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Chris Bloomstran’s investing career got 
off to an inauspicious start. He bought his 
first stock, in a Norwegian tanker compa-
ny, as an undergraduate at the University 
of Colorado and watched it quickly go to 
zero. “I could have either taken this as a 
sign that this wasn’t for me, or try to figure 
out what went wrong and learn from it,” 
he says. “I chose the latter.”

Good choice. After learning the busi-
ness as an analyst and portfolio manager 
at UMB Investment Advisors, Bloomstran 
struck out on his own in launching Semper 
Augustus Investments in 1998. Since then 
the firm has earned a net annualized 9.0% 
return, vs. 7.7% for the S&P 500. Among 
areas of high interest today: discount re-
tail, U.S. oil refining, and long-time hold-
ing – and particular passion – Berkshire 
Hathaway. 

You like a lot of value investors have 
moved on the value spectrum from tilt-
ing toward Ben Graham to tilting toward 
Warren Buffett. Describe any key points 
along the way in that evolution.

Christopher Bloomstran: We started Sem-
per Augustus in late 1998, when the dot-
com bubble was raging and the invest-
ing world had lost its collective mind in 
chasing anything having to do with the 
Internet and telecom. I took over what 
was essentially a family office and started 
moving out of expensive blue-chips to buy 
smaller-company stocks in sectors that 
no one cared about. I bought things like 
a fire-truck manufacturer, little banks and 
thrifts, specialty retailers and, in Febru-
ary 2000, took an initial position in Berk-
shire Hathaway. That all looked dumb for 
awhile, but paid off quite well when the 
tech bubble burst and there was a massive 
market rotation from what was perceived 
as growth to what was perceived as value. 

One stock I bought early on was Ross 
Stores, paying maybe 10x earnings for a 
company with terrific unit economics, a 
huge growth runway and no debt other 
than operating leases. We made 2.5x our 
money on it as the bubble broke and bor-
ing value stocks came to the fore, but 
when the P/E got into the mid-20s we sold 
for what appeared to be a high price. It 
was still a great business with great pros-
pects, but I didn't fell comfortable holding 
something trading at that high of a mul-
tiple. I anchored to what I originally paid 
and never came back. The stock has since 
gone up 25x and I still consider selling it 
when I did and never coming back to it 

as the single biggest investing mistake I’ve 
ever made.

That was an early, valuable lesson. I 
still care very much about price and am 
not afraid to invest in cyclical companies, 
turnarounds and special situations. But 
at the margin we look for higher-quality 
businesses with durable earnings power, 
high returns on capital and owner-ori-
ented management. If you’ve done your 
homework and laid out the case for own-
ing a really good business, to think you’re 
better off trading in and out of it rather 
than sitting and watching it grow is likely 
a big mistake. The relative weighting in 
these types of companies varies depending 
on valuations, but I’m slow to sell down 
compounders and have learned to avoid 
completely selling out of them. The risk 
of never coming back is too high when 
you’ve exited something completely.

In what category of investment would you 
place one of your larger positions today, 
chemicals producer Olin [OLN]?

CB: Opportunities come along at times 
of uncertainty. Sometimes there’s a broad 
economic downturn that takes everything 
down, which makes buying great busi-
nesses easier. More often something is go-
ing on at a company where the business 
is changing and the market’s perception 
of it hasn’t, or the market’s perception is 
changing but the business really hasn’t.

In Olin’s case, the company in 2015 had 
bought the chlor-alkali, vinyl and epoxy 
businesses that Dow Chemical had to sell 
in order to merge with Du Pont. This sig-
nificantly improved Olin’s market position 
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and made it the low-cost global producer 
in a number of its key product categories. 
These tend to be cyclical businesses and it 
wasn’t a great part of the cycle, but man-
agement made the case that the industry 
was evolving and capacity was likely to be 
constrained over at least the next decade, 
bringing supply and demand into better 
balance and even tightness, benefitting 
product-market leaders with low costs.

While there was evidence manage-
ment’s forecast was on the mark, it hadn’t 
played out to any great degree in the com-
pany’s performance by the time we got in-
volved two years ago. The stock was in the 
mid-teens, trading at 4x free cash flow and 
at a material discount to the replacement 
value of the company’s assets. At the time 
it was more of a cyclical bet, that the mar-
ket would continue to tighten and Olin 
would reap the benefits in a positive de-
mand cycle. Then the pandemic hit, and as 
happened in many commodity businesses, 
capacity closures increased and Olin also 
accelerated other cost-savings and effi-
ciency initiatives. When the end markets 
eventually did harden, earnings power 
would be materially higher. 

That’s for the most part what has 
happened. End markets have come back 
strongly, especially in areas related to 
housing construction. At today’s stock 
price [of $57.40] the company’s enterprise 
value is about $12 billion, against mid-
cycle earnings power of close to $1.5 bil-
lion. The cyclicality isn't gone, but we do 
believe it is now a much better business 
than it was and that more rational compe-
tition will make it less prone to booms and 
busts. The market seems to be waking up 
to it, but management talks now about the 
path to a $100 share price over the next 
couple of years. We don’t think that’s an 
unreasonable goal. 

What types of ideas are rising to the fore 
for you in today’s investing environment?

CB: Most of our selling in the past 12 to 
18 months has been trimming positions 
because they traded at or above our ap-
praisals of fair value at a time when we 
thought we had better uses for the money. 

We’ve rotated from the highest-quality 
companies we own that have become 
more fully valued to incrementally invest 
in cyclical or special-situation names – of-
ten already in the portfolio – that the mar-
ket seems to be particularly overlooking 
and undervaluing. 

As I said, we rarely sell out of com-
pounder names, but we have taken posi-
tion sizes down materially in holdings like 
Costco, Starbucks, Dollar General and 
Nike. At the end of the third quarter, our 
portfolio was collectively trading at just 
over 11x current earnings, roughly half the 
level of the S&P 500. There’s a lot of bi-

furcation between the haves and the have-
nots in the market today, not unlike in the 
late 1990s. If we can pay 11x earnings for 
companies that we think trade at 70 cents 
on the dollar to intrinsic value – which is 
about our typical level of discount – with 
the earnings yield and the closing of the 
discount gap we should make very accept-
able returns over time.

ViacomCBS [VIAC] is a new position for 
you this year. How does it fit with what 
you’ve been finding interesting?

CB: We started buying in the low-$40s af-
ter the stock got caught up in the Archegos 
debacle earlier this year. The business is 
also clearly going through a transition as 
the world moves toward direct distribu-
tion of media content. We think after a 
long period of poor management oversight 
and underinvestment that the company is 
on the right track under CEO Bob Bakish, 
and that its content assets – including Par-
amount Pictures, CBS Sports, Showtime, 
Nickelodeon and Comedy Central – will 
allow it to prosper even in a cord-cutting 

world. And at today’s price [of $31.10], 
the stock is just ridiculously cheap. We 
think the business can do $4 billion of net 
earnings within the next few years, which 
means the shares trade at 5x our estimate 
of earnings power. I don’t know if I want 
to own this company for 30 years, but we 
believe they’re moving in the right direc-
tion on many fronts and there is a lot of 
unrecognized value here that we believe is 
eventually going to get recognized.

Is your exposure to gold miners like 
Kinross Gold [KGC] and Newmont 
[NEM] high or low relative to history?

CB: We've held gold miners for some time 
as a hedge against central bankers doing 
bad things. If we are facing a period of ac-
celerated inflation – which I believe is the 
case – there’s a good chance gold is one 
of the few assets you can own that will 
maintain purchasing power when a lot of 
things are going bad.

There are other reasons behind our 
having close to 10% of our portfolio in 
gold miners. I’d argue a lot of the hedge 
money out there is at least temporarily 
flowing into cryptocurrencies, which has 
put pressure on the gold price, and there-
fore gold miners, over the past year. Even 
as inflation has increased, Kinross’ shares 
are down by more than 40% from their 
summer 2020 high, while Newmont’s are 
down nearly 20% from this year’s high. 
That’s at a time when the industry has 
consolidated, the best operators are driv-
ing down their production costs, balance 
sheets have been cleaned up, and capital 
spending related to new capacity has been 
disciplined. As I described earlier for Olin, 
I think the business quality has improved 
and that for the best players we’re going 
to see increasingly durable earnings power. 

Given that, it makes no sense that some 
of the miners trade at the valuations they 
currently do. Newmont should generate 
almost $3 billion in free cash flow this 
year and the stock [at a recent $61.60] 
trades at a low-teens multiple of that num-
ber. Kinross should do over $1 billion in 
free cash, so it [at a recent $5.75] trades 
at only a mid-single-digit multiple of that. 
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Those strike us as very undervalued, even 
if gold prices don’t increase as we think 
they will. The stocks trade on company 
fundamentals for the first time in decades 
and the margin of safety here is as high as 
it’s ever been.

You mentioned earlier having done well in 
discount retailer Dollar General. Explain 
why you see strong upside from here in 
competitor Dollar Tree [DLTR].

CB: I would say upfront that Dollar Gen-
eral by far has been the better-run com-
pany, with better capital allocation, better 
operating efficiency and more consistent 
growth. With Dollar Tree there’s more to 
fix, which increases uncertainty about its 
prospects, but we think is also what makes 
the opportunity as interesting as it is. 

We very much like what has come col-
loquially to be known as the “dollar store” 
business. The established players like Dol-
lar General and Dollar Tree have more or 
less mastered the model of high store den-
sity, small store footprints, small package 
sizes, a narrow list of SKUs and very low 
price points. Walmart tried to beat them 
at their own game with Walmart Express 
and failed miserably. Distribution is totally 
different. Amazon is not going to kill the 
concept because basket sizes don’t tend 
to be large enough or price points high 
enough to justify buying online and hav-
ing goods delivered to your home. Dollar 
General and to a lesser extent Dollar Tree 
have continued to roll out new stores at a 
healthy clip, and would seem to still have 
plenty of growth runway left.

Most of Dollar Tree’s ongoing issues are 
a result of their transformative acquisition 
in 2015 to buy what was then the third 
major player in the business, Family Dol-
lar. The company has struggled mightily to 
put the two chains together in a way that 
maintains their differentiation in pricing, 
merchandise mix and store location, while 
actually benefitting from scale economies 
in sourcing, marketing and distribution. 
They overpaid, increasing debt 10x to 
around $7.5 billion, which then hampered 
their ability to reinvest in the combined 
business. There have been worse acquisi-

tion outcomes of note in recent years, but 
this one is at least on the list.

So what’s changing for the better? The 
company announced in late September 
that it’s going to broadly “break the buck” 
at Dollar Tree stores, which had more 
or less maintained since its founding the 
practice of pricing everything at $1 or less. 
We don’t expect that at all to alienate cus-
tomers, who have gotten comfortable with 
the notion that a dollar store can still offer 
great discounts – generally 40% cheaper 
than the drug store, 20% cheaper than the 
grocery store, and on par with Walmart or 
Target – without everything being priced 

at a dollar. Done correctly, price increas-
es like this should translate directly into 
higher sales per square foot, with little to 
no change in operating costs. 

We’re also finally seeing signs that the 
company might make more progress in 
integrating Dollar Tree and Family Dollar 
on the back end. Michael Witynski took 
over as CEO in July 2020, and while he 
came up from the inside, he appears will-
ing to address the fairly stark differences 
in operating performance between Dollar 
Tree and Dollar General. Dollar Tree has 
200,000 employees, with 26 distribution 
centers independently serving roughly 
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Dollar Tree           
(Nasdaq: DLTR)

Business: Owns and operates nearly 16,000 
small-footprint discount retail stores in the 
U.S. and Canada under the Dollar Tree, Family 
Dollar and Dollar Tree Canada brand names.

Share Information (@12/30/21):

Price 141.27
52-Week Range 84.26 – 149.37
Dividend Yield 0.0%
Market Cap $31.56 billion

Financials (TTM):

Revenue $26.01 billion
Operating Profit Margin 7.6%
Net Profit Margin 5.3%

Valuation Metrics
(@12/30/21):

 DLTR S&P 500
P/E (TTM) 23.9 28.8 
Forward P/E (Est.) 18.9 22.7

Largest Institutional Owners
(@9/30/21 or latest filing):

Company  % Owned
Vanguard Group  10.3%
Mantle Ridge LP   5.7%
BlackRock   4.8%
State Street   4.4%
Macquarie Inv Mgmt   2.5%

Short Interest (as of 12/15/21):

Shares Short/Float  2.6%

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
The company may finally be poised to deliver on the promise of its so far disappointing 
Family Dollar acquisition, says Chris Bloomstran. Through square-footage growth, higher 
sales per square foot and improved operating efficiency, he pegs EPS three to four years 
out at around $10. At a "reasonable" 20x multiple, the shares would then trade at $200. 

Sources: Company reports, other publicly available information
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8,000 Dollar Tree and 8,000 Family Dol-
lar stores. Dollar General has more total 
stores, around 18,000, but only 160,000 
employees and 18 distribution centers. It 
won’t happen overnight, but management 
has an opportunity to take operating mar-
gins from about 10% today to 12%, and 
net margins from 5% to 7%. We think if 
they're finally willing to break from what 
they've considered sacred traditions, that 
should be more than doable. 

One last thing I’d mention is that as 
the company has reduced its debt load, 
it is now more able to reinvest in the ex-
isting store base as well as to open new 
stores. The Family Dollar locations have 
been particularly neglected, but we’re see-
ing money go into remodeling and into 
expanding refrigerated and freezer space, 
which typically improves repeat business 
and basket sizes. In terms of expand-
ing the store footprint, management says 
they still see the potential for 25,000 U.S. 
stores, up from the 16,000 today.

Activist investor Mantle Ridge LP earlier 
this month nominated a full replacement 
slate of directors and urged Dollar Tree to 
hire the former Chairman of Dollar Gen-
eral into a “leadership role.” Do you see 
that as an incremental positive?

CB: Starboard Value tried to get involved 
prior to Mantle Ridge and didn’t make 
much headway, but any spotlight shining 
on the opportunity to create value here is 
a good thing. We think there’s low-hang-
ing fruit that starts with just operating 
the company better. We haven’t talked to 
Mantle Ridge yet, but it’s not surprising 
other investors see the same thing. 

How do you see running the company 
better translating into upside in the share 
price, now at $141.25?

CB: We think through a combination of 
square-footage growth and increased sales 
per square foot that revenues can grow for 
several years by 9-10% per year. If they in-
crease margins by 200 basis points, look-
ing three or four years out net earnings 
can rise to more than $10 per share. At 

even a reasonable 20x multiple, the shares 
would trade at closer to $200.

If the market is slow to recognize value 
here, we would expect the company to 
step up share repurchases. The business 
should be generating plenty of free cash 
to reinvest in the business and also return 
capital. 

You have long held Berkshire Hathaway 
[BRK-A] and devote a large portion of 
your lengthy annual letter to handicap-
ping its prospects. Explain what’s behind 
your conviction today in making it your 
biggest position by a wide margin.

CB: Berkshire to me has the most know-
able, predictable and durable earnings 
stream of any business I’ve studied. It’s 
highly diversified, has a fortress balance 
sheet and is run by what I consider to be 
the most skilled and shareholder-friendly 
management team in the world. 

I tend to use it as the standard against 
which I hold everything that’s trying to 
make its way into the portfolio. I’m highly 
confident that my returns as a shareholder 
should approximate at least the 10-11% 
per year the company regularly earns on 
its equity, especially when I own the stock 
at a nice discount to my estimate of intrin-
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Berkshire Hathaway           
(NYSE: BRK.A)

Business: Diversified holding company with 
primary activities centered around insurance 
and reinsurance, rail transportation, utilities 
and energy distribution, and equity investing.

Share Information (@12/30/21):

Price 452,700
52-Week Range 340,816 – 455,000
Dividend Yield 0.0%
Market Cap $670.61 billion

Financials (TTM):

Revenue $268.68 billion
Operating Profit Margin 41.4%
Net Profit Margin 32.0%

Valuation Metrics
(@12/30/21):

 BRK.A S&P 500
P/E (TTM) 8.1 28.8 
Forward P/E (Est.) 23.9 22.7

Largest Institutional Owners
(@9/30/21 or latest filing):

Company  % Owned
Fidelity Mgmt & Research  5.1%
First Manhattan Co.  3.0%
Gardner Russo & Quinn  0.5%
Davis Selected Adv  0.4%
Hightower Adv  0.3%

Short Interest (as of 12/15/21):

Shares Short/Float  0.1%

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
While the market is variously concerned by things like too much cash, succession 
planning and business-portfolio "optimization," Chris Bloomstran says he focuses on "the 
earnings power of the business, the maintenance of the culture, and what I think it's all 
worth." Today that comes to $560,000 per share, a nearly 25% premium to today's price.

Sources: Company reports, other publicly available information
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sic value, as I do today. If I don’t think I 
can materially beat that return, I generally 
shouldn’t take the risk. 

For a stock that should be relatively well 
followed, what do think the market tends 
to miss in Berkshire?

CB: I think there are a number of things. 
People tend to dislike all the cash on the 
balance sheet, but I’d still rather have the 
bulk of it in Mr. Buffett’s and Mr. Munger’s 
hands rather than returned to sharehold-
ers as dividends or forced into bad deals. 
There’s the fear of what happens when the 
two of them are gone, but I believe the 
succession planning in place on both the 
operating and investment sides has been 
very well thought out, and I think Berk-
shire’s culture will far outlive the two who 
created it. Mr. Buffett has said the stock 
would probably go up on the day he died, 
given the expectation of capital return and 
the potential for more “optimization” of 
the portfolio of businesses. I don’t have 
any opinion on that and just stay focused 
on the earnings power of the business, the 
maintenance of the culture, and what I 
think it’s all worth. That’s all that matters 
to me as a shareholder.

I also don’t believe that many investors 
really dig under the hood of the company. 
To arrive at the durable earnings power of 
the various business lines is not a trivial 
task, requiring myriad accounting and tax 
adjustments and a significant number of 
informed estimates. I’d never claim to 
have all the answers, but I don’t believe 
many have looked at it much harder or for 
as long as I have. 

When you dig under the hood, from to-
day’s A-share price of $453,000 describe 
how you arrive at what you think the 
shares are worth.

CB: I value the shares in a number of ways 
– all of which yield largely similar results 
– but probably the most understandable 
and easiest way to explain is using a sum 
of the parts. If you spend enough time with 
the financial statements and make certain 
necessary adjustments to the GAAP num-

bers, you can arrive at a fairly clear finan-
cial picture of the operating businesses, 
segmented by insurance, railroads, energy, 
and what they call manufacturing, service 
and retailing. The main investment port-
folio resides in the insurance operation, 
but the fifth piece of my sum-of-the-parts 
consists of assets and liabilities held at the 
holding-company level, including stakes 
in Diageo, Kraft Heinz and a number of 
Japanese trading companies.

I value the insurance operation on un-
derwriting profitability plus the value of 
the investment portfolio, sometimes at 
market but other times adjusting for any 
perceived under- or over-valuation. On 
roughly $70 billion in written premiums 
I assume a 5% normalized underwriting 
profit margin, or about $3.5 billion pre-
tax. Net that for taxes and then capital-
ize it at a 15x multiple, that results in 
an estimated value for the underwriting 
business of about $40 billion. Add in well 
over $350 billion in insurance investment 
assets – which I'm now discounting from 
the market value – and the total estimated 
segment value is pushing $400 billion.

The BNSF business has one of the two 
extensive rail footprints in the western 
U.S., generating earnings that are durable 
and continue to grow. On more than $21 
billion in annual revenues, if I assume a 
roughly 14% normalized return on equity 
the business earns a tax-adjusted $7 bil-
lion or so in net income. At what I’d con-
sider a reasonable 17x multiple of that, 
the business is worth an estimated $120 
billion. By contrast, Mr. Market is valuing 
the similarly sized and profitable Union 
Pacific today at $160 billion, well over 
20x earnings.

Berkshire’s energy business is a big 
beneficiary of the transition to renewables 
and it is investing heavily at what should 
be around a 10% regulated return on 
most of its assets. On annual revenues ap-
proaching $25 billion, I estimate normal-
ized annual tax-adjusted earnings for this 
business at nearly $5 billion. At a 15-16x 
multiple, that results in an estimated value 
of $75-80 billion.

For the manufacturing, service and re-
tail businesses I assume on $160 billion 
in revenues a normal net profit margin 
of just under 7%. That translates into 
around $11 billion in tax-adjusted profit, 
which at an 18x multiple gets you to close 
to another $200 billion in estimated value. 

Finally, at the holding company level 
are the assets I mentioned earlier, some 
cash and some debt. At current market 
values, the sum of it all comes to about 
$30 billion in value. I make a number of 
assumptions here so am trying to get it 
only roughly right.

Add all that up and I estimate the to-
tal intrinsic value of the company at over 
$825 billion, which translates into around 
$560,000 per A share. With the stock up 
30% this year the discount isn’t as high as 
it has been historically, but for a business 
that reliably earns 10-11% per year on its 
equity, I’m more than happy to continue 
to hold this as a large position.

Did we read somewhere that you actually 
live on Berkshire Drive?

CB: It is one of those remarkable coinci-
dences in life, but yes, I live on Berkshire 
Drive and have been there now going on 
15 years. Where else would you live?

You also have a fairly heavy exposure to 
oil refiners. What’s the general case there?

CB: The big picture is that to combat cli-
mate change, public policy is clearly and 
aggressively driving us down the path of 
renewables. Through a variety of incen-
tives, laws and regulations, we’re increas-
ing emission controls, we’re driving en-
ergy production to wind and solar, we’re 
promoting electric vehicles.
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As a logical response, capital spending 
is pouring into anything having to do with 
renewable energy production and electric 
vehicles, and pouring out of anything hav-
ing to do with traditional fossil fuels. Ex-
ploration and production companies have 
significantly curtailed capital spending on 
oil and gas, to the point where they’re no 
longer spending enough money to replace 
reserves. There’s a very high likelihood we 
will never build another new oil refinery in 
North America and Europe. 

Our basic view is that as these dramatic 
shifts in capital spending play out, we’re 
going to see supply constrained for energy 
produced by fossil fuels more quickly than 
supply is expanded for energy produced 
by renewables. As the world population 
and overall energy demand continues to 
grow, the relative scarcity of supply for 
fossil fuels combined with stable or in-
creasing demand for them will result in 
upward pressure on prices. That will also 
likely lead to higher prices for the refined 
products produced from them, including 
gasoline, diesel, jet fuel, petrochemical 
feedstocks, petroleum coke and asphalt. 
That to us provides a positive backdrop 
for the oil refiners we own, Valero Ener-
gy [VLO] and HollyFrontier [HFC]. We 
think these spread businesses are cyclically 
undervalued at a time when the structural 
drivers of the cycle seem to be working in 
their favor.

Let’s talk about the specific investment 
cases, starting with HollyFrontier [HFC].

CB: HollyFrontier along with Valero are 
the two lowest-cost refiners in the country. 
Much of Holly’s competitive advantage 
comes from the location of its U.S. refin-
eries,  pipelines and storage assets, which 
are located in the midcontinent, the Rock-
ies and the Southwest. Given their loca-
tions, each refinery benefits from the lower 
price of inland light crude oil versus the 
high-quality waterborne crude brought in 
through the Gulf Coast – West Texas In-
termediate oil is cheaper than Brent. 

About 50% of all domestic refining 
capacity goes to make gasoline, demand 
for which will clearly be threatened over 

time by the increasing penetration of elec-
tric cars. By our calculation, though, the 
time it will take for even 25% of U.S. cars 
on the road to be electric is measured in 
decades, not the four or five years you 
hear EV manufacturers, policymakers and 
some investors talk about. As a low-cost 
producer, Holly will be one of the last 
to be negatively impacted by even that 
drawn-out shift. 

The company isn’t standing still, invest-
ing not only to increase scale but also to 
diversify away from gasoline refining. It 
bought a Pacific Northwest refinery from 
Shell this year for $350 million (net of the 

value of inventory in the operation) that 
should generate more than $200 million 
in EBITDA per year. It is investing both or-
ganically and through acquisition to build 
out both its renewable-diesel-fuel and lu-
bricants businesses. In August, in partner-
ship with sister infrastructure MLP Holly 
Energy Partners [HEP], it announced the 
acquisition of refineries, renewable-diesel 
assets and a network of branded gas sta-
tions via the purchase of Sinclair.

With all that going on, what upside poten-
tial do you see in the shares from today’s 
price of around $32.50?

I N V E S T O R  I N S I G H T : Christopher Bloomstran 

HollyFrontier           
(NYSE: HFC)

Business: Produces and markets refined pe-
troleum products such as gasoline, diesel fuel 
and jet fuel; also holds a 57% stake in energy- 
infrastructure MLP Holly Energy Partners.

Share Information (@12/30/21):

Price 32.66
52-Week Range 24.60 – 42.39
Dividend Yield 0.0%
Market Cap $5.38 billion

Financials (TTM):

Revenue $15.67 billion
Operating Profit Margin 5.0%
Net Profit Margin 3.1%

Valuation Metrics
(@12/30/21):

 HFC S&P 500
P/E (TTM) 11.3 28.8 
Forward P/E (Est.) 8.3 22.7

Largest Institutional Owners
(@9/30/21 or latest filing):

Company  % Owned
Vanguard Group  8.5%
Turtle Creek Mgmt  7.6%
Boston Partners Global Inv  7.3%
BlackRock  7.0%
Fidelity Mgmt & Research  4.6%

Short Interest (as of 12/15/21):

Shares Short/Float  4.1%

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
Its core refining business should prove more resilient than expected, says Chris 
Bloomstran, and the company is also smartly diversifying into a variety of non-gasoline 
areas. Applying what he considers more reasonable multiples to his estimates of mid-
cycle EBITDA and free cash flow, the stock would go for around double the current price. 

Sources: Company reports, other publicly available information
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CB: Pro forma for the Sinclair acquisi-
tion, we expect the combined company to 
generate something on the order of $2.2 
billion in mid-cycle annual EBITDA and 
around $1 billion in free cash flow, against 
a roughly $7.5 billion enterprise value. 
We think those valuations are too low 
for a company whose traditional business 
is likely to prove more resilient than ex-
pected, and that is also smartly diversify-
ing from its core. At reasonable multiples 
of 7x mid-cycle EV/EBITDA and 15x free 
cash, that would result in a share price of 
around $65. 

We also look at this as a sum-of-the-
parts, valuing separately the refining, lu-
bricants, renewables, downstream and 
Holly Energy Partners pieces. Using what 
we think are conservative multiples, that 
gets us to a fair value closer to $70. The 
stock traded as high as $83 in 2018.

Describe why you’re also high on the spe-
cific prospects for Valero.

CB: Some aspects of the story are the 
same – particularly around heavy invest-
ments in renewable diesel and, in this case, 
ethanol – but here the upside is primarily 
tied to the company being the biggest and 
lowest-cost oil refiner in a business that 
over at least the medium term will be in 
the up part of a cycle. 

Valero primarily sources unrefined 
crude oil right at the Gulf and is gener-
ally considered to have the most complex 
and flexible refining capability, allowing it 
to better capitalize on price differentials 
based on quality and, if needed, to turn 
lower-quality feedstock into higher-value 
products. Petrochemical customers along 
the Gulf Coast are just a sand wedge away. 
The company is also well positioned to 
reach export markets, which we expect 
to grow in importance over time. Overall 
Valero runs at an operating cost per barrel 
of around $3.50, which is roughly half the 
industry average. In a commodity busi-
ness, that’s a huge advantage. 

Recently trading at around$74.25, how 
inexpensive do you consider the shares 
today? 

CB: The enterprise value today is around 
$40 billion, which is 5x our mid-cycle an-
nual EBITDA estimate of $8 billion. For 
a business with one of the best manage-
ment teams in the industry, a clean bal-
ance sheet and a 15% return on equity on 
mid-cycle earnings, we believe a 7x EV/
EBITDA multiple would be fair. On our 
mid-cycle estimates, assuming a roughly 
$10-per-barrel refining margin and less 
than $4 per barrel in operating expenses, 
that translates into a share price of close 
to $112. As is the case with HollyFrontier, 
the stock is well off its highs of around 
$125 three years ago.

Valero still earns good returns on its 
growth capex, but we think there’s po-
tential for more capital return. You don’t 
want to see most of the cash in a business 
like this poured into reinvestment. The 
dividend yield today is 5.3%. We’d like to 
see the payout increase from here. 

In your 1999 annual letter you explained 
why you thought “Microsoft shareholders 
will lose money for the next fifteen years.” 
Any similarly prescient calls today?

CB: I don’t have anything as specific as 
that, but I did in my 2020 year-end letter 

Valero Energy           
(NYSE: VLO)

Business: Manufacture, marketing and 
distribution of refined petroleum products, 
production and distribution of ethanol, and 
production (through a JV) of renewable diesel.

Share Information (@12/30/21):

Price 74.28
52-Week Range 54.77 – 84.95
Dividend Yield 5.3%
Market Cap $30.52 billion

Financials (TTM):

Revenue $89.22 billion
Operating Profit Margin 0.2%
Net Profit Margin (-0.5%)

Valuation Metrics
(@12/30/21):

 VLO S&P 500
P/E (TTM) n/a 28.8 
Forward P/E (Est.) 12.7 22.7

Largest Institutional Owners
(@9/30/21 or latest filing):

Company  % Owned
Vanguard Group  10.9%
State Street   7.0%
BlackRock   6.9%
Capital Research & Mgmt   4.4%
Geode Capital   1.8%

Short Interest (as of 12/15/21):

Shares Short/Float  2.8%

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
With operating costs per barrel at half the peer average, the company has a significant 
competitive advantage at a time when Chris Bloomstran believes the structural drivers in 
its industry cycle are working in its favor. On his mid-cycle EBITDA estimates, assuming a 
7x EV/EBITDA multiple, the shares would trade at close to 50% above the current price. 

Sources: Company reports, other publicly available information
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talk at length about the historical perfor-
mance of stocks that trade at high mul-
tiples of sales. Value investors wouldn’t 
expect to pay 10x, 20x or 30x sales and 
get a good outcome, and when you look 
at the data over the past 20-plus years 
that’s exactly what you find. There’s the 
stray outlier here and there, of course, 
but overall high-multiple-of-sales stocks 
underperform significantly and the higher 
the multiple paid, the greater the under-
performance.

That’s relevant in a market where 
many of the best-performing stocks in re-
cent years have had no profits and trade 
at high multiples of sales. If you look at 
the flagship portfolio of ARK Investment 
Management, which has gotten so much 

attention, it traded at its February 2021 
peak at around 18x sales. From that level, 
even if all the companies collectively com-
pound sales at 20% for a decade – which 
is exceedingly hard to do – profitability 
comes and they earn 30% profit margins, 
and if you then capitalized those profits at 
the end of ten years at 30x, you’d make 
maybe a high-single-digit portfolio return. 
Take the profit margin to 20% and you’re 
compounding at 4-5%. Those are the ab-
solute best-case scenarios. More likely is 
that investors in fast-growing companies 
realize before long they’re worth more like 
3-5x sales, which is where the ARK port-
folio traded for most of its history prior 
to 2020. Back to those levels and you lose 
65-80% of your money. 

So rather than highlighting an individ-
ual stock where I think shareholders will 
lose money for the next 15 years, let’s just 
say I think there are dozens of stocks trad-
ing at high multiples of sales that will fit 
that bill. Some of the air is already coming 
out in recent months – ARK's main port-
folio recently traded at 12x sales – but I 
still think we’re in the early stages of an-
other unwinding of a tech bubble. If any-
one believes there’s been a repeal of Ben 
Graham’s dictum that the market in the 
short run is a voting machine but in the 
long run is a weighing machine, they’re 
likely in for a nasty surprise.  VII   

I N V E S T O R  I N S I G H T : Christopher Bloomstran 

Past performance is no guarantee of future outcome. Information presented herein was obtained from sources believed to be reliable, 
but accuracy, completeness and opinions based on this information are not guaranteed. Under no circumstances is this an offer or a 
solicitation to buy securities suggested herein. The reader may judge the possibility and existence of bias on our part. The information 
we believe was accurate as of the date of the writing. As of the date of the writing a position may be held in stocks specifically identified 
in either client portfolios or investment manager accounts or both. Rule 204-3 under the Investment Advisers Act of 1940, commonly 
referred to as the “brochure rule”, requires every SEC-registered investment adviser to offer to deliver a brochure to existing clients, on 
an annual basis, without charge. If you would like to receive a brochure, please contact us at (303) 893-1214 or send an email to 
csc@semperaugustus.com. Also let me know if you don’t want to receive messages from us. To obtain a GIPS compliant presentation 
and/or the firm’s list of composite descriptions, please contact Chad Christensen at csc@semperaugustus.com. GIPS® is a registered 
trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of 
the content contained herein.


