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Safe Harbor

o The opinions expressed herein are those of Cove Street Capital, LLC and are subject to 
change without notice. Past performance is not a guarantee or indicator of future results. 
Consider the investment objectives, risks and expenses before investing.   

o The information in this presentation should not be considered as a recommendation to buy or 
sell any particular security and should not be considered as investment advice of any kind. 
You should not assume that the security discussed in this report is or will be profitable, or 
references we make in the future will be profitable or equal the performance of the security 
discussed in this presentation. The report is based on data obtained from sources believed to 
be reliable but is not guaranteed as being accurate and does not purport to be a complete 
summary of the available data.

o Cove Street Capital, LLC is a registered investment adviser. More information about us is 
located in our ADV Part 2, which is on our website or upon request; 
http://covestreetcapital.com/faq/
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Presentation Overview
Bio and personal Story

Brief look at Cove Street’s investment 

process

Dive into the different method of valuation 

(w/examples)

Discussion of decision making and 

incorporating ESG

Key takeaways

Q&A
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Presenter Biography

 Ben Claremon

Ben Claremon joined Cove Street in 2011 as a research analyst. He also serves as a 

Co-Portfolio Manager for our Classic Value | Small Cap Plus strategy. Previously he 

worked as an equity analyst on both the long and the short side for hedge funds 

Blue Ram Capital and Right Wall Capital in New York, and interned at West Coast 

Asset Management in Santa Barbara. Prior to that, he spent four years with a family 

commercial real estate finance and management business. Mr. Claremon was also 

the proprietor of the value investing blog, The Inoculated Investor. His background 

includes an MBA from the UCLA Anderson School of Management and a BS in 

Economics from the University of Pennsylvania’s Wharton School.
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Personal Story

 Grew up in Arizona 

 The son of a writer and a hypnotherapist

 As far away from Wall Street as you can imagine

 Straddled two worlds

 Southern Arizona border life

 New York City (Bronx) family real estate business

 Went to Wharton School at UPenn to study real estate

 Path was set at 14 years old

 Myopic view of college– get in, get out; means to an end

 In hindsight: should have focused on finance/accounting

 Advice: take advantage of classes outside your core competency!

5



Personal Story (cont.)
 Worked in real estate for 5 years

 Working for your family = “interesting”

 Didn’t love the property management business 

 Fell in love with investing thanks to Ben Graham’s The Intelligent Investor

 Decided to try to get a job on the buy-side

 Lucky enough to get a job with start-up hedge fund in NY

 Financial crisis was a lot of fun (but learned a lot)

 Interned at another hedge fund before business school

 Moved to L.A. to go to UCLA Anderson

 Focus was on accounting and finance 

 Was part of the Student Investment Fund (SIF)

 Co-founded Anderson Investment Association

 Interned at West Coast Asset Management 
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Personal Story (cont.)
 Started an investment blog to stay in the game

 The Inoculated Investor

 Annual trek to Omaha for the BRK meeting

 Started up the 10-K Club of SoCal

 Cove Street founder discovered me through the blog

 Hired as 1 of 2 analysts in 2011

 The rest is history

 Almost 10 years at CSC

 Co-PM of the Small Cap PLUS strategy

 Frequent guest on podcasts

 Keys to success

 Persistence 

 Willingness to do things others aren’t

 Loving the process of investing

 Finding ways to distinguish yourself from others
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Cove Street Capital…at a glance
o Cove Street Capital (“CSC”) is an LA-based, SEC-registered investment adviser 

founded in 2011

o 100% employee owned

o ~$750 million under management

o Concentrated, Small/SMID Cap value focus

o Business, Value, People

o Talent-dense analytical team

o Jeff Bronchick, CFA

o Eugene Robin, CFA

o Ben Claremon

o Principal and Portfolio Manager 

o Andrew Leaf 

o http://covestreetcapital.com/
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Investment Philosophy
o Classic fundamental, research-driven value investing

o Concentrate on best ideas

o Think and act long-term

o Mathematics of compounding

o Less is more

o Key investment questions: 

o Is this a high return company that is getting more valuable each 
day?

o Is this company run by honest people who understand capital 
allocation?

o Is the stock undervalued based on conservative assumptions about 
the future?
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4-Step Investment Process

o Generating Ideas

o Screen for both good businesses & cheap stocks

o Screen for behavioral anomalies/companies in transition

o Collective investment experience/contact network/out of office 
experiences/management meetings

o Qualify

o CSC Capital IQ-linked analytic spreadsheet

o Company quality 

o Buffett stock—good business at a reasonable price?

o Graham stock—cheap security that provides a large enough 
margin of safety?
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4-Step Investment Process (cont.)

o Deep dive

o Team tackle by generalists: 2 long, 1 short

o Triangulate intrinsic value

o DCF, SOTP, multiples analysis 

o Sustainable competitive advantage?

o C-PEST analysis—Climate, political, economic, social, technological 
risks

o Decision

o Full or half position?

o Margin of safety

o Sufficient risk-adjusted upside

o Establish sell discipline
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Why is valuation so important to YOU?

 As an investor, all you can control is:

Your due diligence process

The price you pay

 Academic research says “valuation really matters 
when it comes to future returns”

 Core skill of being an equity analyst

 Allows you to employ creativity

 Building consistency is key to a good process
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Investing Topics to Cover

How Cove Street values companies

How valuation impacts investment 
decisions and position sizing

Incorporating ESG into decision 
making
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Key Valuation Techniques

 DCF

 Historical Multiples Analysis

 SOTP

 Private Market Value

 TRIANGULATE!!

 You want multiple metrics that suggest that the stock is 
trading below intrinsic value

But no bell goes off when you hit a stock’s intrinsic 
value
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Discounted Cash Flow Analysis (DCF)

 The value of ANY company is equal to the present value of future cash 
flows

 The difficulty is properly understanding what the future will look like

 This is why you have to perform deep diligence on the business:

 Competitive advantage

 Total addressable market 

 Incremental returns on capital

 Margin/return enhancement opportunities

 Capital allocation avenues

 Garbage in= garbage out

 Any stock can be cheap or expensive based on assumptions

 Multiples are simply short hands for a DCF
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DCF (cont.)

 Cove Street’s Conservative DCF Assumptions

 Risk free rate = 5%

 Far higher than current 30 Year UST

 Think of WACC as a minimum level of return you would accept as an equity 
investor

 Long term market returns of 6-7% so acceptable WACC > market 
returns

 We are not alone– Joel Greenblatt:

 https://www.theinvestorspodcast.com/episodes/common-sense-
investing-w-joel-greenblatt/

 Terminal growth rate = 0%

 Modest growth expectations years 5 to 10
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DCF (cont.)

 DCF Example: Western Union (WU)

 Stock Price: $24.45
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Historical Multiples

 Use Capital IQ to determine the standard deviation adjusted average 
multiples for every company

 5, 10, 15 year average if available

 Apply the chosen multiple to 3 year out EV/EBITDA, P/E, EV/Sales 
multiples

 Include cash generated over that period (for EV-based calcs) to determine the 
value in 3 years

 WU Multiples
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Historical Multiples (cont.)
 WU Multiple Analysis:
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Sum-of-the-parts (SOTP)
 If company has multiple segments:

 Find public comps for each of the segments 

 Apply those multiples to the various segments

 Can use precedential transactions as well

 Add discount or premium based on business quality vs. peers

 Be very careful if there are no/few perfect comps; beware inflated multiples

 Sum up the various parts, subtract debt => equity value

 LUMN Example
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Private Market Value

 What would this company be worth if it were sold today?

 Look for precedential transactions

 Either apply those multiples to segments or whole company

 Add discount or premium based on business quality vs. peer

 Understand where you are in the cycle and when the deals were completed

 Again, be very careful if there are no/few perfect comps; beware inflated multiples

 Understand differences that stem from:

 Margins

 Returns 

 Growth profile

 Geographic exposures

 Where the stock is traded

 Size and scale

 Strategic vs. private equity acquirer
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Combining Techniques

 Triangulate value

 Again, what you want is multiple metrics that suggest undervaluation

 If one doesn’t scream cheap=> not necessarily a deal breaker

 Make sure you are consistent in your assumptions across techniques

 Use the DCF to test your assumptions:

 What is the current stock price implying about growth/margins?

 Is that reasonable or unreasonable?

 Too conservative => you miss opportunities

 Too bullish => you LOSE money

 First rule is don’t lose money

 Demand a sufficient margin of safety for the risk you are taking

 Develop a contrarian thesis on why the market is wrong at the current valuation
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Decision Making

 Do you overweight the stock that trades at the largest discount?

 Do you overweight the stock with the least downside?

 Business + Value + People align => overweight

 Just Business + Value => deal breaker

 Just Value => not as interesting

 People + Value OR People + Business => OK to invest @ half position size

 But wait, how does ESG fit?

 There is no good E & S without good G

 Everything starts with good corporate governance

 Good management teams anticipate changes and invest for the long run

 Focus on E&S comes from the top but has to be part of the culture
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10 Questions on the E of ESG
 If you see a lot of yeses that is not a good sign

 Cheap valuation may not be enough to protect you from these issues

 You may question the longevity of the company or the returns

 You may wonder if management has done enough

 Capital allocation?

 Risk management?

 No hard and fast rules exactly—this is a red flag analysis

 ESG is a hot space so BEWARE greenwashing 
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Key Takeaways

 You can become a buy-side analyst even if you 
don’t take a “traditional” path

 Find a way to distinguish yourself from others to 
stand out

 Valuing companies is an imperfect science so 
be conservative and use multiple 
methodologies

 ESG is an important thing to consider—start with 
governance and move from there
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Q&A

 Any questions? Comments? Feedback? 

 Contact :

 bclaremon@covestreetcapital.com
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