
Focus Fund  
(HFCSX/HFCIX)

Portfolio Update 

During the quarter we added a new 1% position 
in AST SpaceMobile (“AST”). This is a “special 
situation” investment for us, not meeting our 
typical compounder criteria, but we believe it 
presents a very compelling risk-return profile. We 
have been an investor in American Tower (“AMT”), 
a leading cell phone tower owner-operator, for 
more than two decades. Our investment in AST 
is an outgrowth of our industry knowledge and 
ongoing research related to AMT, as explained 
further below.    

Today’s mobile wireless networks, built primarily 
on a backbone of cell towers, cover about 30% 
of earth’s land area (and just 10% of earth’s 
surface area including oceans). Since most of the 
world’s population lives in cities, this geographic 
coverage is sufficient to provide mobile service 
to most subscribers most of the time. However, 
outside of well-traveled areas, coverage becomes 
considerably less reliable. As a result, nearly 
all 5 billion global mobile wireless subscribers 
experience coverage gaps some of the time, and 
more than 1 billion potential subscribers have no 
mobile wireless coverage at all.  

It is uneconomic to expand coverage to less 
densely populated areas using traditional cell 
towers. One promising solution, that has never 
fulfilled its promise, is to use satellite-based 
mobile phone service to fill the coverage gaps. 
Over the last quarter century, Iridium, Globalstar, 
ICO, and Teledesic have all tried, but failed to 
provide a viable mobile satellite solution with 
broad consumer appeal. We have had a front 
row seat to each of these endeavors, researching 
them but ultimately passing on investment 
due to deficiencies we saw in their economic 
models, technology, or functionality. All these 
businesses eventually went bankrupt (liquidation 
or restructuring), incinerating billions of investor 
capital along the way.

More recently, a new company, AST SpaceMobile, 
has emerged with a fundamentally different 
approach from these failed ventures. AST came to 
our attention early this year with its SPAC merger, 
and a strategic private investment in public 
equity (PIPE) by AMT. We never expected to find 
opportunity via a SPAC, but AMT management, in 
our experience, has been exceptional at identifying 
the flaws in emerging wireless technologies, so 
their decision to invest in AST made us take notice.    

Satellite delivered mobile wireless service does 
exist today, but, among other shortcomings, it 
requires bulky and expensive “satphones,” limiting 
adoption to relatively few use cases (commercial 
shipping, oil and gas drilling / platforms, extreme 
wilderness adventures, etc.). AST’s vision is to 
be able to provide mobile broadband wireless 
coverage anywhere on earth, using existing 
handheld mobile phones. This hardware 
compatibility would be a key breakthrough, 
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allowing satellite delivered mobile wireless service 
to expand beyond niche applications to broad 
consumer use. AST plans to accomplish this using 
a proprietary software stack, a network of wireless 
carrier partners sharing their spectrum, and a 
constellation of 168 satellites placed in low earth 
orbit (LEO)—about 700 km above the earth—over 
the next several years.

Just as important, AST plans to provide this 
service on a wholesale basis to wireless carriers.  
In exchange for a 50/50 revenue split, these 
carriers will promote the service to their existing 
subscribers, and manage billing, customer service, 
and network integration, among other things. For 
carriers, benefits include incremental revenue, 
a better and more reliable network to reduce 
customer churn, and help meeting government 
requirements to bring connectivity to people in 
remote areas. For AST, this wholesale model should 
simplify its business plan, accelerate user adoption, 
and facilitate a high margin business at scale. 

There are numerous technical, regulatory, and 
business hurdles to making AST’s vision a reality.  
However, our research, including conversations 
with industry consultants, scientists, competitors, 
management, and a strategic investor, have 
convinced us that the company has already 
made substantial progress—including successful 
demonstrations of several key technical capabilities 
—and that remaining hurdles are challenging, but 
probably surmountable.   

Supporting this view, we believe that AST founder, 
Chairman, and CEO, Abel Avellan, has assembled a 
first-rate space and wireless technical team, paired 
with strong commercial talent. In addition, beyond 
AMT, wireless heavyweights Vodafone, Samsung, 
and Rakuten are investors and board members, 
and key carriage contracts or memorandums of 
understanding (MOUs) are in place with AT&T, 
Vodafone, Telefonica and other large wireless 
carriers representing more than 1.4 billion 
subscribers.  

The next major technical milestone for AST will 
be the launch of its BlueWalker 3 satellite in late 
2021 or early 2022. BlueWalker 3 will be a fully 
functional but scaled down version of AST’s future 
full-sized production satellites. This launch will 
build upon AST’s BlueWalker 1 trial in 2019, and 
allow the company to test, among other things, the 
unfurling of its large solar panels and beamforming 
capability for efficient communication with earth.  

If BlueWalker 3 goes according to plan, AST 
will move toward Phase 1 commercialization. 
Importantly, following the SPAC combination and 
PIPE offering, AST is fully funded to build and 
launch its first twenty BlueBird production satellites. 
These satellites, scheduled to launch in late 2022 or 
early 2023, will provide coverage to 49 Equatorial 
countries covering 1.6 billion people. Assuming 
reasonable adoption rates, Phase 1 alone should 
allow AST to scale to profitability with healthy cash 
flow (excluding additional launches). 

Plans for Phase 2 and Phase 3 include the 
construction and launch of 90 additional BlueBird 
satellites. This will require an estimated $1.7 billion of 
new external capital, raised opportunistically in 2022 
or 2023 through a combination of vendor financing, 
government support, term debt, and public or private 
equity. With 110 total BlueBird satellites orbiting 
by late 2023 or early 2024, the company should be 
able to offer continuous global broadband coverage 
to all their wholesale partners. In Phase 4, plans call 
for internally funding an additional 58 satellites that 
will allow for more capacity and faster speeds in late 
2024 or 2025.  There are sure to be setbacks along 
the way, and these plans will evolve, but in broad 
strokes this is AST’s vision for bringing its solution to 
the worldwide market.

AST is attempting to solve a huge, global need. 
If AST can deliver this technology, modest 
assumptions about user adoption and ARPU tell 
us the company could be worth 15x or 30x more 
in five- or ten-years’ time. But space is hard, and 
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the risks are real. If AST cannot deliver, the equity 
will likely be worthless.  We recognize the potential 
for complete loss, and have sized our investment 
accordingly.  But our long industry history, and 
network of contacts have helped us form a view 
that this is a bet worth making.  

Additionally, as part of our research process, we 
have assessed the impact that a successful AST 
could have on cell towers and our investment 
in AMT. Our view is that AST’s service will be 
complementary to traditional cell towers, and 
poses no meaningful threat.  While AST should 
offer a good in-fill option in the developed world 
and a low-cost primary solution for parts of 
emerging markets, at an estimated 30 megabits 
(Mbps) and 20-40 milliseconds of delay, AST will 
not have the capacity, speed, or latency to compete 
head-to-head with modern terrestrial networks.     
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Fund Portfolio Holdings as of 6/30/2021

Ticker % of net assets

American Tower Corp. AMT 9.96%
Brookfield Asset Management, Inc. BAM 9.89%
Markel Corp. MKL 8.56%
Encore Capital Group, Inc. ECPG 8.50%
CarMax, Inc. KMX 8.42%
Aon PLC AON 7.30%
O'Reilly Automotive, Inc. ORLY 6.34%
RH RH 6.01%
Ashtead Group, PLC AHT 5.43%
NVR, Inc. NVR 5.22%
American Woodmark Corp. AMWD 4.80%
SS&C Technologies Holdings, Inc. SSNC 4.59%
Hexcel Corp. HXL 3.82%
CDW Corp. CDW 2.71%
Allegiant Travel Co. ALGT 2.65%
Marlin Business Services Corp. MRLN 1.96%
AST SpaceMobile, Inc. ASTS 1.37%
Fastenal Co. FAST 0.78%
Mistras Group, Inc. MG 0.66%
Brookfield Asset Management Reinsurance BAMR 0.07%

Please click here for a current prospectus. 
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.
For glossary and index definitions, click here.
Earnings growth is not a measure of the fund’s future performance. 
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. 
The Hennessy Funds are distributed by Quasar Distributors, LLC. HENS-20210728-0260

Performance as of 6/30/2021 (Institutional)
QTR 1 Yr 5 Yr 10 Yr Since Inception (1/3/97)

Focus Fund (HFCIX)1 7.29% 42.28% 14.72% 14.08% 13.58%

Russell 3000® Index 8.24% 44.16% 17.89% 14.70% 9.60%

Gross Expense Ratio: 1.14% (Institutional)
1Represents 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.

https://go.hennessyfunds.com/StatutoryProspectus.pdf
https://www.hennessyfunds.com/glossary



