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Commentary 

The macroeconomic environment continues to be 
challenging. Persistent high inflation, rising interest 
rates, hawkish comments from the Federal Reserve, 
a rapidly strengthening dollar, and growing signs of 
economic slowdown contributed to another quarter 
of negative market performance. 

Earnings growth for the Russell 3000® Index is still 
forecast to be a positive mid-single digit rate over 
2022 and 2023, but this is down from a high single 
digit rate forecast at the beginning of this year.  

In our portfolio, we forecast a low-single digit 
annualized earnings growth rate over 2022 and 
2023, but this is down from our original expectation 
of a low double digit growth rate. Against this 
backdrop we have seen a significant (30%) decline 
in portfolio price year-to-date. Our portfolio now 

trades at 12.7x our 2023 earnings estimates (versus 
15.0x for the Russell 3000 Index), the lowest multiple 
since 2011.  

Looking below the portfolio’s surface, most businesses 
we own continue to experience good business trends 
with growing revenue and profits.  It is the businesses 
we own with more cyclical exposure (most notably, 
about 17% of assets are in housing and big-ticket 
consumer discretionary markets) that have had their 
stocks hit the hardest. Many of these businesses are 
now down 40-50%-plus, and are trading at high single 
digit and low double-digit multiples of our earnings 
estimates compared to more normal high teens 
multiples. At these prices we think the market has 
already discounted a recession—and corresponding 
negative earnings revisions—into these stocks.  

Recession or not, we do not think it will matter much to 
our portfolio in the fullness of time. Near-term earnings 
results are but a small part of the long-term stream of 
future cash flows that dictate what a company should 
be worth. And, as we have seen in past recessions, the 
types of companies that we typically own—industry 
leaders with strong balance sheets and excellent 
management teams—can sometimes use a recession 
to create a step function increase in long term value 
by taking advantage of consolidation and expansion 
opportunities that would not otherwise exist.  
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Portfolio Update: Fund Trading  
at the Lowest Multiple Since 2011

The following are some thoughts from the Hennessy Focus Fund (HFCSX/
HFCIX) Portfolio Managers at Broad Run Investment Management, LLC, the 
Fund’s sub-advisor.

Performance as of 9/30/2022 (Institutional)

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

Focus Fund (HFCIX)* -10.02% -29.98% -24.73% 1.03% 4.73% 9.72% 11.67%
Russell 3000® Index -4.46% -24.62% -17.63% 7.70% 8.62% 11.39% 8.29%

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



*Comparable store sales      
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The economy and spending patterns have been 
highly unusual since the emergence of COVID-19 
with demand fluctuating wildly across time and 
industry. This begs the question, how reliable are 
current earnings as an indicator of value? Are recent 
earnings reflective of enduring earnings power, or are 
our companies over-earning?  

Overall, we do not think our businesses are 
overearning. We own long-established companies 
with observable revenue and profit patterns often 
across a decade or more. We can rewind the clock 
to before the pandemic to get an understanding 
of baseline earnings, and extrapolate from there to 
estimate what profitability might have been today if 
the pandemic had not occurred. Current estimates do 
not depart significantly from our “COVID normalized” 
analysis, giving us confidence in the underlying 
earnings power of these businesses and their 
eventual stock price recovery. 

We contrast this profile with those of the many 
speculative high growth technology and “story” 
stocks that are valued based upon projections of 
huge margin expansion and revenue growth far 
in the future. While some of these businesses will 
achieve their promise, we suspect that most will 
not, and equity holders will suffer a permanent 
impairment of capital.      

To illustrate the point about our holdings, let’s review 
CarMax, one of the hardest hit cyclical growth stocks 
in our portfolio, down about 50% year-to-date, and 
down about 60% from a year ago. 

In the fiscal year ended February 2020 (just before 
the impact of the pandemic), CarMax earned $5.33 in 
GAAP EPS, which climbed nicely over the preceding 
five years at a 15% CAGR.

F’15 F’16 F’17 F’18 F’19 F’20 CAGR

EPS $2.65 $3.03 $3.31 $3.60 $4.79 $5.33 15%

Key drivers to this EPS growth were new stores, 
market share gains at existing stores (comparable 
store sales), and repurchasing stock to reduce shares 

outstanding (plus a modest boost from the 2018 
reduction in corporate tax rates).

F’15 F’16 F’17 F’18 F’19 F’20 CAGR

Stores 144 158 173 188 203 216 8.4%

Comps* 7% 3% 3% 3% 2% 10% 3.4%

Shares 219 206 192 186 176 167 -5.3%

Importantly, during this period CarMax’s growth in 
EPS was not driven by a rapidly growing end market 
nor sharp improvement in profitability. Used car 
industry turnover approximated 40 million units, as it 
does almost every year, and CarMax’s profit margins 
were in a range of 6.1% to 6.8%, where they had held 
steady for a decade prior to the pandemic.   

If we fast forward to today, we see that two of 
CarMax’s key value drivers—store count, and share 
count—are still marching forward (comparable store 
sales have been highly volatile due to the pandemic). 
The company has grown store count by more than 8% 
since February 2020, and reduced its share count by 
more than 4%. 

F’20 Aug ‘22 Change

Stores 216 234 8.3%

Shares 167 160 -4.2%

If we isolate these two value drivers it translates into 
about a 13% increase (8% more stores over 96% as 
many shares) in EPS from the $5.33 in Fiscal 2020, 
to $6.00 of earnings power today. This compares 
to recently reduced consensus EPS estimates for 
calendar 2023 of about $4.50 per share (down from 
actual results of $6.97 reported in calendar 2021). 
CarMax, at $61, is trading 13.5x this consensus $4.50 
estimate, or just 10x our normalized earnings power 
estimate. Applying CarMax’s 10-year average 17x 
multiple to $6.00 in earning power implies a fair value 
of $102 per share, about 65% above the current price. 

Of course, reality is more complicated than the simple 
$6.00 key value driver analysis we present above, 
but we believe this analysis is roughly correct and 
illustrates our broader point about observable earnings 
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power providing a reliable underpinning for our intrinsic 
value estimates. One such complication: SG&A expenses 
at CarMax are elevated (as a % of gross profit) relative to 
history due to significant investment in digital initiatives, 
wage inflation, and the recent decline in unit sales 
(-8% retail unit comps in the just reported quarter). We 
believe that the step-up in digital spending over the last 
several years has plateaued and there will be significant 
expense leverage from here as volume grows on this 
relatively fixed cost base.     

CarMax is now trading at a similar stock price to March 
2020 when nearly all stores were closed and corporate 
survival was in doubt. There is no such existential threat 
facing CarMax today. CarMax is the leader in used car 
retail and has an investment grade balance sheet. It has 
survived three recessions since its founding and has 
emerged stronger each time. While industry sales are 
down for macroeconomic reasons, CarMax continues to 
gain market share—as it has nearly every year since its 
founding. In fact, we would argue that CarMax is now in 
its best competitive position in a long time. It is making 
breakthrough progress on its unique omnichannel 
retailing capabilities at the same time that Carvana, its 
most formidable challenger, is facing capital constraints 
and the very real possibility of bankruptcy (the business 
is encumbered with massive debt and negative free 
cash flow; the stock is down 95% from a year ago). 

We believe that CarMax offers a compelling value for the 
long-term investor; the best risk-adjusted return profile 
we have seen in the stock since the depths of the Global 
Financial Crisis.  

During turbulent times we gain confidence from 
owning a portfolio of high quality, well run, cash 
generative businesses—such as CarMax—at 
reasonable valuations that we believe are going 
to grow their earnings significantly over the next 
five and ten years. At the beginning of 2022, you 
had to pay roughly 18x earnings for our portfolio 
of businesses, now you pay roughly 13x. While 
our expectations for near term earnings growth 
have diminished, our long-term outlook is largely 
unchanged.  We view this as a very attractive 
investment setup.   

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

Sincerely,

Broad Run Investment Management, LLC

Financial Professionals
800-890-7118
advisors@hennessyfunds.com
Shareholder Services
800-966-4354
fundsinfo@hennessyfunds.com

Contact Us
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Fund Portfolio Holdings as of 9/30/2022

Ticker % of net assets

Brookfield Asset Management, Inc. BAM 11.15%
Markel Corp. MKL 10.55%
American Tower Corp. AMT 10.33%
Aon PLC AON 9.99%
Encore Capital Group, Inc. ECPG 9.28%
O'Reilly Automotive, Inc. ORLY 7.73%
CarMax, Inc. KMX 7.09%
Ashtead Group, PLC AHT 5.50%
SS&C Technologies Holdings, Inc. SSNC 5.02%
American Woodmark Corp. AMWD 4.25%
CDW Corp. CDW 3.99%
RH RH 3.59%
NVR, Inc. NVR 2.45%
Applied Materials, Inc. AMAT 2.22%
Allegiant Travel Co. ALGT 1.64%
Shenandoah Telecommunications SHEN 1.57%
AST SpaceMobile, Inc. ASTS 1.26%
Mistras Group, Inc. MG 0.49%
Brookfield Asset Management 
Reinsurance BAMR 0.09%

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-20221020-0602

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

