparency between the portfolio manager(s) and the investors directly owning the investments in their 
accounts, allowing for a greater degree of overall investment transparency and customization.

In a period where there are several different trends affecting both financial advisors and investors, I believe 
now more than ever, being more deliberate in sharing the benefits of an SMA account with advisors and 
investors is critical.
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WHAT WE LEARN FROM HISTORY IS THAT PEOPLE DON’T LEARN FROM HISTORY.”
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At a time where technology and social media continue to grow at
a rapid pace, Clarity is more important than ever when it comes
to investing decisions.
In a world where financial advisors are at an all-time low for being trusted by investors, the advent and growth of “Robo 
Investing” is upon us and there is a  heavy focus on paying the lowest investment “cost” possible, I believe the financial  
services industry is in the process of potentially bringing huge unintended consequences that could affect investors’  
investment success in the long run by getting investors too focused on the wrong things.

Because of the dynamics and structure of stock market indexes and the human nature of people to focus too much on  
indexes and compare them to their investments, I believe the industry is putting too much focus on index returns rather 
than focusing on the investors’ goals, investment objectives and the investors’ value of Flexibility and Transparency in 
enhancing their investment journey.
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When is Transparency usually needed most?  For most, it’s during times of uncertainty like stock market corrections or big 
changes in their lives.  It is the power of Flexibility and Transparency, which we believe provides our clients a significant 
advantage in their decision making, including the ability to stick to a proven investment process.

With the advent of “Robo” investing, there is more and more emphasis on investment decisions being made by computers 
and “cookie cutter” asset allocation strategies as opposed to processes that can enhance investors’ ability to achieve their 
investment and planning goals in the most efficient manner possible, over time.  

Unfortunately, history has shown that many investors have a tendency to be short-term thinkers and make decisions 
without fully understanding the long-term implications of these decisions, often times driven primarily by emotions as 
opposed to logic.

Then there is the issue of investment fees.  As the financial services 
industry has decided to make investing a “cost” issue as opposed 
to an “investment” issue, in other words, investing alongside a 
manager and advisor whose primary desire is to help you be  
successful, we appear to be turning the investment industry 
into a “fast food” process – cookie cutter and cheap.

The fact of the matter is, investing should not be cookie cutter  
as investors have different goals and objectives.  As for “cheap”,  
I always go back to the old adage… “You get what you pay for”.

Investors don’t think about or care about Flexibility or  
Transparency until they need Flexibility and or Transparency.  

Can you put a price or value on Transparency or Flexibility 
when you need it most?

What is changing in the
financial services industry?
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Because of the growth in “Robo” investing and 
the emphasis on lower management fees, another 
unintended consequence of this investing 
environment could be the demise of the “Art of 
Investing”.  Like anything else, there is an element 
of art and science that makes a proven process 
successful, including investing.  Because an SMA 
type account provides a great level of Flexibility 
and Transparency, it potentially allows the Art of 
Investing to enhance a portfolios’ purpose over time.

BOTTOM LINE:
The power of SMART investing can allow 
investors the ability to enhance their 
investment process because of the power 
of Flexibility and Transparency, as well as 
the fact that their assets are not comingled 
with other investor’s money.
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Diversification  vs  Asset Allocation
Investors are bombarded with prognostications, postulations and speculations regarding how their investment 
portfolio should perform (over short periods of time) by many of the so-called “experts”.  However, the fact of the  
matter is, investment success is a process over time by following a proven investment Philosophy and Strategy.

Many investors believe they are diversified.  More than likely, they probably are.  In fact, most portfolios we assess 
are actually over-diversified.  

It has been my experience that many investors are confused or don’t understand the difference between  
diversification and asset allocation.  

What’s the difference?  In its simplest form, diversification is a function of owning multiple investments in the 
SAME asset class.  Asset Allocation includes diversification of similar assets in one asset class, while asset allocation 
takes it a step further by owning investments in different asset classes as well (i.e. bonds, stocks, cash, international 
stocks, emerging market stocks, gold, real estate, etc.).

In my experience, many of the portfolios we assess are not only over-diversified, but additionally, they are not  
asset allocated in an effective manner.  

Your asset allocation strategy is extremely important because it allows for greater flexibility in managing your  
assets while attempting to accomplish your investment goals.  Additionally, asset allocation becomes important  
in managing the volatility of your portfolio so you can hopefully sleep better at night!

As discussed earlier, our portfolios for clients are structured in an SMA format.  There are two types of SMA  
portfolios – The “Single Style” portfolio (a distinct equity, fixed income or balanced investment style), which  
of course should give you diversification.
 

What is changing in the
financial services industry?

cont. next page



The second is the “Multiple-Style” SMA.  This strategy 
uses several different investment styles in a single 
portfolio.  The Multiple-Style portfolio is how Nepsis 
Capital manages clients’ portfolios. 

There are reasons why Nepsis uses the “Multiple 
Style” process.  For starters, it not only provides 
diversification, but it also provides asset allocation, 
i.e. portfolios do not own all of the same types of 
assets, whether stocks, bonds or others.

This is why we at Nepsis do not subscribe to 
using indexes as our portfolios don’t have an 
adequate comparable index due to the fact we 
are using an asset allocation strategy, as well as a 
diversification strategy.

We believe this process provides greater flexibility 
in helping investors accomplish their long-term 
investment goals as opposed to short-term goals.
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BOTTOM LINE:
Nepsis Capital utilizes a “Multiple Style” 
SMA approach for managing client 
portfolios.  This process creates a greater 
asset allocation format so that investors 
have greater flexibility in taking advantage 
of opportunities to accomplish their long-
term investment goals.

Are we going to see the elusive  
20% market correction?
Many of our clients have seen the chart below as we 
add this chart every quarter to our update.  I believe  
this chart is a great reminder to our clients of the 
historical frequency of stock market corrections.   
Of course, as we have reminded our clients over  
and over again, we have yet to see a 20% correction 
since the financial crisis almost 8 years ago.  

When will we see a correction of the 20% magnitude?  
Who knows?  But, I believe it is important for us to 
remember corrections happen and will continue to 
happen in the future.  Always be prepared for a 
big correction!

If the volatility associated with your  portfolio bothers 
you, please consult with your advisor on what may be  
the appropriate allocation for your particular situation 
and portfolio.

We require our advisors to go through a thorough  
process of understanding our investors’ risk tolerance 
AND tolerance for volatility utilizing our Investment 
Policy And Objective Setting Questionnaire.  We do this  
to put our clients’ portfolio ALLOCATIONS in a format  
that enables them to worry less about short -term  
corrections and volatility and focus more on their  
long-term goals.

Magnitude of  Frequency of 
Market Decline Occurrence

 >5% Every Year

 >10% Every 2 Years

 >20% Every 5 Years

 >30% Every 10 Years

 >40% Every 25 Years

 >50% Every 50 Years
Source: Morningstar

Diversification  vs  Asset Allocation
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The Headline  vs  The Bottom Line

Each day, investors are inundated with financial 
news and predictions.  It is human nature for 
many to be caught up in the prognostications, 
postulations, and speculations the financial  
services industry is keen on providing.

However, at the end of the day, what matters 
most is the “Road Map” you have plotted out 
to help you accomplish your long-term goals 
and investment objectives.  Don’t let the news 
of the day, the speculations or propensity to 
appeal to your emotions take you off track.  
“Stick to the knitting”.

BOTTOM LINE:
What folks are not talking about on Wall Street and 
in the media, is that at the end of the day investors 
have different investment needs, objectives and 
goals.  Although many try to fit all investors into a 
box or into categories, the reality is no two clients 
are the same.  Invest and plan like a business 
owner – build, monitor and adjust your plan based 
on your goals and needs.  When it comes to your 
investments, “Invest with Clarity”!

SYNOPSIS OF PORTFOLIO PERFORMANCE FOR THE FIRST QUARTER OF 2017

As we discussed in our last Quarterly Update, 2016 was a year of transition  
for portfolios - a year of repositioning the portfolios to take advantage of  
future opportunities.
Certainly, the start of 2017 has seen tremendous results on a risk adjusted basis for clients’ portfolios.  Of course, we are 
quite pleased to see the results.  However, we are far more concerned over sticking to the PROVEN investment process in 
helping our clients accomplish their investment goals.

As a GLOBAL portfolio manager, we believe it 
is far more important to stick to a proven asset 
allocation and investment strategy than getting  
caught up in a “snapshot” in time of short-term  
performance.  

As 2017 has started off, once again, sticking to a  
“global” allocation as opposed to the “flavor of the  
day” has rewarded our clients nicely.  We continue  
to think of the emerging markets and international  
markets quite favorably as we look for great  
businesses to own over time.

BOTTOM LINE:  
We continue to be extremely proud of our long-term 
performance of client portfolios.  Portfolio theory 
mandates appropriate diversification and asset 
allocation, which means allocating assets in 
international businesses and emerging markets 
businesses along with owning U.S. businesses.  It 
also means owning other assets where and WHEN 
appropriate to accomplish long-term objectives. 
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WON’T GET
FOOLED AGAIN!
- From the Desk of the Vice President of Global Research

cont. next page

For anyone who fashions themselves as a British Rock Invasion fan of the 1960s and early 1970s, 
certainly groups like The Who are at the top of the list.  My all-time favorite song from the band 
was their 1971 classic titled “Won’t Get Fooled Again”.  The song written by Pete Townsend has revolutionary 
undertones and although Townsend himself has given several meanings to his lyrics, the backdrop admonishes the  
general public not to be duped by those in power.  Although, we find some favor in Townsend’s intent, we chose to  
direct the meaning of “Won’t Get Fooled Again” in this article to suggest that we as a collective group of investors will  
not be fooled again by the financial media into believing that the next massive meltdown is around the corner. 

In several of the last Quarterlies, we have chronicled four individual market-related events that the Financial Press has used 
as a battering ram to aid in stoking fear amongst the populous in order to create viewership.  

“I’ll tip my hat to the new
constitution. Take a bow for
the new revolution. Smile and 
grin at the change all around. 
Pick up my guitar and play...
just like yesterday. Then I’ll
get on my knees and pray...
we don’t get fooled again.”

1. China Syndrome - In September 2015, we referred to the Chinese  
 Recession that never happened as the China Syndrome. The Financial Press attempted  
 to make the case that the Chinese Economy was on the brink of collapse.  Word of the  
 People’s Bank of China “cooking the books” and inflating GDP, and an impending  
 recession permeated the airwaves.  As investors headed toward the hills and sold stocks  
 and the US Stock Market dropped -12.5% from August 10, 2015 to August 25, 2015 the  
 press pounded home that a pending global recession was around the corner only to find  
 by November 2, 2015 the market was back to where it was on August 10, 2015.  Those  
 who sold got duped by a story that had little substance and certainly one could make  
 the case they were “fooled.”     
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WON’T GET FOOLED AGAIN!

- From the Desk of the Vice President of Global Research

3. Brexit - The next quarter we called out those who made bombastic remarks as it  
 pertained to the Brexit.  We said this story was only the creation of a portmanteau and  
 certainly was not the cause of a Global Depression.  The comments, made by two  
 prominent economists, led to a decisive sell-off that lasted only 4 days and drove the  
 market down -6%.  The sad thing is when everyday investors hear this bombast they  
 run for the hills.  That is exactly what happened as the Dow sold-off 1,000 points over  
 a two-day span following the results of the vote.  In fact, the markets collectively were  
 down 6% from their peaks and the pullback was in full force.  But something suddenly  
 happened as those who sold based on fear were left holding the bag as the market rallied from those lows to finish  
 up 13% in 2016.  Once again, those who sold got duped by a story that had little substance and certainly one could  
 make the case they were “fooled.”

4. US Election - And finally, last quarter we spoke to our take on the US election  
 where we voted for Clarity and once the election results were over no matter who the  
 winner was, the market would jump as has happened in previous presidential elections  
 and ambiguity is stripped from the equation.  How about this one?  On January 2,  
 2015, the Dow Jones Industrial Average (DJIA) stood at 17,833.  Twenty-two months later  
 on November 7, 2016 the day before the US presidential election the DJIA was 17,888  
 virtual unchanged for nearly two years.  As investors stepped aside and moved out of  
 the markets so as to wait for the results, the markets turned on a dime the night of the 
 election once down 877 on the DJIA Futures to reach an all-time high north of 21,000 on March 1, 2017.  And for the 
 fourth time in 15 months, those who sold got duped by a story that had little substance and certainly one could 
 make the case they were “fooled.”  

These four bogus stories in 20 months turned out to be great buying opportunities vs. the end of the 
world.  Yes, “Fear Sells” as the saying goes until we stop buying it.  The only remedy for not being fooled 
by these types of media-driven, fear-based stories is to gain complete and unfettered Clarity.  

continued

NEPSIS CAPITAL MANAGEMENT
(952) 746-2003  •  Fax: (952) 746-2006
8674 Eagle Creek Circle, Minneapolis, MN 55378
www.nepsiscapital.com  I  Blog: www.InvestingWithClarity.com | Radio: InvestingSuccessForYou.com
©Copyright 2017. Advisory services offered through Nepsis Capital Management, Inc.: An SEC Registered Investment Advisor.

2. $0 Oil - We followed that up with an article in March 2016 as the “Zero-Dollar Oil”  
 scare which the media propagated was caused by a drop-in demand only to find that  
 it was driven by a massive spike in supply.  This story gained a following as the press  
 improperly assumed that the decline in the price of oil was due to a drop in demand  
 and thus was suggesting a recession was around the corner.  Once the market took  
 notice that consumption had not declined but that supply had dramatically increased  
 due to the fracking phenomena, the price began to rise.  Those who were duped into  
 believing that $0 oil was leading to a global recession exited their investment plan only to see that within six weeks’  
 time the S&P 500 which had dropped -11.4% had by March 17, 2016 rebounded to 2,046 directly where it was on  
 January 1, 2016.  Once again, those who sold got duped by a story that had little substance and certainly one could  
 make the case they were “fooled.”   



PORTFOLIO STRUCTURE 
AND OUTLOOK
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Listed below are changes that took place in a general manner in portfolios  
during the first quarter and reasons for these changes.

1. We continue to be very happy with the overall structure of portfolios and many of the  
  companies we owned.  However, during periods of volatility (whether it is overall market  
  volatility or volatility in individual companies), there are usually opportunities to potentially  
  improve portfolios by selling weaker companies in favor of stronger companies.  This last
  quarter was no different.

2. We continued to take profits in companies we want to continue to own as we balance the  
  percentage owned in the businesses while raising cash for new opportunities or income  
  needs where appropriate. 

3. Because we are quite pleased with the companies in the portfolio, along with all of the  
  changes in 2016, recent changes in the portfolios are more reflective of pullbacks in  
  individual companies than the overall stock market.
  
  The largest investment in the first quarter was to EARK (Ecoark) as we continued to add to  
  our position.  I will discuss this position in more detail on the following page.
  
  As for other additions or deletions, there was not much activity on that front.  However, I will 
  say that as we have sold a few things and added to others, it has been beneficial to portfolios  
  as we look at the Strategic Cost Averaging™ we continued to do in some names like NVDA,  
  STM, JD and EXPE, among others.
  
  Please review the important information regarding EARK on the following page.
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As for EARK, this is a unique situation.  First, let me iterate, 
as I have discussed many times, investing is a process over 
time.  Additionally, no one position should make or break 
the performance LONG –TERM of one’s portfolio.

That said, we have had clients ask what is the situation  
with EARK and the associated size of the position in client 
portfolios.  It is true the percentage of EARK in client  
allocations is higher than most, if not all, of the other  
positions we have held in the past.

There are, obviously, many reasons why we have allocated 
EARK to the extent we have.  Unlike any other position 
owned in client portfolios, EARK is a company I have been 
involved with for over five years. I have a strong relationship  
with senior management and have been involved since 
before the company went public.

It is important to understand that successful investing 
requires continued focus on the fundamentals of a company 
and attention to the risk vs the reward opportunity.  In  
other words, as we manage the allocation of all positions  
in client portfolios, we are mindful of the investment risk 
(percentage owned of a business) vs. the reward potential.

While it is not necessarily important to get into all of the 
fundamentals of this company, it is important for investors 
to understand, that longer term, I believe EARK can be an  
absolute game changer in their industry as at this point 
there is no one with the competitive advantage of EARK.   
Additionally, while this is a small company in the  
technology sector, the market opportunity for their  
business is outstanding.

EARK involves supply chain management and logistics,  
particularly in the area of fresh food.  Please see the  
following link to see a short video on their technology  
and other information regarding the company.  
www.ecoarkusa.com

Certainly, whenever you invest in a small and up and  
coming company there are investment risks.  However,  
as we continually assess the risks associated with owning  
this investment longer term, we believe that there is a  
significant imbalance between the downside risk vs the 
upside risk over time.

While EARK is a small company, as disclosed in SEC filings, 
we at Nepsis Capital have taken a significant position on a 
percentage basis of the outstanding shares of this company.  
There are several reasons for this strategy besides the fact  
we like the investment.

We believe that because this is an infancy technology and 
opportunity, we want to be able to protect this investment 
from any take over potential as we want to hold this  
company for many years based on their market opportunity.

Because this is a small company, it has taken us over a year 
to establish the position we want to own in this company to 
accomplish our objectives.  Again, downside risk vs upside 
potential...

The technology that EARK has, called Zest, is part of a sector  
in the technology space and supply chain management 
space.  This happens to be one of the hottest, if not the  
hottest area of technology and food space today.

Although no guarantees, we believe this is a huge  
opportunity for our clients to take advantage of a long- 
term opportunity where the upside potential far outweighs 
the downside risk.  However, even if the investment does  
not do well, we do believe the percentages owned are  
prudent for the opportunity we face.

It’s extremely important that if you are NOT comfortable  
with the percentage owned in your portfolio, you should 
contact your advisor.
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Strategy for Buying  &  Selling Holdings

As many of our clients know, we actively manage client portfolios.  This active  
management includes the continual buying and selling of a small amount of shares 
in one’s portfolio – we call this Strategic Cost Averaging™ (SCA).  
Our process of SCA is something we believe is very unique and important to our portfolio management strategy.  It allows 
complete flexibility in the management of your portfolio.  We believe this flexibility is extremely important for long-term 
success as it allows for the ability to be continually investing in great businesses over time while at the same time providing 
flexibility to sell a portion of a business under our “Sell Discipline”.  To give investors a deeper look at the strategy behind 
the “Strategic Cost Averaging” process, we have written a blog piece called, “A Penny for Your Thoughts”.   
Visit our blog at www.investingwithclarity.com to read this article.

There are several factors that contribute to decisions made in our client portfolios.  However, it is important to understand 
that you should NOT view any one position in the portfolio individually.  It is the portfolio working as a whole that accom-
plishes the intended outcome.  All positions working together for a specific reason.  That, is the power of “Asset Allocation”.

Think of your portfolio like a machine.  There are numerous moving parts working together to enable the machine to 
perform.  These parts must work together for the intended outcome.  As a “Multi-Style” SMA portfolio, it is our objective to 
have every position in client portfolios included for a specific reason – ultimately to have the machine work as efficiently 
and effectively as possible.  

Factors that contribute to the machine working effectively and efficiently include volatility.  Volatility creates opportunity  
in portfolios to continually fine-tune the portfolio like you would a machine.  This is a function of “Strategic Cost Averaging” 
and our “Four Sell Disciplines”.

We have “Four Sell Disciplines” which we adhere to in our investment process.  

As we continually say, a portfolio has a lot of moving parts.  Due to 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.

It is extremely important to remember two things:  First, in most situations, our clients pay very little in trading costs.  
This provides us with complete flexibility in managing the portfolios. 

Second, there should be no one position in the portfolio that should make or break the long term performance  
of one’s portfolio.  The portfolio overall allocation is far more important.
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1. Selling a company when the long-term  
 fundamentals are in jeopardy or 
 have changed.

2. Selling a part of a position to lock in profits 
 to raise cash for other opportunities or 
 cash needs.

3. Selling a weaker company in favor of a stronger,  
 less expensive company.  This happens most  
 often during corrections of the market or the  
 sector the company belongs to.

4. Selling positions to take a loss to offset future  
 gains (Tax-Loss Harvesting).
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Respectfully,

Mark Pearson
President, Founder & CIO
Nepsis Capital Management, Inc.

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 investor long-term.

Investing in fixed income investments will not provide the types of returns they have historically.  In light 
of the Federal Reserve finally making a move to normalize interest rates, more than likely we are in the 
beginning stages of a long-term trend to higher interest rates.

Of course, like any type of investment, higher interest rates will not happen overnight.  It will take time.  However, like any good 
investment, we like to look at what we call, “Risk Adjusted Return”.  

What is risk adjusted return?  It is the level of risk taken for the associated investment return on the investment.  Bonds do not 
warrant the associated risk for the potential associated return.  However, we continue to believe that the only way to own bonds is to 
have shorter duration bonds (1-5 years at most), and they should be viewed as investments to help reduce portfolio volatility not 
providing much assistance in overall portfolio return.  

As for our target allocations, particularly in the more “conservative” portfolios, we continue to be extremely selective and patient on 
what bonds we want to own for our clients.  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 appropriate risk vs. the potential reward. 

Some exciting news at Nepsis Capital Management 
As you may be aware, approximately 15 months ago, Nepsis Capital launched the radio  
show, “Investing For Success”.  The show can be heard in Minneapolis locally on the AM  
dial, 1440 KYCR.  For those who would like to listen outside of the Minneapolis area, you  
can tune into the show on iHeart Radio by searching out 1440 KYCR Investing For Success.  

There are many reasons why I finally decided to start the radio show.  A couple of these reasons 
include, having a platform where our clients can hear thoughts, ideas and other information 
from their portfolio manager in an easy format.  Additionally, I continue to be extremely passionate about the ideal of “Investing with 
Clarity”. Too many investors do not invest for success due to lack of Clarity in their portfolios and strategy.  My goal is to have not just 
our clients, but, investors as a whole, “Invest For Success”!

The show airs 4:00-5:00pm Monday-Friday.  Be assured the markets are closed at this time and doing the live show does not inhibit in 
ANY way our ability to manage our clients’ portfolios!  As Nepsis Capital Continues to grow, we appreciate your continued confidence 
and support.  We believe successful investing requires “Investing with Clarity” i.e. knowing what you own in your portfolio and why 
you own it.  We look forward to continually providing you with the Clarity needed to be a successful investor long-term.  Additionally, 
you can go to www.investingsuccessforyou.com and download the podcasts.  You can also subscribe to SoundCloud and have our 
podcasts automatically downloaded to your phone.
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