
Focus Fund  
(HFCSX/HFCIX)

For the year, the Hennessy Focus Fund Institutional 
share class returned 5.88% net of fees compared 
to 20.89% for the Russell 3000® Index. We remind 
you that we manage the Fund for long-term results, 
so we encourage you to evaluate its performance 
over a multi-year time frame.

Wow, what a year! A global pandemic, lockdowns, 
riots, and political unrest. The economic 
shutdowns in March and April drove the worst 
quarterly decline in U.S. GDP, and highest levels 
of unemployment since the Great Depression. 
Quick monetary policy response and government 
stimulus halted the downward economic spiral and 
catalyzed the beginning of a rebound. By summer, 
a better understanding of Covid-19 transmission 
enabled some improved mobility and exiting 2020 

we had several highly effective vaccines allowing us to 
look to 2021 as a year of recovery. 

With this backdrop, we have more than usual to 
discuss in our letter, so we divided it into five sections:  

1. Fundamental Performance of our Businesses 
2. Investment Performance
3. Investment Outlook
4. Portfolio Actions 
5. Conclusion

Fundamental Performance of our Businesses 

Considering the circumstances, we are pleased with 
the fundamental performance of our businesses 
through this tumult. The look-through earnings of the 
Fund held up much better than the broader market 
in 2020 with a 2% expected increase compared 
to a 17% expected decline for the Russell 3000® 
Index. Of course, we are only part way though the 
pandemic and related recession. Taking a two-year 
view that incorporates both the decline in 2020 and 
the expected rebound in 2021, our businesses still 
look quite good with 17% cumulative earnings growth 
versus 5% for the broader market.   

January 2021

Portfolio Update: Results Recap and 
Investment Outlook

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 12/31/2020 (Institutional)

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

Focus Fund (HFCIX)1 10.80% 5.88% 5.88% 8.80% 10.65% 12.07% 12.94%
Russell 3000® Index 14.68% 20.89% 20.89% 14.49% 15.43% 13.79% 9.16%

Gross Expense Ratio: 1.12% (Institutional) 30 Day SEC Yield 0.00% (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
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2020  
EPS Growth*

2021  
EPS Growth*

2 Year  
EPS Growth*

Our Businesses 2% + 16% = 17%
Russell 3000® 
Index -17% + 26% = 5%

*Consensus FactSet operating EPS except for Markel (BV/shr) and Brookfield (Broad Run estimates). 
Results for the most recent year are preliminary, subject to adjustment as annual. 

To provide a more granular view, in the table below 
we present the 2020 and 2021 estimated earnings 
performance for each of the business we owned at 
the beginning of the pandemic. Please note that 
earnings growth is not representative of the Fund’s 
future performance.

However, we think this earnings performance speaks 
to the quality and resiliency of the businesses we 
own. We always underwrite our investments with an 
expectation that a recession will happen during our 
holding period, so we did not need to undertake 
substantial repositioning when that eventuality 
occurred. We, of course, reassessed all our 

businesses in light of the new circumstances, adding 
four new positions and eliminating two (discussed 
later in this letter), but the core of the portfolio is 
largely unchanged.

Reflecting on the cadence of the year, at the beginning 
of the pandemic many of our businesses were 
significantly impacted by the lockdowns – particularly 
our retail, travel, and housing-related names such as 
CarMax, O’Reilly, Hexcel, American Woodmark, and 
NVR – but most staged strong recoveries in late spring 
as lockdowns were relaxed. Some even emerged as 
net beneficiaries (O’Reilly, NVR, RH) as new consumer 
spending patterns developed.   

Around the middle of the year many of our 
businesses pivoted from defense to offense, taking 
advantage of the circumstances to improve their 
longer-term prospects. These are the types of 
businesses and management teams that we try to 
align ourselves with. We highlight CarMax (increased 

Porfolio Weight 
Beg. 2020

EPS* Growth 
2020

EPS* Growth 
2021

2 Year EPS* 
Growth  

2019-2021 Pandemic Impact

American Tower Corp. 9.4% 8% 10% 19% No notable impact
O’Reilly Automotive, Inc. 9.2% 30% 0% 29% Improved comp store sales
Brookfield Asset Management 9.2% 14% 12% 28% Mall & office properties hurt (~20% of portfolio)
CarMax, Inc. 9.2% -14% 19% 3% Store closures; accelerated omnichannel adoption
American Woodmark Corp. 7.6% 2% 8% 10% Short-term slowdown; intermediate-term demand increase
Markel Corp. 7.5% 6% 7% 14% Managable increase in pandemic related insurance liabilities 
Aon PLC 7.4% 5% 11% 17% Modest revenue headwind on discretionary projects
Encore Capital Group, Inc. 5.8% 47% 0% 48% Improved recoveries; potential incrase in charge-offs
Charles Schwab 5.4% -16% -1% -16% Earnings headwind from lower and flatter yield curve 
NVR, Inc. 5.1% 5% 35% 42% Substantial increase in demand for new homes
Hexcel Corp. 4.7% -93% 88% -87% Substantial reduction in new airplane builds
Ashtead Group, PLC 4.6% -7% 10% 2% Modest construction slowdown
SS&C Technologies Holdings 2.3% 10% 5% 16% Modest headwind due to elongated selling cycle
Ametek 2.0% -7% 9% 2% Decrease in growth rate
Marlin Bus. Svc 1.2% -100% nm -37% Higher credit losses; loan book appears stable
Mistras 0.7% -100% nm -29% Decrease in demand
Our Businesses (wtd avg.) 2% 16% 17%
Russell 3000® Index -17% 26% 5%

*Consensus FactSet operating EPS except for Markel (BV/shr) and Brookfield (Broad Run estimates).  Results for the most recent year are preliminary, subject to adjustment as annual reporting is finalized. 
Earnings growth is not a measure of the Fund’s future return. 
nm=not meaningful
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omnichannel investment), Brookfield (acquisition of 
mall and office property affiliate), RH (accelerated 
real estate procurement in an oversupplied market), 
and Allegiant Travel (launch of new routes and 
acquisition of airplanes in a distressed market) as 
the more notable examples of this. Experience has 
taught us that it tends to be those companies that are 
opportunistic in a downturn that fuel outsized value 
creation in subsequent years.  

At present, we view Hexcel (4.0% of 12/31/20 assets), 
Marlin Business Services (1.1% of 12/31/20 assets), 
and Mistras Group (0.7% of 12/31/20 assets) as the 
only companies we currently own that will not make 
a full recovery from the pandemic in the next year or 
two. We continue to hold each of these businesses 
after re-underwriting them using new assumptions.   

Investment Performance 

The Hennessy Focus Fund Institutional share class 
returned 5.88% for the year, net of fees. For a 
recessionary year, this would normally be a happy 
outcome, if not for the Russell 3000® Index posting 
a 20.89% return. We typically avoid discussing short-
term performance, but given the magnitude of this 
relative underperformance (and its negative impact on 
our longer-term relative results) we want to share our 
perspective.       

We run a concentrated portfolio, built from the 
bottom up without regard for sector weightings. 
As a result, our portfolio looks very different from 
an index, and we are virtually guaranteed to 
underperform from time to time. We accept this as a 
price we must pay for the opportunity to achieve our 
objective of compounding capital at a superior rate, 
with prudence, over time.   

Our underperformance in 2020 is in large part 
attributable to our limited exposure (2% at the 
beginning of 2020) to the Information Technology 
sector. For the year, Information Technology returned 
44%, contributing 11 points to the Russell 3000 
Index return. This caps a 3-year period when the 
Information Technology sector was up 122% (31% 

annualized) compared to 36% (11% annualized) for 
non-technology companies.    

We are not averse to technology. We own positions in 
SS&C Technologies, a software company, and CDW, 
a technology distributor. We own American Tower, a 
real estate company providing critical infrastructure 
for mobile phones, drones, autonomous vehicles, 
and the Internet of Things. And we own companies 
such as Aon and CarMax, that are investing heavily 
in technology to put greater distance between 
themselves and their competition. Sometimes it is 
the application of technology to a business with 
an established moat that creates more value than 
investing directly in the technology provider itself. 

The world is digitizing, and there are some wonderful 
technology businesses creating a lot of value 
enabling this trend. We have many of them on our 
Watch List. Our low exposure is simply a result of 
being unable to find quality technology companies 
trading with an adequate “margin of safety”; to justify 
today’s prices, most require aggressive revenue 
growth and margin assumptions far into the future. 

Lofty expectations are not limited to technology 
companies; we see frothiness in many high growth 
and concept companies across sectors. Consider 
that U.S. companies that lose money currently have a 
$6 trillion market value, 3x more than at the peak of 
the Internet Bubble. These companies have market 
values dependent on far off terminal year projections 
which are subject to wild overestimation in periods 
of market ebullience. Some of the most outlandish 
assumptions are reserved for early-stage companies 
claiming to be “disrupting” a large existing industry. 
Many electric vehicle companies fall in this category, 
and there are scores of others addressing insurance, 
auto retail, media, banking, transportation, energy, 
and other industries. The flood of Special Purpose 
Acquisition Companies (SPACs) has further enabled 
this frenzy, acquiring moon-shot companies and 
forecasting 10x and 15x revenue growth over a 
five-year period to help justify their prices. When 
valuations look stretched on an EV/sales basis, SPAC 
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sponsors have begun to use EV/total addressable 
market multiples, a valuation metric so dubious it  
is comical.   

We are twelve years into a bull market and the risk 
pendulum has swung full range from fear to greed. 
There were ample signs of excessive risk taking in 
2018 and 2019, but 2020 has been fuel on the fire. 
A zero interest rate policy, massive fiscal stimulus, 
and increased retail participation have all arrived on 
the scene. Stimulus checks and reduced spending 
on leisure activities boosted personal savings by a 
remarkable $1.4 trillion in 2020. Many people who 
are now working from home have found themselves 
flush with cash, flush with time, and dreaming of day 
trading their way to that new Tesla or beach home.  

Successful long-term investing is often as much about 
what one chooses to avoid, as what one chooses to 
own. In our nearly 25 years as professional investors, 
we have only seen today’s level of stock speculation 
once before: in late 1999 through early 2000. Clearly 
areas of obvious speculation should be avoided by 

1This is axiomatic, if there is no change in valuation and no dividends, stock performance will match the change in earnings per share. While earnings per share growth is not particularly useful to measuring 
progress at many types of investment strategies - for example, a high valuation-high growth strategy, a slow/no growth-deep value strategy, or a high turnover strategy - it is highly instructive for our type of strategy.
Earnings growth is not a measure of the Fund’s future return. 

*For the Hennessy Focus Fund, EPS growth is an internal estimate based upon reported results for the first three quarters of the most recent year and projections for the final quarter of the most recent year. For prior 
years, EPS growth has been updated to reflect actual reported results for the year, any changes in company level methodology, and other updates, as appropriate. May not sum due to rounding. 

Hennessy Focus Fund (HFCIX) Russell 3000 Index
A B C D E F

Year Business Level EPS Growth 
+ Dividend Yield3

Impact of Cash 
Balance

Portfolio Level EPS Growth 
+ Dividend Yield3

HFCIX 
Investment Return

EPS Growth + 
Dividend Yield Total Return

2010 29% -0.9% 28% 25% 43% 17%
2011 19% -1.2% 18% 4% 16% 1%
2012 19% -1.7% 17% 17% 9% 16%
2013 18% -1.3% 17% 36% 8% 34%
2014 19% -2.1% 17% 11% 8% 13%
2015 12% -1.5% 11% 3% 2% 0%
2016 8% -1.2% 7% 8% 2% 13%
2017 14% -1.3% 13% 20% 14% 21%
2018 21% -0.8% 20% -10% 24% -5%
2019 14% -0.5% 13% 35% 0% 31%
2020 3% 0.1% 3% 6% -16% 21%

Cumulative: 407% 354% 288% 163% 325%
Annualized: 15.9% 14.8% 13.1% 9.2% 14.1%

a prudent investor, but this is also a cautionary sign 
about the risk environment we are in. It heightens 
our skepticism about many companies in Information 
Technology and other pockets of the market that 
have been “hot” and where valuations rely upon 
very rosy forecasts. Fortunately, we do not need to 
bet on the disrupters, or against them, or own even 
a single technology company to be able to populate 
our portfolio and achieve our investment objectives. 
In today’s market there remain plenty of businesses 
available – mostly in the “not hot” sectors – that can 
deliver attractive long-term growth at reasonable 
valuations.      

Investment Outlook 

We underwrite our investments to target a mid-
teens rate of return. We seek this return via the 
compounding of earnings per share over time rather 
than a change in valuation or clever trading in or out 
of a stock. As a result, our portfolio performance is 
primarily driven by the earnings per share growth of 
the underlying businesses that we own.1  
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Quite simply, our investment returns are going to be 
driven by the amount by which our businesses are 
able to grow their earnings over the next five years, 
not whether or not we own a particular hot market 
sector.  

You can see this relationship in the table below. 
Over the last eleven years our portfolio level 
earnings per share compound annual growth rate 
(CAGR) is 14.8%, inclusive of dividends [column C] 
compared to an investment return of 13.1% [column 
D]. In any one year this is a loose relationship, but it 
strengthens considerably as time extends.  

Today, we are pleased with the portfolio of 
businesses we own. We believe them to be high 
quality, well run, and likely to grow earnings per 
share at a mid-teens rate over the next five-plus 
years. We will not be right about every business we 
own. There will be individual disappointments in the 
future as there have been in the past, but historically 
the portfolio has been able to absorb these and 
deliver on our overall earnings growth objective.  

Portfolio valuation today, at 16.6x 2021 earnings 
estimates, is roughly in line with the long-term 
valuation for the portfolio.  We expect portfolio 
returns will closely track the earnings growth of our 
portfolio over the next five years, with the obvious 

caveat that steadily rising rates would present a 
headwind that could clip a few points per annum off 
of returns over the period. 

It is interesting to note that the market at 23.4x 
2021 earnings estimates, is trading 40% above our 
portfolio at 16.6x, versus a history of near parity. We 
think this helps explain some of our recent relative 
underperformance and supports our view that 
better relative results may lie ahead.

As Mark Twain once said, “History doesn’t repeat 
itself, but it does rhyme.” When the Internet 
Bubble burst in March of 2000, formerly unloved 
and inexpensive stocks performed well even as 
the NASDAQ declined by 78%. Stocks that were 
reasonably valued on earnings marched forward 
while many that were valued on eyeballs or clicks 
plummeted. This time around we are again seeing 
nonsensical valuation metrics employed in the more 
speculative corners of the market. While we do not 
know the timing or the trigger, we suspect that the 
excesses will be wrung out and stocks of healthy 
businesses that are reasonably valued on earnings 
will outperform in the fullness of time. 

Portfolio Actions
As mentioned earlier, we added four new positions 
this year: Fastenal, RH, Allegiant Travel, and CDW. 

Hennesy Focus Fund - Projection at Beginning of Year
Beginning of Year Business Level Price to 1yr EPS Est.* Business Level 1yr Est. EPS Growth Rate* Business Level 5yr Est. EPS Growth Rate*

2010 14.9x 20% mid-teens
2011 15.4x 16% mid-teens
2012 14.1x 16% mid-teens
2013 15.5x 17% mid-teens
2014 17.9x 17% mid-teens
2015 17.4x 17% mid-teens
2016 16.9x 17% mid-teens
2017 16.5x 14% mid-teens
2018 16.6x 25% mid-teens
2019 13.7x 14% mid-teens
2020 16.4x 13% mid-teens
2021 16.6x 16% mid-teens

*Based upon Broad Run internal estimates (may differ materially from consensus estimates), weighted by position size, excluding the impact of any portfolio level cash. 

Earnings growth is not a measure of the Fund’s future return. 
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We discussed the first three of these purchases in 
earlier quarterly letters and discuss CDW below. 
We also added to our existing SS&C position, 
approximately doubling it from 2% of assets to 
4% during the first quarter, and we added to our 
Allegiant Travel position in the fourth quarter 
bringing it to about 2% of assets. 

Our general approach during the year was to 
look for extraordinary businesses suffering short-
term setbacks (and corresponding depressed 
stock prices), but with their long-term prospects 
undiminished or even enhanced because of the 
pandemic. We sourced capital for purchases by 
selling two positions in which we had diminished 
conviction (Charles Schwab and Ametek), and by 
trimming two other positions whose businesses 
and stock prices had held up relatively well 
(O’Reilly Automotive and American Tower). In total 
these new positions comprise about 9% of assets at 
year end, and about 14% inclusive of SS&C. 

CDW Corporation (CDW) - During the fourth 
quarter we established a 1% position in CDW 
Corporation. CDW is a value-added reseller (VAR) 
of information technology hardware, software, 
and services. Its products cover the gamut from 
desktop computers and networking equipment to 
peripherals and cloud-based software. 

CDW is more than twice as large as its nearest 
competitor in an industry where scale matters. 
This affords CDW larger volume discounts and 
increased vendor support, as well as better 
product breadth, availability, and delivery speeds 
for customers. In addition to scale advantages, 
CDW also enjoys consultative relationships 
with its 250,000 customers. These customers, 
which are typically generalist IT professionals 
within an organization, look to CDW for trusted 
advice to select the best IT products and system 
configurations. As a result, CDW fosters strong 
customer relationships, and it typically wins 
business with service, rather than price, enabling 
industry leading margins.

Central to CDW’s success is its sales culture that it 
purposefully manages though hiring, training, and 
commission-based compensation programs. This 
combination of scale and a great sales culture has 
enabled CDW to grow revenue organically at about 
a 9% rate over the last decade, outpacing the IT 
market by about 450 basis points per annum. Today 
CDW has just 5% share of its addressable market 
leaving a very long runway for continued growth.  

One mega-trend impacting nearly the entire 
technology space is the transition from on-
premises software and servers, to off-premises 
cloud delivered software and infrastructure-as-a-
service (AWS, Microsoft Azure, Google Cloud, etc.).  
Our conversations with technology professionals 
and former CDW employees lead us to believe 
that this transition will be a meaningful net positive 
development for CDW. While revenue from 
some hardware categories will face headwinds, 
those are more than offset by the company’s 
increased opportunity in cloud solutions. For a 
VAR, hardware is a one-time sale, and typically low 
gross margin, while cloud solutions are typically 
recurring revenue with very gross high margins 
(100% in some cases). While this mix shift could 
present an optical headwind to reported revenue 
dollar growth, it should provide a nice tailwind 
to reported gross profit dollar growth. As CDW 
gradually transitions to higher margins and more 
recurring revenue we believe it becomes a better 
business than it already is, with the corresponding 
potential for a valuation rerating by the market.   

With a growing IT market, scale advantages, and a 
great sales culture we believe that CDW can grow 
its gross profit dollars at a high single digit rate 
and grow earnings per share at a mid-teens rate or 
higher for at least the next five years. Today the stock 
trades at about 20x forward earnings, a discount to 
the market. Given its better-than-market growth and 
below-market valuation, we believe CDW can be a 
long-term compounder for us.
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Financial Professionals
800-890-7118
advisors@hennessyfunds.com
Shareholder Services
800-966-4354
fundsinfo@hennessyfunds.com

Contact Us

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. A special purpose acquisition company (SPAC) is a company with no commercial operations formed to raise capital through an initial public offering (IPO) for the 
purpose of acquiring an existing company. Enterprise value-to-sales (EV/sales) compares the enterprise value of a company to its annual sales. Enterprise value to total addressable market (EV/TAM), 
compares the enterprise value of a company to the total revenue opportunity available. 
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-20210201-0109

Company Name % of Total Net Assets
O'Reilly Automotive, Inc. 9.9%

Brookfield Asset Management, Inc. 9.9%

American Tower Corp. 9.2%

Markel Corp. 9.1%

Encore Capital Group, Inc. 8.8%

CarMax, Inc. 8.7%

Aon PLC 8.1%

American Woodmark Corp. 6.4%

NVR, Inc. 5.4%

SS&C Technologies Holdings, Inc. 5.0%

Ashtead Group, PLC 4.6%

RH 4.3%

Hexcel Corp. 4.0%

Allegiant Travel Co. 1.9%

Fastenal Co. 1.3%

CDW Corp. 1.2%

Marlin Business Services Corp. 1.1%

Mistras Group, Inc. 0.7%

Complete Portfolio Holdings as of 12/31/20

Fund Facts as of 12/31/20

Ticker/CUSIP
Institutional Class HFCIX / 42588P809

Investor Class HFCSX / 42588P700

Total Fund Assets $1.1 Billion

Number of Holdings 18

% Top Ten Holdings 80.5%

Portfolio Turnover 5%

Active Share (vs. Russell 3000® Index) 99%

Conclusion
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


