
Focus Fund  
(HFCSX/HFCIX)

In this letter we discuss the investment environment 
and some recent tweaks to the portfolio. 

Commentary 

So far in 2022, inflation, rising interest rates, supply 
chain challenges, and the invasion of Ukraine have 
taken a toll on the market. While the economy 
remains strong, there has been some softening as 
consumers are not quite as confident or as flush 
with cash as they were six months or a year ago. 

For the quarter, we lagged the Russell 3000® 
Index as our interest rate sensitive holdings 
underperformed. Many of these holdings are now 
trading at valuation multiples that we have not seen 
in several years. These stocks appear to be pricing 
in a near-term recession, which is a possibility, but 
far from certain. There has been some deceleration 

of growth this year, which was to be expected after 
a very robust 2021. But with few exceptions, these 
businesses continue to compound revenue and profits 
at a nice rate, with a favorable forward outlook. 

We are becoming increasingly constructive on our 
opportunity set. We see good value in our existing 
portfolio (trading 14.6x our next 12 months earnings 
estimates – near the lowest level we’ve seen in the 
last decade) and are finding many Watch List names 
and new businesses worthy of study for potential 
investment. We are not naive about the challenges the 
economy faces in the coming quarters and years, but 
as long term, value-aware investors we cannot help 
but perk up when we see high quality assets on sale.  

Amidst the acute tech sector and high growth sell off, 
we have looked closely at several tech-enabled growth 
businesses that we have long admired. Heretofore, 
we did not expend significant research resources on 
these businesses since they were market darlings and 
valued as such. But, with their stock prices down 50%-
plus from 2021 highs, we dug in with some optimism. 
Alas, we found that they still require aggressive 
growth assumptions, and/or ignoring very high stock 
compensation expenses to justify current prices; 
neither of which we are willing to underwrite. Our view 
is that these businesses need another meaningful price 
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Thank you for making the Hennessy Focus Fund (HFCSX/HFCIX) a part of 
your clients’ portfolios. We wanted to share some thoughts from the Portfolio 
Managers at Broad Run Investment Management, LLC, the Fund’s sub-advisor.

Performance as of 3/31/2022 (Institutional)

QTR YTD 1 Yr 3 Yr 5 Yr 10 Yr Since Inception (1/3/97)

Focus Fund (HFCIX)* -9.14% -9.14% 5.70% 14.65% 12.07% 12.74% 13.08%
Russell 3000® Index -5.28% -5.28% 11.92% 18.24% 15.40% 14.28% 9.44%

Gross Expense Ratio: 1.12% (Institutional) 30 Day SEC Yield 0.00% (Institutional)  

*Represents the performance of the Institutional Class shares after 5/30/08 (inception of the share class) and Investor Class for periods prior to that date. The 
performance for periods prior to 10/26/12 is that of the predecessor FBR Fund. 

Performance data quoted represents past performance; past performance does not guarantee future results. The investment return and 
principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original 
cost. Current performance of the fund may be lower or higher than the performance quoted. Performance data current to the most recent 
month end may be obtained by visiting hennessyfunds.com
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correction to be investable with a margin of safety. 
For the time being, they sit as new entries on our 
Watch List, part of our actionable opportunity set if 
circumstances warrant.

During the quarter we trimmed our investments 
in Aon and O’Reilly Automotive, and used the 
proceeds to increase our position in Applied 
Materials. Both Aon and O’Reilly had been very 
strong year-to-date and Aon had become oversized 
relative to our target weight. Also, as we have 
written in the past, we are patiently scaling down 
our O’Reilly position since the business is maturing 
and facing a still distant, but growing secular threat 
from EVs. Finally, we exited our position in Marlin 
Business Services (about 2% of assets) as the 
business was acquired during the quarter.

After quarter end, we began adding a new position 
to the portfolio. We are still building this position 
to its target weight, so we will refrain from sharing 
many details now. To give you a brief preview, this 
is a small cap company with recurring revenue, 
acyclical demand, attractive economics, and a large 
growth opportunity. We look forward to writing 
more about this investment in our next client letter.  

To reiterate what we wrote last quarter, our big 
picture view is that coming into this year we were 
13 years into a bull market and the risk pendulum 
had swung full range from fear to greed. For half a 
generation, risk seeking had been rewarded, and 
prudence penalized. While some of the air has 

recently come out of the hottest sectors, we still see 
many excesses. In this environment, we think being 
mindful of downside risk is all the more important.

At the same time, the potential for sustained inflation 
poses a serious risk to purchasing power for assets 
held in cash and fixed income. With this backdrop 
we particularly like our portfolio of what we believe 
to be high quality, well run, growing businesses, 
owned at reasonable valuations based upon 
demonstrated earnings and cash flow. 

From today’s valuation level we expect portfolio 
returns will track the mid-teens rate of earnings 
growth we expect from our portfolio over the next 
five years, with the obvious caveat that a sustained 
rise in interest rates from here would present a 
headwind that could clip several points per annum 
off of our expected returns.         

We remain confident that our five investment criteria 
position us well to fulfill our mission of compounding 
client capital at a superior rate, with prudence over 
time. As always, we will continue to study, learn,  
and refine our craft as we try to get a little bit better 
every day.   

We thank you for entrusting your capital to us. We 
will continue to strive to do our best to protect and 
grow your investment over time.

Sincerely,

Broad Run Investment Management, LLC
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Please click here for a current prospectus.  
Past performance does not guarantee future results.
Opinions expressed are those of the Portfolio Managers as of the date written and are subject to change, are not guaranteed, and should not be considered investment advice or an indication of 
trading intent. 
Mutual fund investing involves risk; Principal loss is possible. A non-diversified fund, one that may concentrate its assets in fewer holdings than a diversified 
fund, is more exposed to individual stock volatility than a diversified fund. The Fund invests in small and medium capitalized companies, which involves 
additional risks such as limited liquidity and greater volatility. Investments in foreign securities may involve greater volatility and political, economic and 
currency risk and differences in accounting methods.
Earnings growth is not a measure of the Fund’s future return. 
Fund holdings and sector allocations are subject to change at any time and should not be considered a recommendation to buy or sell any security. 
Please click here for a glossary of terms. 
Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. Russell® is a trademark of Russell. Neither Russell nor its 
licensors accept any liability for any errors or omissions in the Russell Indexes or Russell ratings or underlying data, and no party may rely on any Russell Indexes or Russell ratings or underlying data 
contained in this communication. No further distribution of Russell data is permitted without Russell’s express written consent. Russell does not promote, sponsor, or endorse the content of this 
communication.
The Hennessy Funds are distributed by Quasar Distributors, LLC.  HENS-202205XX-0XXX
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Contact UsFund Portfolio Holdings as of 3/31/2022

Ticker % of net assets

Markel Corp. MKL 11.68%
Brookfield Asset Management, Inc. BAM 11.58%
Encore Capital Group, Inc. ECPG 10.32%
American Tower Corp. AMT 10.25%
Aon PLC AON 8.75%
CarMax, Inc. KMX 7.38%
O'Reilly Automotive, Inc. ORLY 6.66%
SS&C Technologies Holdings, Inc. SSNC 5.61%
NVR, Inc. NVR 5.50%
Ashtead Group, PLC AHT 5.45%
RH RH 3.39%
American Woodmark Corp. AMWD 3.38%
CDW Corp. CDW 3.25%
Allegiant Travel Co. ALGT 2.60%
AST SpaceMobile, Inc. ASTS 1.24%
Applied Materials, Inc. AMAT 0.97%
Mistras Group, Inc. MG 0.52%
Brookfield Asset Management 
Reinsurance BAMR 0.09%


