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In this letter we review how our businesses 
performed in 2021, share our thoughts on inflation, 
and discuss our investment outlook. 

Fundamental Business Performance 

Our businesses performed very well in 2021 after 
a COVID challenged 2020. Taking a two-year view 
to encompass both the pandemic-driven economic 
downturn, and subsequent rebound, we are 
quite pleased with the results. In the table in the 
next column, we see that for the two-year period 
our businesses delivered 35% EPS growth (16% 
compounded) compared to 27% for the Russell 
3000® Index (13% compounded). We note that 
these results were accomplished with significantly 
less earnings volatility than the broader market 
which we think speaks to the quality and resiliency 
of the businesses we own.   

2020  
EPS Growth*

2021  
EPS Growth*

2 Year  
EPS Growth*

2 Year  
EPS CAGR*

Our 
Businesses 2% + 32% = 35% 16%

Russell 
3000® Index -15% + 49% = 27% 13%

*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. 

As a reminder, 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 long-term portfolio performance is 
primarily driven by the earnings per share growth of the 
underlying businesses that we own.1

You can see this relationship in the table on the 
next page. Over the last twelve years, our portfolio 
level earnings per share CAGR is 14.1%, inclusive of 
dividends and cash drag [column C], compared to 
a total return of 14.6% [column D]. Please note that 
there is a loose relationship between earnings per 
share growth and price performance in any given year, 
but that the relationship strengthens considerably 
over longer periods of time.    
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Portfolio Update: Results Recap and 
Investment Outlook

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 12/31/2021 (Institutional)

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

Focus Fund (HFCIX)* 7.50% 32.02% 32.02% 23.68% 15.28% 14.77% 13.65%
Russell 3000® Index 9.28% 25.66% 25.66% 25.79% 17.97% 16.30% 9.78%

Gross Expense Ratio: 1.14% (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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A B C D E F

Year
Business Level EPS 
Growth + Dividend 

Yield*
Impact of Cash 

Balance
Portfolio Level EPS 
Growth + Dividend 

Yield*
HFCIX 

Total Return
EPS Growth + 
Dividend Yield Total Return

2010 25% -0.8% 25% 25% 43% 17%

2011 16% -1.0% 15% 4% 16% 1%

2012 16% -1.5% 14% 17% 9% 16%

2013 16% -1.1% 15% 36% 8% 34%

2014 16% -1.8% 14% 11% 8% 13%

2015 10% -1.2% 9% 3% 2% 0%

2016 7% -1.0% 6% 8% 2% 13%

2017 12% -1.1% 11% 20% 14% 21%

2018 18% -0.7% 18% -10% 24% -5%

2019 12% -0.4% 12% 35% 0% 31%

2020 2% 0.0% 2% 6% -13% 21%

2021 32% -0.6% 32% 32% 50% 26%

Cumulative: 438% 388% 413% 307% 434%

Annualized: 15.1% 14.1% 14.6% 12.4% 15.0%

*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. For prior years, EPS 
growth has been updated to reflect actual reported results for the year.  With this letter we have updated the methodology for incorporating Markel’s BV/share growth and applied it across all prior periods. 
May not sum due to rounding.         
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Inflation 

Throughout 2021 we saw growing signs of inflation in 
the macroeconomic data, at our portfolio companies, 
and in our everyday lives. By December, reported 
inflation topped 7% for the first time in more than 
40 years. Massive fiscal stimulus and a recovering 
economy created strong demand that collided with 
pandemic driven supply chain disruptions and labor 
shortages. Some of these pressures should abate as 
the pandemic recedes and supply chains catch up. 
But long dormant wage inflation has been awoken, 
and its retreat is hard to forecast. The consensus view 
is that inflation will return to low single-digit rates by 
year end, but consensus has been quite wrong about 
this topic so far.    

What does inflation mean for our portfolio? While we 
do not own energy and basic materials businesses 
that would be direct beneficiaries of inflation, we 
do seek to own businesses providing differentiated, 
hard to replicate products or services that are valued 
by their customers. As a result, these businesses tend 
to have pricing power allowing them to recoup cost 
increases, and sometimes even come out ahead.  

In the table on the next page, we provide a brief 
assessment of the impact of inflation and supply 
chain disruption on our businesses so far. We have 
had some pluses and minuses, but on the whole, we 
think the environment has probably been a modest 
net benefit for the nominal and real earnings power 
of the portfolio.    
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Below, we provide some more detail about three of 
our businesses most impacted by inflation and supply 
chain disruptions.  

• O’Reilly Automotive has significantly benefited 
from the current environment. First, the company 
is seeing auto parts cost inflation averaging 5.5% 
per unit. Its competitive position enables it to raise 
retail prices at a similar rate, and thereby achieve a 
5.5% increase in gross profit on the same unit sale; 
a net benefit. And second, O’Reilly has the best 
supply chain in the industry. With industry-wide 
parts shortages, O’Reilly is better able to procure 
parts and fulfill customer orders driving customer 
and market share gains. 

Historically, O’Reilly has been able to hold onto 
price increases, and new customers—once they 
experience the company’s superior service 
levels—tend to stick and become loyal repeat 

customers. We think that this time will be no 
different.      

• CarMax has benefited from the current 
environment. A shortage of semiconductor chips 
has reduced the production rate of new vehicles 
leaving used vehicles as the primary relief 
valve for demand. This has created a favorable 
environment for CarMax and other used dealers, 
providing tailwinds for both gross profit and 
financing income.  

CarMax’s well-established practice of buying 
used vehicles from the general population has 
helped it maintain a solid inventory position 
during this time of scarcity, though a shortage 
of reconditioning mechanics has muted some of 
this benefit.  

Inflation & Supply Chain Impact on Business

Portfolio Weight 
Ending ‘21

Inflation 
Impact

Supply 
Impact Comments

Brookfield Asset Management, Inc. 10.8% No direct impact on business

American Tower Corp. 10.2% No direct impact on business

Encore Capital Group, Inc. 8.9% No direct impact on business

Markel Corp. 8.9% No direct impact on business

Aon PLC 8.5% No direct impact on business

CarMax, Inc. 8.5% + + Best vehicle sourcing amidst shortages enables modest mkt shr gains

O'Reilly Automotive, Inc. 7.3% + + Best supply chain amidst shortages enables mkt shr gains; pricing >  inflation

NVR, Inc. 6.2% Construction delays modestly slow rev growth

Ashtead Group, PLC 5.9% + Best supply chain amidst shortages enables mkt shr gains

SS&C Technologies Holdings, Inc. 5.2% No direct impact on business

RH 4.8% Production delays modestly slow rev growth

American Woodmark Corp. 3.8% – – Squeezed between rising costs and medium-term (3-12 mo.) contracts

CDW Corp. 3.2% Best supply chain amidst shortages enables modest mkt shr gains

Allegiant Travel Co. 2.6% – Rising fuel cost, labor shortages drive short-term margin squeeze

Marlin Business Services Corp. 1.9% No direct impact on business

AST SpaceMobile, Inc. 0.8% No direct impact on business

Applied Materials, Inc. 0.6% No direct impact on business

Mistras Group, Inc. 0.5% – Labor costs likely going up in excess of pricing
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Further, in contrast to most used dealers, CarMax 
has not used this environment to harvest windfall 
profits by maximizing pricing and margins. 
Rather, they have adhered to an everyday-fair-
pricing policy that is aligned with their brand 
and long-term thinking. So, profitability has 
benefited in this environment, but not so much 
so that we are concerned about a significant 
reset lower when new and used car supply gets 
back in balance.  

• American Woodmark has been significantly 
harmed by the current environment. American 
Woodmark has been squeezed between rapidly 
rising costs, and customer contracts with large 
home centers and home builders that have 
locked in pricing for between 3 and 12 months. 
As a result, the company is earning only about 
50% of what we would ordinarily expect.  

We are confident that the vast majority of 
American Woodmark’s normal profitability can 
be recouped. The company, and its industry, 
have a multi-decade history of being able 
to pass through cost increases to customers. 
Adding to our conviction is that the cabinet 
industry is currently facing capacity constraints 
with strong demand from both new home 
construction and remodeling activity; cabinet 
manufacturers should have market power amidst 
this healthy demand and tight supply.  

The company has already implemented two 
large price increases in 2021 that were accepted 
by all important customers. These price increases 
were designed to recoup known cost increases 
at that point in time. So far, costs have continued 
to rise after new contracts were struck, leaving 
the company behind the curve.  

American Woodmark is among the cheapest 
stocks that we own, trading at about 13x current 
earnings and about 7x normalized earnings, 
while continuing to grow revenue and earnings 
power at about 10% per annum.  

Investment Outlook 

The second order effects of inflation, most notably 
higher interest rates and a higher discount rate for risk 
assets, are more challenging to assess. The market 
appears to be struggling with this question now. As 
we write this letter in late January, the Federal Reserve 
has turned more hawkish, the equity markets have 
become volatile, and the major U.S. indices are down 
5% to 12% year-to-date. 

Our big picture view is that we are 13 years into a bull 
market and the risk pendulum has swung full range 
from fear to greed. For half a generation, risk seeking 
has been rewarded, and prudence penalized. While 
some of the air has recently come out of the hottest 
sectors, excesses still abound. By our math, many of 
the profitless growth companies, already down 25%, 
50%, or more, would still require extraordinary rates 
of revenue and profit growth for the next decade 
to justify current valuations. 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. 

At year end, our portfolio trades at 17.7x our 2022 
earnings estimates. From this 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 would present a 
headwind that could clip several points per annum 
off of our expected returns.  We also observe that 
the Russell 3000 Index is trading at 21.6x 2022 
earnings estimates, putting our portfolio at a larger 
than normal discount to the market and giving us a 
favorable view about relative performance over time. 
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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

2022 17.7x 13% 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. 
^Valuation based upon prior year closing price.

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 instructive for 
our type of strategy.

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-20220203-0422

Fund Facts as of 12/31/21

Ticker/CUSIP
Institutional Class HFCIX / 42588P809

Investor Class HFCSX / 42588P700

Total Fund Assets $1.2 Billion

Number of Holdings 19

% Top Ten Holdings 80.4%

Portfolio Turnover 4%

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

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

Contact Us

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

