1st QUARTER

2022 UPDATE

“Know what you own in your
portfolio and why you own it!”
THOUGHTS FROM THE FOUNDER: “I truly mean this. You really should know what
positions you are buying and the price you are paying for them. Furthermore, I want you to
feel confident at the time of purchase, that these purchases have excellent value.”
A “stock”, aka, A “COMPANY”, does not get overvalued or undervalued on an “absolute” basis.
Valuation is RELATIVE – it boils down to what someone is willing to pay for something.
If you are one that does not pay attention to this, relying on the
“experts” to know this for you, that is ok. However, at Nepsis®,
we want you to understand that you can examine your portfolio
activity at any time and have “Investment Clarity” i.e., “Know
what you own and why you own it!”
I have been managing client portfolios for a long time. I have
seen multiple economic periods of great expansion and
contraction. I have been through 9/11, the financial crisis, covid
and now the most recent correction, which we at Nepsis® refer
to as the “New Normal”. We have spent a fair amount of time
in the last 6-9 months explaining to advisors and clients that
we are entering a “New Normal” regarding how investors will
value purchasing companies in their portfolio to own over the
long term.
Investors use the term “valuation reset” in relation to stocks
that have seen substantial growth in the past year and are
now declining. There are many reasons for, what we see as,
the “valuation reset.” As I write this update, we continue to see
the shrinking of valuations people are willing to pay to own
businesses within their portfolios. I believe this has been a
long time coming!
However, it is important to remind our clients, we DO NOT
invest in the stock market, we invest in businesses, long-term.
The “Stock Market” is nothing more than the greatest tool ever
created to bring buyers and sellers of businesses together!

There are too many variables to discuss in an update
regarding what one should pay for a business! This
process should be a function of the investment process
– Investment Philosophy and Strategy!

MARK PEARSON
President & CIO

We often say, “Process before Progress®.” In other words,
investing is a process OVER TIME!
Considering the pullback, we have now experienced,
(S&P 500 is down over 18% YTD, and the Nasdaq is down
over 29%, Source: https://www.google.com/finance), I feel
extremely confident as to the businesses we do own and
want to own going forward. The reason our clients’ portfolios are holding up much better than others during this
“valuation reset” has to do with the decisions we made 1224 months ago to prepare us for this season of investing.
Our commitment is to stay true to our investment process!
Frankly, while no one knows how long the current economic environment and valuation reset will continue, one
thing my investment committee and myself believe — it is,
“Process before Progress®!”

“THE STOCK
MARKET DOES
NOT GET
OVERVALUED OR
UNDERVALUED COMPANIES DO.
THAT SAID,
VALUATION IS
“RELATIVE””.
– MARK PEARSON

Invest With Clarity®!
Respectfully,
Mark Pearson
Founder & CIO
Nepsis, Inc.

If you have questions or need additional information about your portfolio, please contact your advisor for more information.
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LIFTING WEIGHTS WHILE WE

W.A.I.T.

Charles D. Etzweiler, MBA, CIMA®, CMT, CFP®
Chief Research Officer & Senior Vice President

As Americans, we find it very difficult to wait for anything –
let alone for the days of positive equity markets to return once again.
So, when we are asked to wait, two questions arise:
“What are we waiting for?” and “What do we do while we are waiting?”
We will answer the first question in our second section of this report.

We answer the second question right here.

“What do we do while we are waiting?”
We weightlift while we wait. Better said, we look to the “Barbell Strategy”
as an investment approach when waiting for future events to unfold.
According to Investopedia.com: “The barbell strategy is an investment
concept that suggests that the best way to strike a balance between reward and risk
is to invest in the two extremes of assets while avoiding middle-of-the-road choices.”
For a complete description by Investopedia please check the link below:
https://www.investopedia.com/articles/investing/013114/barbell-investment-strategy.asp
(Continued next page.)
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LIFTING WEIGHTS WHILE WE W.A.I.T.

(Continued from last page.)

In our example below, one basket holds investments that would typically outperform in a robust economy (on the right-hand side),
while the second basket holds assets that would typically outperform in a slowing economy, or one headed for recession (on the lefthand side.) In the middle are sectors we would not favor in either extreme scenario. To describe this concept, think of a 100lb. set of
barbell weights. On the left side, you have two plates, one weighing 24lb. and another weighing 9lb. representing sectors where we have
strong conviction (in a slow growth environment), all the while totaling 33lb. On the right side you have three plates weighing 18lb.,
8lb. and 7lb., again totaling 33lb. and sectors where we have deep conviction in a robust growth environment. Connecting these two
opposite sides and in the middle is the bar that weighs 34lb. The bar comprises six sectors where we see very little opportunity in this
environment. *Please note the Ratios (X) represent the given sector weighting vs. the Morningstar Moderate Target Risk Benchmark.

THE BARBELLSTRATEGY
Tactical Balanced Model in Action

Robust Growth
Fueled by a rapid Re-Opening

Slowing Growth
Caused by Aggressive Fed

Sectors in Focus
Technology at 24% and 1.49X
Consumer Discretionary
at 9% and 0.91X
Total 33%

Sectors NOT in Focus
Utilities at 1% and 0.24X
Communication at 4% and 0.72X
Real Estate at 5% and 0.64X
Consumer Staples at 5% and 0.72X
Industrials at 9% and 0.81X
Healthcare at 10% and 0.85X
Total 34%

Slowing Growth Scenario
A very likely scenario that could be brought on by a morethan-aggressive Fed and inflationary pressure that drives
down the growth rate of Economy as measured by GDP to
the 2% or lower range. In this scenario, you would desire to
pay a premium for earnings growth and seek to own stocks
in both the Tech and Consumer Discretionary Sectors.

Sectors in Focus
Financials at 18% and 1.13X
Energy at 8% and 1.58X
Materials at 7% and 1.21X
Total 33%

Robust Growth Scenario
Also a very likely scenario that could be brought on
by a rapid re-opening of the Economy while Inflation
peaks and rollovers coupled with a Fed that does not
accelerate rate hikes. In this scenario, Cyclical
Sectors such as Energy, Materials and Financials
should outperform.

Conclusion – With an equal probability of either scenario taking hold over the next several quarters,
we believe it to be prudent to “straddle the middle” and see where things ultimately play themselves out.
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FOCUS ON
QUALITY
Although both sides of the barbell are distinct from a perspective on how they may react to either
a slowing or robust Economy, the two sets of weights each possess what we refer to as “Quality
Fundamental Factors.” The Morningstar Snapshot Report uses several factors in determining the “Quality”

of both the Balance Sheet and the Income Statement of the underlying holdings within each model. For the
Tactical Balanced Model and the Morningstar Moderate Risk Target Benchmark, the factors are stated below:
Profitability

Account

Benchmark

Net Margin

19.10%

17.40%

ROE

44.99%

22.01%

ROA

9.76%

7.79%

Debt/Capital

39.31%

39.49%

Our personal interpretation of the data above could best be described in the following terms:
Despite two very different sides of the barbell when combined, they exhibit:
• Higher Net Margin than the Benchmark and ultimately measuring Profitability as it relates
		 to Sales or broadly speaking Revenues.
• Higher Return on Equity (ROE) and Assets (ROA) which tend to represent the Financial
		 Performance of how capital and assets are deployed.
• Lower leveraged as represented by the lower Debt-to-Equity Ratio and ultimately
		 measuring Financial Stability.
Irrespective of either outcome of our Barbell Strategy, we want to own High-Quality, US-based Large
Businesses that possess strong balance sheets and positive Earnings Growth as we walk together
through this time of great uncertainty.
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UPDATE ON OUR

W.A.I.T.
THEME FOR 2022

A brief update on our 2022 theme we presented last quarter. Once again, ultimately what we are
waiting for is the T in the acronym W.A.I.T. and is described below:

W
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Washington, D.C. – With gridlock abounding in Congress already, the outcome of the
Mid-term elections provides even more numerous unanswered questions as to who
controls congress and where fiscal policy may lie. This creates market volatility, and
facing year two of a U.S. President’s term, which (according to data from Bespoke) on
average going back to 1928 is the worst of the four, only compounds this uncertainty.
We simply must continue to “wait” until the outcome of the November 8th election
is sealed.
Accommodation of the Fed – When we say the Fed is accommodative, we mean
that they are willing to keep interest rates lower for longer. Equity investors usually
like this posture. When the Fed is not accommodative, or restrictive, it suggests that
they will more quickly raise rates. Although we found many answers via the March
meeting (11 rate hikes through 2023), we still must “wait” to see if the Fed pivots
as they have many times before.
Inflation – With nine consecutive months of CPI-based inflation greater than 5%
through February, the undeniable persistency of rising prices is before us. The big
question is, “How long-lasting will it be?” We just have to “wait” to find out whether
it takes the pathway of post-WWII, where it lasted 28 months greater than 5%, or
does it take the pathway where it lasted most of the decade of the 1970s.
Technological Advancement – In our estimation, what investors are “waiting” for are
the productivity gains ultimately garnered from new technologies, the likes of 5G
Connectivity, Robotics, Artificial Intelligence, FinTech, Biopharma, Autonomous Vehicles,
Alternative Energy and Blockchain. We believe these advancements will be the driving
forces that propel this secular bull market in the second half of the decade of the 2020’s.
Our belief is that if investors are patient and can “wait” through 2022, great opportunities
may abound in these areas. The year 2022 may just be the “Pause that Refreshes!”
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KNOW WHAT
YOU OWN & WHY
YOU OWN IT

SPOTLIGHT -

INTERNATIONAL BUSINESS
MACHINES CORPORATION IBM

(NYSE: IBM)

The Investment Committee
The most recent addition to our stable of businesses we have purchased on your behalf is IBM.
Based on the Investor Relations section of their website at https://www.ibm.com/investor,

IBM describe themselves as:
“At IBM, we invent things that matter. We are a community of thinkers. We make a lasting impact on our industry and the world. Our
scientists are pioneering the future of artificial intelligence, creating breakthroughs like quantum computing that will allow us to process
information in entirely new ways, defining how blockchain will reshape the enterprise, and so much more. We are driven to discover.”
In their most recent Investor Presentation laid out the vison of the company. The following quotes were taken from the transcript of
the call and can be found at https://www.ibm.com/about?lnk=fab
“Today’s IBM has defined a clear strategy to lead in the era of hybrid cloud and AI. In 2021, we took a series of dramatic steps to
execute against that strategy, strengthening our portfolio, expanding our partner ecosystem, and returning your company to
growth. As a result, we enter 2022 more strategically focused and more technologically capable. We are integrating technology
and expertise—from IBM, our partners, and even our competitors—to meet the urgent needs of our clients, who see hybrid cloud
and AI as crucial sources of competitive advantage. And we are ready to be the catalyst of progress for our clients as they pursue
the digital transformation of the world’s mission-critical businesses. As you will see in this report, our strategy is resonating with
clients and partners, our technology and business expertise are in high demand, and our company is more nimble, focused, and
positioned for sustainable growth. Our performance was driven by our unique ability to combine IBM’s technology and expertise to
create value for our clients and partners. We integrate IBM Software, IBM Consulting, and IBM Infrastructure to deliver this value.
IBM Software allows clients to leverage the full power of hybrid cloud and AI. Software revenues were up 4% at constant currency.
Red Hat continues to gain momentum, growing nearly 21% at constant currency in the fourth quarter, benefiting from its integration
with IBM’s portfolio and reflecting strong demand for open source innovation.
IBM Consulting revenues were up 8% at constant currency, driven by clients that rely on IBM as their trusted partner for digital
transformation.
IBM Infrastructure revenues declined 3% at constant currency, reflecting product cycle dynamics. Clients continue to leverage
our Power servers, storage, and IBM Z systems as foundational elements of their hybrid cloud infrastructure. In fact, we have
shipped more MIPs in the z15 than any program in our history.
With this revenue and cash generation, we returned $6 billion to stockholders through dividends in 2021. We reduced debt by
$10 billion in 2021 and by $21 billion since acquiring Red Hat in 2019. We did all of this while we continued to invest in skills,
innovation, and our ecosystem, including $3 billion on acquisitions in the year.”

WITH A CLEAR VISION AND GROWING BUSINESS MODEL WE HOPE THAT IBM WILL BE A PART OF OUR PORTFOLIO
FOR THE LONG-TERM.
Disclaimer: This is not a solicitation or recommendation. Content discussed within is for informational purposes only.
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GETTING PAST
THE RECENT PAST
Nepsis Financial Planning Team

“Two of the most virulent behavioral organisms are
overconfidence and an overemphasis on recent history.”
- William Bernstein, M.D.
Financial planning is necessary because the future is uncertain. This uncertainty tends to create feelings of concern over
whether life will happen according to our hopes and expectations. One way we cope with this uncertainty is to look at the
recent past as an indication of how the near future will go. This is called “recency bias” and is one of the many behavioral
biases that affect our ability to make proper decisions.
Sometimes recency bias leads to overconfidence by assuming the continuation of recent success. At other times, we can
be filled with apprehension and pessimism because of recent negative experiences. This is the place many investors find
themselves right now with the recent declines of both the equity and bond markets.
A proper financial plan copes with recency bias by consistently redirecting your focus to your highest priorities while
aligning them with appropriate expectations. Your plan should have a framework of years and decades, not days and
weeks. Market ups and downs are both normal and inevitable, and you should be prepared by already thinking through
what you will do (or not do) in both situations. Don’t allow the past to knock your future off course.
As cliched as it may sound, retirement is not merely a destination, it is part of the journey.
Disclaimer:
Please note that Nepsis, Inc. is not a tax advisor; the preceding items are suggestions that you may want to consult with your tax advisor about before making any decisions.

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

CHECK US OUT
ON SOCIAL

NEPSIS INC.

NEPSIS, INC

@NEPSISINC

NEPSIS, Inc.
8674 Eagle Creek Circle, Minneapolis, MN 55378
(952) 746-2003 • Fax: (952) 746-2006
www.InvestWithClarity.com I Blog: www.InvestingWithClarity.com

@INVESTWITHCLARITY

Respectfully,

Mark Pearson

President, Founder & CIO
Nepsis, Inc.

“Invest With Clarity®”, “Can You Put A Price On Clarity?™”,
“PHILOSOPHY STRATEGY FLEXIBILITY TRANSPARENCY®”
and “Investing With Clarity®” are trademarks of Nepsis, Inc.
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