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Can you describe the business operations of 
U.S. midstream energy companies?

Midstream energy companies provide a link 
between the producers of crude oil, natural gas, 
and natural gas liquids (NGLs) and their customers 
in the U.S. and in international markets. Midstream 
companies typically own and operate pipelines, 
storage facilities, processing plants, and export/
import terminals that facilitate the transportation of 
crude oil, natural gas, and NGLs. These companies 
can be structured as master limited partnerships 
(MLPs) or C corporations, both of which can provide 
attractive distributions or dividends to income-
oriented investors. 

The business models of midstream energy 
companies typically focus on achieving steady 
growth while minimizing risk. Across an energy cycle, 
these companies often exhibit more predictable, 
less volatile earnings, and therefore, potentially 
less volatile equity prices, than companies in other 
segments of the energy value chain, particularly 
commodity-sensitive upstream companies.

What are the primary growth drivers for 
midstream energy companies?

Midstream companies benefit primarily from growth 
in the production of crude oil, natural gas, and 
NGLs, as well as from higher demand for energy and 
energy-intensive products.

1. Production Growth. As production grows, 
more pipelines and storage capacity are 
needed to transport oil, natural gas and NGLs 
from centers of production to refiners, export 
markets, and other customers. 

2. Exportation. Exports from the U.S. of crude oil, 
natural gas, and NGLs have been growing rapidly, 
increasing demand for new pipelines, LNG 
terminals, and other midstream infrastructure 
assets. Crude oil exports have seen particularly 
fast growth, rising from 50,000 barrels per day 
in 2013 to 2.5 million barrels per day in October 
2018. Exports of natural gas, via pipelines to 
Mexico and liquefied natural gas (LNG) to world 
markets, have also been growing rapidly. 

3. Power Generation. Power plants increasingly 
use cleaner-burning, competitively priced 
natural gas in place of coal, which has increased 
their demand for natural gas by over 60% in the 
past decade, driving demand for midstream 
transportation services.  
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4. Commodity Prices. Midstream companies  
can also benefit from higher energy commodity 
prices.

Can you please explain the Fund’s 
investment strategy and what sets it apart 
from its competitors? 

When selecting portfolio holdings, we favor 
companies with the following characteristics: 

 » Less Commodity Exposure. Cash flows that are 
linked more closely to less volatile, non-price 
factors, such as “miles traveled” or “volumes 
consumed”, rather than companies whose 
contracts are predominantly commodity  
price-based

 » “Demand Pull” Bias. Companies that are 
closer to the end consumer, such as utilities, 
power consumers, or refineries that provide 
steady demand that is generally less sensitive to 
commodity prices

 » Long-term Agreements. Long-term 
agreements with customers based on  
capacity reservation 

 » Strong Balance Sheets. Strong balance sheet 
metrics and sufficient cash flows to support  
an attractive yield and distribution or dividend 
growth

Our intensive, fundamental, “boots-on-the-ground” 
research process, coupled with proprietary financial 
modeling, differentiates us from our competitors 
and allows us to uncover potential equity mis-
pricings that can meaningfully drive performance.  
Working alongside legendary energy investor and 
BP Capital founder, T. Boone Pickens, has helped 
our portfolio managers to develop a broad network 
of relationships throughout the energy industry and 
has facilitated access to management teams and 
other information sources. 
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Can you please describe the Fund’s 
distribution strategy?

A primary goal of the Hennessy BP Midstream Fund 
is to deliver a significant and predictable income 
stream. As such, the Fund strives to maintain a 
conservative distribution coverage ratio at the 
portfolio level as a “margin of safety” that provides 
the underpinnings for a stable and consistent 
distribution to shareholders at the Fund level. The 
Fund has paid a distribution each quarter since 
inception, and it has never reduced the dollar 
amount of its distribution.

The Fund’s historical distributions have largely 
been characterized as “return of capital,” which can 
offer important tax advantages for shareholders.  
Importantly, the Fund offers daily liquidity and issues 
a 1099 to shareholders (no K-1s are issued). 

“Midstream companies often exhibit 
more predictable, less volatile 
earnings, and therefore potentially 
less volatile equity prices, than 
companies in other segments of the 
energy value chain.”
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Investors should consider the investment objectives, risks, charges and expenses carefully before investing. This and other important information can be 
found in the Fund’s statutory and summary prospectuses. To obtain a free prospectus, please call 800-966-4354 or visit hennessyfunds.com. Please read 
the prospectus carefully before investing. 
Mutual fund investing involves risk. Principal loss is possible. Small and medium-capitalization companies may have more limited liquidity and greater price volatility 
than large-capitalization companies. Funds that concentrate in a single sector may be subject to a higher degree of risk. Energy-related companies are subject to specific 
risks, including fluctuations in commodity prices and consumer demand, substantial government regulation, and depletion of reserves. Investments in lower-rated 
and non-rated securities presents a greater risk of loss to principal and interest than higher-rated securities. Use of derivatives can increase the volatility of the fund. 
Master Limited Partnerships (MLPs) and MLP investments have unique characteristics. The Fund does not receive the same tax benefits of a direct investment in an MLP.
The prices of MLP units may fluctuate abruptly and trading volume may be low, making it difficult for the Fund to sell its units at a favorable price. MLP general 
partners have the power to take actions that adversely affect the interests of unit holders. Most MLPs do not pay U.S. federal income tax at the partnership 
level, but an adverse change in tax laws could result in MLPs being treated as corporations for federal income tax purposes, which could reduce or eliminate 
distributions paid by MLPs to the Fund. The Fund is treated as a regular corporation, or “C” corporation, for U.S. federal income tax purposes, and therefore, is 
subject to U.S. federal income tax on its taxable income at the graduated rates applicable to corporations (currently a maximum rate of 21%) as well as state and 
local income taxes. The Fund will not benefit from current favorable federal income tax rates on long-term capital gains, and Fund income and losses will not be 
passed on to shareholders. The Fund accrues deferred income taxes for future tax liabilities associated with the portion of MLP distributions considered to be a 
tax-deferred return of capital and for any net operating gains as well as capital appreciation of its investments. This deferred tax liability is reflected in the daily 
NAV and as a result the Fund’s after-tax performance could differ significantly from the underlying assets even if the pre-tax performance is closely tracked.
A significant portion of the Fund’s distributions to shareholders will be characterized as a “return of capital” because of its MLP investments.
The Hennessy Funds are distributed by Quasar Distributors, LLC.                                                                                  QA35613 10/18 #10/18


