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It's been a hard road, at least relatively 
speaking, for dyed-in-the-wool value 
investors like Mark Millsap of Foun-

dation Resource Management. His firm’s 
30-plus year returns beat the market, but 
results since the 2008-09 financial crisis 
have lagged, sometimes sharply. “The last 
five years have been particularly difficult,” 
he says.

When asked to talk about the invest-
ment environment today, however, Mill-
sap doesn’t hesitate: “Other than March 
2000, I can’t think of a better time to de-
scribe how we invest and what we’re in-
vesting in.” He and colleagues Meredith 
Moll and Zach Riley sat down with us 
to discuss just that, including seeing mis-
priced value in such areas as semiconduc-
tors, steel and industrial materials. 

Let’s start with the basics and ask you to 
describe the central tenets of what you call 
your “strict” value investing philosophy.

Mark Millsap: This will be nothing new 
to your audience, but one key tenet is that 

a stock’s price does not necessarily equal 
its value, and that value can be credibly 
estimated through diligent fundamental 
analysis of the business. The second is 
an outsized consideration given to risk, 
defined as the permanent loss of capital 
rather than as share-price volatility.

The third central aspect of our strategy 
is that the price you pay will be the prima-
ry determinant of your return. I would say 
this is probably where we’ve remained the 
most strict. We’re generally looking for 
a 15% annualized return on any invest-
ment, which we look at as the margin of 
safety over the market’s long-term 9-10% 
annualized return. Even with interest rates 
where they’ve been, we haven’t adjusted 
our hurdle rates at all. We believe from 
observation that many of our peers have.

That’s not to say we haven’t had to 
adapt, or that we’ve been as flexible in 
some areas as we maybe should have. Our 
process, for example, has always heavily 
favored tangible assets, over a period in 
which intangible assets have legitimately 
become increasingly valued by the market. 
It’s been a measured process, but we now 
look at a broader range of companies with 
a higher percentage of intangible assets, 
and we’re at times willing to ascribe with-
in those companies more value to those in-
tangible assets than we might have before. 

One holding of ours today is Viacom-
CBS [VIAC], which we believe is suc-
cessfully building its streaming business, 
maintaining at favorable terms legacy 
distribution agreements, and selling non-
core assets to raise capital that can be 
reinvested at higher returns. We’ll talk 
later about GrafTech [EAF], a supplier to 
electric-arc-furnace steel producers, which 

has a negative book value. We’ll also talk 
about Intel [INTC], which at one time was 
the technology company everyone wanted 
to own but that doesn’t at all seem to be 
the case today. We think all of these are 
great values, but they’re also companies 
that ten years ago we probably wouldn’t 
have spent a lot time on. 

You’ve remained committed to investing 
in highly cyclical companies. Why?

MM: All of our investments are in busi-
nesses that we believe are mispriced by the 
market for one reason or another. We’ve 
found and continue to find extreme mis-
pricing in cyclical businesses at times be-
cause investors tend to be too optimistic in 
the good times and too pessimistic in the 
more challenging times. People extrapo-
late the most recent conditions into per-
petuity when, in reality, that rarely occurs.

The discounts relative to our estimates 
of intrinsic value in certain cyclical busi-
nesses have become even greater recently, 
probably due to the fact that more inves-
tors won’t even consider them. Cycles 
look different from sector to sector, but 
we believe they’re inevitable in virtually 
every industry and it’s our job not to avoid 
them but to manage our capital through 
them. That often requires a considerable 
amount of patience, but that’s a key part 
of being a value investor. 

That need for patience has been pretty 
evident in recent years. We’ve had a fairly 
high exposure to energy over a period in 
which energy as a percentage of the S&P 
500 has significantly declined. When I 
started in the business in 1981, 30% of 
the S&P 500 was in energy. That fell last 
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year to as low as 3%. That wasn’t a good 
thing for our performance for some time, 
but helped us last year and has again so 
far this year. We also have a number of de-
carbonization investments, but we still be-
lieve the market for big energy names like 
Chevron [CVX], ConocoPhillips [COP] 
and Exxon Mobil [XOM] is pricing in a 
decline in the business that is faster and 
steeper than we believe will be the case.

Mosaic [MOS], another example of 
what we can find interesting, is one of 
the most cyclical companies we own. Its 
phosphate and potash fertilizer business 
goes through extreme cycles of profitabil-
ity depending on a balance of supply and 
demand that can vary widely. 

One part of our thesis for Mosaic today 
has to do with the cycle, which after sev-
eral fallow years when very little supply 
capacity was added has now for the past 
12 to 18 months been on the upswing. 
Grain prices are high and fertilizer prices 
have followed suit. Based on our under-
standing of the market and the supply/de-
mand dynamics, we believe we’re still in 
the relatively early stages of the upcycle. 
That to us doesn’t reconcile with a stock 
that trades at 8.5x earnings.

There are firm-specific aspects of inter-
est here as well. Mosaic in 2018 acquired 
a Brazilian fertilizer operation from Vale 
that has been dramatically exceeding ex-
pectations. The company has finished a 
significant investment at a major potash 
property in Canada that eliminates a cost-
ly water-inflow problem it had fought for 
years. It has a joint venture in Saudi Ara-
bia that is starting to generate cash flow. 
It’s also returning capital to shareholders 
and we’re hopeful in the near term for a 
dividend increase. We know this type of 
business isn’t one you buy and hold for-
ever, but that doesn’t mean to us that it 
can’t be a perfectly attractive investment.

You recently added a new position in gold 
miner Agnico Eagle Mines [AEM], an-
other cyclical business. What in particular 
stood out for you about it? 

Zach Riley: We have thought for some time 
that all of the extra money being printed 

by the federal government would show up 
in inflation as measured by the Consumer 
Price Index. We’d argue inflation has for 
a number of years shown up in the levels 
of asset prices, but until recently it hasn’t 
been reflected in the CPI. We believe that’s 
a sea change and not transitory, and as a 
result own a number of gold miners whose 
stocks should do well in an inflationary 
environment where real interest rates are 
almost shockingly negative.

Agnico Eagle is interesting because it’s 
a stock we’ve long followed but never 
owned. We believe it’s the best operator 
among the big publicly traded gold min-
ers, but the shares have always traded at a 
high premium to peers and there’s been no 
opportunity for us to buy in at our idea of 
a bargain price. 

What changed in that equation was the 
announcement in September that Agnico 
was buying Kirkland Lake Gold [KL] in 
what is essentially structured as a merger 
of equals. While gold-miner mergers often 
go astray because the combined properties 
are worlds apart with dissimilar geologi-
cal characteristics, this deal brings togeth-
er high-grade mines, mostly in Canada, 
yielding dramatic potential cost savings 
that will result in the combined company 
having among the lowest all-in sustain-
ing costs in the industry. There are also 
plentiful development prospects that are 
near their current operations. Everything 
about this merger to our mind reduces risk 
and creates value, but Agnico’s stock [at 
around $46.25] has fallen since the deal 
was announced and we now think is very 
much trading at a bargain price.

Walk through your investment case for 
steel-industry supplier GrafTech.

MM: The company is a leading global 
manufacturer of graphite electrodes, 
which are a central consumable feedstock 
for which there is no known substitute in 
producing steel in an electric-arc furnace. 

A key element to the case here is that 
the world continues to move toward 
electric-arc steel production, which offers 
a number of advantages over using tradi-
tional blast oxygen furnaces. Electric-arc 
furnaces use recycled steel as the raw-
material input, providing a cost advantage 
over blast oxygen furnaces that primar-
ily use iron ore. Mills using electric-arc 
furnaces tend to be more flexible in the 
type of product and batch size they can 
produce. There are also environmental 
advantages, not only because they recycle 
scrap metal, but also because they primar-
ily use natural-gas-generated electricity to 
melt the scrap steel while blast oxygen fur-
naces use metallurgical coal to melt iron 
ore. As a result, steel made using electric-
arc furnaces have only 25% of the CO2 
emissions of blast oxygen furnace steel. 

Given the cost and environmental ad-
vantages, electric-arc furnaces have gained 
market share and that should continue, if 
not increase. Just in the past month both 
U.S. Steel and Nucor have announced 
multi-billion electric-arc-furnace projects. 
Even China – by far the world’s leading 
steel producer – has announced a plan to 
double the share of electric-arc-furnace 
steel there by 2025. 

On the supply side, is there anything that 
distinguishes GrafTech competitively?

MM: One big advantage it has over most 
competitors is that it’s more vertically inte-
grated as the world’s second-largest man-
ufacturer of petroleum needle coke, the 
primary ingredient in graphite electrodes. 
Petroleum needle coke is difficult to pro-
duce and when supply for it tightens, that 
can cause price increases that negatively 
impact the profitability of graphite elec-
trodes. Not being as exposed to the down-
side of that – which is important given 
that petroleum needle coke is also an es-
sential raw material in producing lithium-
ion batteries for electric vehicles – is a big 
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advantage for GrafTech. The vertical in-
tegration also allows it to have a degree 
of supply reliability that other graphite-
electrode producers can’t match. It can en-
ter long-term supply contracts with steel 
producers without the same level of risk.

The shares trade well below their 2018 
IPO price of $15. Why has that been such 
a rocky road?

MM: There have been three big issues. The 
company came public saddled with far too 
much debt. As I mentioned, there are cy-
cles in graphite-electrode pricing, and gen-

erally high-priced contracts signed when 
GrafTech was still private started rolling 
over and were renewed at lower prices. 
Brookfield Asset Management, which had 
originally taken the company private, sold 
more shares in multiple follow-on offer-
ings, adding to the overhang.

We believe all the issues have stabilized. 
Net debt has been cut in half since the IPO 
and the ratio of that net debt to free cash 
flow is now a reasonable 2.5x. Brook-
field’s stake is now under 25%, where it’s 
been holding now since last May. With re-
spect to contract pricing, the majority of 
higher-priced contracts have run off, while 

at the same time since the third quarter of 
last year graphite-electrode spot prices – 
which obviously impact contract pricing 
– have been moving up. With the demand 
profile positive – in no small part due to 
strong steel demand as vehicle production 
and infrastructure spending increase – and 
with supply stable, we think the pricing 
cycle is in the early stages of an upswing.  

With the stock now at $9.90, how do you 
see all that benefitting shareholders?

MM: The shares today trade at only 4.7x 
the average annual earnings per share 
since the IPO, and 4.4x the average an-
nual free cash flow per share over that 
period. On trailing-12-month numbers, 
the free-cash-flow yield is almost 20%. 
We think that more than compensates us 
for any continued short-term weakness in 
graphite-electrode pricing.

Based on history and peer comparisons, 
it would not at all be unreasonable for the 
shares to trade at, say, 13x earnings or at 
a free cash flow yield of 8-10%. In either 
case just on trailing numbers that would 
result in a share price at least in the mid-
$20s. If graphite-electrode pricing comes 
in like we think it will, the upside is even 
better.

This is obviously not a classic ESG in-
vestment, but we like to look for what we 
consider “backdoor” ways to benefit from 
broad secular trends like decarbonization. 
Nobody thinks of steel in that context, but 
the steel industry is a giant industry and 
a lot of it, by the way, is needed to build 
electric vehicles and wind and solar instal-
lations. What GrafTech sells makes the 
industry incrementally more environmen-
tally friendly, which should be a material 
tailwind going forward. 

From steel to semiconductors, describe 
what you think the market is overlooking 
in Intel?

Meredith Moll: The market’s perception 
of Intel seems well established. Once dom-
inant as the leading designer and manufac-
turer of microprocessors found in PCs and 
servers, it has lost a beat to more nimble 
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GrafTech
(NYSE: EAF)

Business: Global producer of specialized 
graphite electrodes, an essential input into 
the production of steel and other metals using 
electric-arc-furnace processes.      

Share Information (@1/28/22):

Price 9.88
52-Week Range 9.53 – 14.16
Dividend Yield 0.4%
Market Cap $2.60 billion

Financials (TTM):

Revenue $1.32 billion
Operating Profit Margin 44.5%
Net Profit Margin 28.2%

Valuation Metrics
(@1/28/22):

 EAF S&P 500
P/E (TTM) 7.1 26.0 
Forward P/E (Est.) 5.4 19.7

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

Company  % Owned
Brookfield Asset Mgmt           24.2%
Vanguard Group   8.5%
BlackRock   4.8%
Janus Henderson Inv   4.3%
Fidelity Mgmt & Research   3.8%

Short Interest (as of 1/15/22):

Shares Short/Float  2.1%

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

THE BOTTOM LINE
The company should benefit longer-term from market-share gains for steel produced 
by electric-arc furnaces and shorter-term from better prices for the graphite electrodes 
such production requires, says Mark Millsap. At what he considers a more reasonable 
valuation on even trailing earnings, he'd expect the share price to be in the mid-$20s. 

Sources: Company reports, other publicly available information
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competitors in serving mobile, graphics 
and other more forward-looking markets. 
It’s hard to imagine for a technology com-
pany with its history, but it from an inves-
tor perspective seems almost forgotten. 

Our basic view is that despite a number 
of strategic and operational missteps along 
the way, Intel is still a great company in a 
highly attractive market that is doing the 
right things and has the resources and acu-
men to make a bright future – at the very 
least, a brighter future than is reflected in 
a less than 10x trailing P/E.

This is not a declining business. Even 
while ceding share in certain markets to 

faster-growing chipmakers, Intel has in-
creased its annual revenues by $20 billion 
since 2015. Operating margins are close 
to 30%, net margins are in the mid-20s. 
Value investors don’t often get the chance 
to invest in a leading company in as at-
tractive an underlying industry as this one. 
Intel could continue to lose market share 
and still grow quite nicely.

Which is not to say we think the com-
pany is destined to lose market share. De-
sign and manufacturing expertise has long 
been a strategic advantage for Intel and it is 
putting considerable resources behind re-
capturing that advantage. Its R&D spend-

ing is roughly double the combined level 
of Advanced Micro Devices and Nvidia. 
It’s investing $40 billion in four new chip 
factories in Arizona and Ohio that will 
enable it to make chips for third parties 
and compete with rival Taiwan Semicon-
ductor. It’s made a number of strategic 
acquisitions to fill out the product line – 
including Altera for field-programmable 
gate arrays, Mobileye for computer vision 
used in autonomous driving, and Habana 
Labs for artificial intelligence – which we 
believe have considerable promise. While 
it’s maybe taken longer than people would 
have liked, there’s now under CEO Pat 
Gelsinger a clear recognition that things 
need to change and a solid plan laid out 
to do so. 

The market is clearly taking a wait-and-
see approach. What kind of payoff can 
you envision for shareholders from to-
day’s price of $47.75?

ZR: The way we often come at valuation 
for a business like this is to identify its re-
turn on equity in a normal environment 
and then divide that by the multiple of 
book value we have to pay for it. The re-
sult is similar to an earnings yield on our 
investment. In the case of Intel we think 
the normal ROE is 25%, and based on 
what we have to pay for the stock today 
that would pay us a “yield” of more than  
11% per year. 

Putting it another way, we think that 
a business with this quality and growth 
potential should trade at maybe a 6.5% 
ROE divided by price-to-book. That’s 
where to our mind the margin of safety 
would more or less be gone. For Intel, that 
gives us an intrinsic value estimate on the 
stock in the mid-$80s.

What attracts your interest in industrial 
supplier Glatfelter [GLT]?

ZR: The company makes composite fi-
bers and fabric-based materials that are 
used to make things like personal-hygiene 
products, diapers, cleaning wipes, dispos-
able napkins, tea bags and coffee filters. 
Altogether, customers that make essential 
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Intel
(Nasdaq: INTC)

Business: Design, manufacture and sale of 
advanced microprocessors that are used in 
a wide variety of computer, networking, data-
storage and communications applications.      

Share Information (@1/28/22):

Price 47.73
52-Week Range 46.30 – 68.49
Dividend Yield 3.1%
Market Cap $194.36 billion

Financials (TTM):

Revenue $79.02 billion
Operating Profit Margin 27.9%
Net Profit Margin 25.1%

Valuation Metrics
(@1/28/22):

 INTC S&P 500
P/E (TTM) 9.8 26.0 
Forward P/E (Est.) 14.0 19.7

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

Company  % Owned
Vanguard Group  7.9%
BlackRock  6.2%
State Street  4.2%
Capital Research & Mgmt  2.7%
Geode Capital  1.9%

Short Interest (as of 1/15/22):

Shares Short/Float  1.5%

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

THE BOTTOM LINE
Investors have seemingly forgotten about it, says Meredith Moll, but the company is in the 
right place and has the resources and acumen to make a brighter future than is implied by 
its current valuation, she says. Based on her estimates of its normal return on equity and 
what the market should pay for that, she pegs the stock's intrinsic value in the mid-$80s.

Sources: Company reports, other publicly available information
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consumer and consumable products ac-
count for around 85% of Glatfelter’s total 
revenues.

Starting in 2018 the company em-
barked on a product-portfolio revamp, 
divesting non-strategic businesses like 
specialty papers and looking to reinvest 
primarily through acquisition in higher 
growth and less commoditized products. 
Last year was the most transformative 
year in that regard. In May it bought 
Georgia-Pacific’s U.S. nonwovens busi-
ness, adding a manufacturing facility in 
North Carolina and a research and de-
velopment center in Tennessee. Then in 

July it acquired Switzerland-based Jacob 
Holm, a global manufacturer of spunlace 
nonwovens, which expands Glatfelter’s 
product portfolio – into things like surgi-
cal gowns, wound care, face masks and 
facial wipes – while also extending its geo-
graphic reach, particularly in Asia Pacific 
countries. The Holm acquisition alone 
adds $400 million in annual revenue to 
the $985 million Glatfelter has reported 
over the past 12 months.

Going forward we’re positive on the 
demand for the types of disposable, fiber-
based and biodegradable products the 
company supplies, which are increasingly 

preferred by consumers over reusable or 
often plastic alternatives. Younger people 
are much more likely to use a Swiffer-type 
disposable product – using Glatfelter ma-
terials – than a mop to clean their floors. 
Covid has also heightened the demand for 
things like disposable wipes, which we 
don’t believe is purely temporary. 

With the pandemic, we haven’t seen an 
environment where everything is hitting 
on all cylinders for the company. As cer-
tain business lines normalize, and as they 
integrate the recent acquisitions that we 
believe make a lot of strategic sense, earn-
ings power should significantly improve. 
We don’t think the market is recognizing 
that yet.

Now at $17, what do you think the shares 
are more reasonably worth?

ZR: Today’s price is around what we paid, 
which is only about 7x EV/EBITDA on 
the $200 million in annual EBITDA that 
management has said it expects the com-
pany to generate by year-end 2023, a goal 
we think is well within reach.

If they hit that, we think a business 
of this quality and stability should trade 
at closer to 11-12x EV/EBITDA, which 
would result in a share price in the mid- to 
high-$30s, roughly double today’s level.

I should talk briefly about the balance 
sheet. The company issued $500 million 
of new 4.75% senior notes due in 2029 
to fund last year's acquisitions, taking net 
debt to just over 3.3x EBITDA. That’s a 
bit on the high side for us, but we consider 
it manageable and believe management, as 
it has in the past, is focused on bringing it 
down and will have the cash flow to do so. 

Describe why you recently sold long-time 
holding Jefferies Financial [JEF].

MM: This was a large holding of ours 
which we originally established in 2008 
when the company was Leucadia Nation-
al. Leucadia was more of an investment 
holding company, but after buying Jeffer-
ies in 2013 – and then increasingly after 
changing the firm’s name in 2018 – legacy 
holdings were sold off and the company is 
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Glatfelter
(NYSE: GLT)

Business: Manufacturer of paper and fiber-
based materials used to produce such items 
as coffee and tea filters, wall coverings, lami-
nates and personal-hygiene products.      

Share Information (@1/28/22):

Price 16.99
52-Week Range 13.34 – 18.74
Dividend Yield 3.3%
Market Cap $756.5 million

Financials (TTM):

Revenue $985.5 million
Operating Profit Margin 6.0%
Net Profit Margin 2.7%

Valuation Metrics
(@1/28/22):

 GLT S&P 500
P/E (TTM) 28.1 26.0 
Forward P/E (Est.) 17.0 19.7

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

Company  % Owned
BlackRock  14.7%
Vanguard Group  10.6%
Dimensional Fund Adv   7.8%
Segall Bryant & Hamill   7.1%
Carlson Capital   5.3%

Short Interest (as of 1/15/22):

Shares Short/Float  2.2%

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

THE BOTTOM LINE
After a multi-year strategic overhaul of its product and geographic mix, Zach Riley be-
lieves the company is better positioned to increase its earnings power than the market 
seems to recognize. At what he would consider a reasonable 11-12 EV/EBITDA multiple 
on management's 2023 guidance, the shares would trade at roughly double today's level. 

Sources: Company reports, other publicly available information
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now focused on Jefferies’ core business of 
investment banking, capital markets and 
asset management. While that transition 
has been managed well, it comes with a 
reduction in investors’ ability to observe 
the company’s operations, which to us re-
sults in a higher level of investment risk. 
As the stock continued to go up, we closed 
out our position in the fourth quarter of 
last year.

Value investors have been too early in ex-
pecting growth stocks’ day in the sun to 
finally be over. At the risk of jinxing it, do 
you think we’re there?

MM: It may be starting to correct as we 
speak, but we obviously don’t really know. 
What we do know is that the disparity be-
tween how growth and value stocks have 

been valued has gotten unprecedentedly 
wide. You can see it in a variety of ways, 
but AQR recently published a chart show-
ing the growth vs. value spread calculat-
ed using a composite of five measures of 
value – book-to-price, earnings-to-price, 
forecasted-earnings-to-price, sales-to-en-
terprise-value, and cash flow-to-enterprise 
value. The higher the spread historically, 
the more attractive the opportunity in 
value stocks. At the end of last year that 
spread was higher than it’s ever been, even 
compared to the end of 1999 before the 
Internet bubble burst and ushered in a 
period of dramatic overperformance for 
value. We thought things were crazy back 
then, but they’ve gotten even crazier now.

Sticking to our value guns has been 
challenging at times in recent years, but 
we honestly believe now is not a good 

time to own the broad market and is a 
good time to own the types of stocks we 
own. I guess you always want to believe 
this as an investor, but we think the best is 
yet to come.  VII

Disclosure

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees 
of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product (including 
the investments and/or investment strategies recommended or undertaken by Foundation Resource Management, Inc. (“FRM”), or any 
non-investment related content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding 
indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various fac-
tors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or posi-
tions. Moreover, you should not assume that any discussion or information contained in this commentary serves as the receipt of, or as 
a substitute for, personalized investment advice from FRM.  Please remember to contact FRM if there are any changes in your per-
sonal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or 
services or if you would like to impose, add, or modify any reasonable restrictions to our investment advisory services.  FRM is neither 
a law firm, nor a certified public accounting firm, and no portion of the commentary content should be construed as legal or account-
ing advice.  FRM claims compliance with the Global Investment Performance Standards (GIPS®).  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. A copy of FRM’s current disclosure Brochure (Form ADV Part 2A) discussing our advisory services and fees or our 
GIPS-compliant performance information is available by emailing Abby McKelvy at amckelvy@frmlr.com.
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