
Broadening Traditional Energy Investments to Include Renewables and End Users

BEN COOK is a Portfolio Manager and member of the Investment Committee with BP Capital 
Fund Advisors, LLC, which serves as the sub-advisor to the Hennessy BP Funds. He has 
managed the Hennessy BP Midstream Fund since 2017 and the Hennessy BP Energy Fund 
since 2019. Prior to joining BP Capital, Mr. Cook spent many years investing in oil and gas 
markets as a Portfolio Manager with Mariner Investment Group, A.G. Hill Partners, and Opsis 
Capital Management, as a Senior Analyst with Carlson Capital, and as an Equity Research 
Analyst with Raymond James. Mr. Cook received a B.A. in Economics from Johns Hopkins 
University and an MBA in Finance from the University of Texas at Austin. He is a CFA 
charterholder and member of the Chartered Financial Analyst Institute.

M O N E Y  M A N A G E R  I N T E R V I E W

R E P R I N T E D  F R O M  M A R C H  1 ,  2 0 2 1

SECTOR — GENERAL INVESTING
TWST: Can you comment briefly on the funds you want to 

discuss today? Also what are the assets are under management 
currently at Hennessy Funds?

Mr. Cook: I am a portfolio manager of two funds, the Hennessy 
BP Energy Fund (MUTF:HNRGX), and the Hennessy BP Midstream 
Fund (MUTF:HMSFX). The Hennessy BP Energy Fund focuses on the 
full energy value chain, inclusive of integrated companies, producers or 
upstream companies, midstream companies, as well as refining or 
downstream companies. We also include the renewable energy value 
chain as well as energy end users. Compared to many energy funds we are 
unique in that we broaden our scope in terms of our investable universe 
to include both renewables and end users of energy.

The Hennessy BP Midstream Fund focuses solely on the midstream 
sector, as the name suggests, and that would include pipeline companies, or 
more broadly, those companies that operate transportation assets, processing 
assets, storage, and assets that facilitate distribution to end users, etc.

Total AUM at Hennessy Funds is approximately $4 billion.
TWST: On the Hennessy BP Energy Fund, looking at your 

fact sheet, you are an active manager and might hold about 25 to 40 
companies at any given time, so it is a fairly concentrated portfolio. 
Is that correct?

Mr. Cook: Yes. We employ a common active investment 
process in the management of both funds. Broadly speaking we take a 
thematic approach when we source our investment ideas. We typically 
look for key themes that are driving the energy industry and identify 
primary beneficiaries of those themes. Of course, we look at the valuation 
of those beneficiaries on both an absolute and relative basis across 
subsectors to identify the most attractive investment opportunities.

In terms of valuation, we look at a variety of metrics, but, 
ultimately, it is the most attractive risk-adjusted return potential in the 
equity, which determines its selection and constitution or weighting in the 
portfolios. Then, in terms of risk management, obviously, you alluded to 
the weightings, generally with the Energy Fund 25 to 40 names. I would 
say we are on the low end of that range today. We believe making 
concentrated investments in equities that we have a high conviction level 
best positions us to generate superior returns.

I would also say that our investment process is dynamic in the 
sense that we are constantly scouring our investable universe and high 
grading into those companies that we feel offer us the best risk-adjusted 
return potential. That process, as I said, is consistent across both funds. 
We are just using a different set of investable companies based on the 
focus of the funds.

TWST: In the BP Energy Fund, you currently have specific 
weightings listed. For example, 42.6% is under oil and gas exploration 
and production, 21.1% under oil and gas equipment and services and 
13.8% under oil and gas storage and transportation. Can you talk 
about why the weightings are the way they are? 

Mr. Cook: We are looking for the best risk-adjusted return 
potential across a variety of investable sets of companies. From time to 
time, the valuation across different energy subsectors will screen more or 
less attractively given both commodity fundamentals and other unique 
drivers of relative subsector performance.

What you are seeing today is a portfolio that is weighted 
predominantly towards exploration and production or producers. Those 
are companies that are exploring, developing, and producing crude oil, 
natural gas, and natural gas liquids, both here in the U.S., in Canada, as 
well as abroad. Based on current commodity prices, we believe there is an 
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equity valuation disconnect given what we see as relatively low, current 
E&P company equity values.

Simply put, we see the current commodity price environment 
is higher than what is being priced into the equities. We believe that this 
gap, or dislocation, ultimately will close providing a favorable equity 
valuation uplift for many of the producers that we follow. For the 
equipment and service providers, we believe that commodity price 
strength will afford the upstream sector 
with very healthy levels of cash flow, 
which should translate to an 
improvement in overall industry 
drilling, completion and production 
activities.

Ultimately, as we recover 
from the pandemic, the industry will be 
called upon to deliver increasing 
supplies of crude oil and natural gas and 
liquids production, and drilling and 
service companies are going to be called 
upon to facilitate an uplift in industry 
activity. We think the outlook for many 
of those companies is quite favorable. 
Midstream companies also look 
favorable to us given the recovery in 
industry activity that we expect will 
unfold as demand trends improve in the 
coming months.

Many midstream companies 
trade at a meaningful discount to 
historic valuation norms even after the 
nice start to 2021 that we’ve seen thus 
far. While much of the traditional 
energy sector has performed well over 
the last three or four months, we’ve got a long way to go to full recovery. 
With that full recovery, we anticipate favorable equity performance 
across much of the traditional energy value chain.

TWST: Can you talk about how the value chain has 
changed in recent months or years? One of the changes was in 
MLPs. There has been eliminations of incentive distribution rights 
that reduced the amount that could released as distributions, which 
is favorable to investors. Are there other notable events that have 
occurred on the value chain that you wanted to point to today?

Mr. Cook: Corporate governance practices have certainly 
improved, and that has led to more shareholder friendly behavior, 
particularly as it relates to corporate capital allocation decisions. More 
specifically, energy company management teams are becoming more 

mindful of the importance of aligning with investors, and that has 
generally translated into a focus on delivering total shareholder return.

You alluded to what’s happened with the midstream sector. 
The general partnership structures that were so favorable for midstream 
management, those structures, including incentive distribution rights, 
have largely been eliminated, meaning that incremental midstream cash 
flows are now being redirected to pay down debt and self-fund 

midstream company capital expenditure 
programs. We’re also seeing 
management teams return excess cash 
to shareholders in the form of either 
share repurchases or rising distributions.

And this trend isn’t confined 
just to the midstream space. In the 
upstream space and in the oil service 
space as well, we’ve seen a similar 
trend. For upstream producers, we 
continue to hear a message of capital 
discipline which for investors has been 
a welcome change. In the past, upstream 
producers where likely to respond to 
rising commodity prices with a 
corresponding increase in spending, 
choosing to accelerate company volume 
growth. This spending, however, often 
translated to rising levels of debt, which 
put companies in a difficult position 
when commodity volatility emerged.

Today, by contrast, producers 
are more intent on living within cash 
flow, spending only what is necessary to 
maintain production or just grow 
modestly. For investors, this trend is 

certainly favorable, as the reduced risk of overspend should translate to 
greater resiliency in times of commodity weakness and, of course, a 
greater likelihood of cash return in times of commodity strength.

In fact, we’ve even heard of a number of producers suggesting 
a variable rate dividend that would rise and fall with company cash 
generation, of course that would be driven by commodity price direction. 
While that is one example, we see other evidence of greater alignment 
with investors in the area of management compensation and board 
representation, and we believe that ultimately will also prove favorable 
for equity performance going forward.

TWST: The U.S. has become a major energy producer. 
How is this changing in light of some of the changes going on 
politically? What is your outlook for how the energy sector in 

“Simply put, we see the current commodity price environment is higher than 
what is being priced into the equities. We believe that this gap, or dislocation, 
ultimately will close providing a favorable equity valuation uplift for many of 
the producers that we follow.”
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general is going to be shifting and changing? How are you intending 
to manage the fund differently if it all?

Mr. Cook: We would agree, the U.S. is in fact a major energy 
producer and is now a major supplier to the global market. As for 
changes that are occurring within the industry vis-a-vis political changes, 
we anticipate a continued move toward zero carbon and low carbon 
fuels. A move that is more broadly referred to as the energy transition.

The transition is a sweeping change that is occurring in the mix 
of fuels that are being consumed, not only here in the U.S., but abroad. 
The primary fuel mix includes coal, natural gas, crude oil, nuclear, and 
now renewables, and the market share of renewables has grown 
significantly over the last several years and is now anticipated to 
accelerate under the Biden administration. Obviously, President Biden 
ran under a campaign to expand cleaner forms of energy and to develop 
technologies enabling a reduced dependency on more carbon-intensive 
fuels such as coal and oil.

In the first days of the administration we’ve seen an executive 
order signed to limit traditional hydrocarbon energy sector growth. We 
saw the revocation of the permit to develop the Keystone XL pipeline, a 
project under development for around a decade or so and, we have seen 
an executive order instituting a 60-day moratorium on issuance of oil and 
gas drilling leases on U.S. federal lands. So it’s apparent that the Biden 
administration is doing what it can to impede the expansion of traditional 
hydrocarbon development.

By contrast, we will continue to see support for the development 
of renewable energy sources. We have already seen, with bipartisan 
support, an extension of the production and investment tax credit for 
renewables, late last year, and we will likely continue to see support in 
the form of either subsidies or direct benefits to companies that are 
developing technologies for battery storage or other forms of renewable 
energy technology. The use of hydrogen is one that comes to mind. As I 
said, as a consequence of these measures, the energy transition will 
continue and will likely accelerate under the Biden presidency.

Now, if you look at the way that the Biden administration is 
seeking to grow the economy here in the U.S. with a significant amount 
of financial stimulus associated with the intended fiscal policy and 
monetary support from the Fed, GDP here in the U.S. will likely grow on 
the order of 5% to 6% in 2021, and that’s going to require energy of all 
sorts, as in traditional hydrocarbon energy as well as renewables. So, 
while we see renewables gaining market share, we see the overall pie 
— overall energy needs, if you will — continuing to grow as well. That 
is going to mean an increased consumption level of all sorts of energy.

TWST: Based on some of the executive orders you have 
seen come out, are you shifting some of your selections? 

Mr. Cook: No, we haven’t made any reactionary moves to 

alter the portfolios based on actions that might prevent or impede growth 
in the industry. With President Biden telegraphing a potential risk to 
leasing on federal lands, his actions were widely anticipated. In fact, 
many of the companies we follow acted in advance to accelerate the 
permitting on “at-risk” acreage, and as a consequence, we don’t 
anticipate a meaningful impact on drilling activity for the next several 
years.

Longer term, however, there will clearly be challenges to 
industry growth, and, as I said, if you believe that the economy is going 
to grow as we recover from the pandemic, then as an industry, the U.S. 
energy sector will be called upon to increase supplies of energy of all 
types, including renewables. Should economic activity normalize to pre-
pandemic levels and global energy growth rises above say 2019 levels, 
then significant impediments to traditional hydrocarbon growth here in 
the U.S. will force consumers to source supply needs elsewhere, which 
clearly benefits non-U.S. producers.

For now, we haven’t made any changes to the portfolios, but 
we are watching policy making closely and evaluating the current 
administration’s actions, and we will respond accordingly as warranted.

TWST: Can you discuss some of your top-10 holdings and 
why you selected them?

Mr. Cook: As I mentioned, we are selecting equities for the 
portfolios based on our view of thematic drivers in the energy industry. 
There is a significant weighting in the Hennessy BP Energy Fund 
portfolio towards the upstream sector, as in the producers of traditional 
hydrocarbon energy. Why do we like the producers? Well, aside from the 
valuation case we discussed earlier, we believe that the sector stands to 
benefit from the technology that’s been brought to bear here in the 
United States.

Advanced drilling and completion technology has unlocked an 
abundance of hydrocarbon energy resource, and importantly, that 
significant supply has created an attractive price advantage for consumers 
both here at home and abroad. We have seen strong demand for U.S.-
produced crude oil, natural gas, and liquids. Now, the companies most 
likely to generate the most significant profitability and growth are those 
that are positioned in the most attractive geologic basins where 
development costs screen favorably. These companies are going to be 
best positioned to win through the commodity cycle.

In addition, we look for producers that maintain modest levels 
of leverage, and we look for corporate executives that have demonstrated 
an ability to operate successfully through the cycle.

One of the companies that screens most attractively to us on 
those metrics is EOG Resources (NYSE:EOG). It maintains a significant 
asset base in a number of different basins, with significant exposure in the 
Permian Basin in West Texas and Eastern New Mexico. EOG has 

“Should economic activity normalize to pre-pandemic levels and global energy 
growth rises above say 2019 levels, then significant impediments to traditional 
hydrocarbon growth here in the U.S. will force consumers to source supply needs 
elsewhere, which clearly benefits non-U.S. producers.”
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demonstrated a very strong track record of maintaining very low leverage 
and managing its businesses conservatively through the cycle.

Another theme that that we believe will continue to provide 
a tailwind for many of the companies across the energy value chain 
is the growing appetite for U.S. energy exports. We continue to see 
increasing exports of U.S. crude oil and natural gas as a driver of 
industry growth. The companies that facilitate the transport of those 
hydrocarbons abroad stand to benefit from that tailwind, and one of 
the companies that we believe screens most attractively based on 
those drivers is Cheniere Energy (NYSEAMERICAN:LNG). 
Cheniere is the largest U.S. exporter of liquefied natural gas, or 
LNG, to the global market. The company’s balance sheet stands to 
improve dramatically over the next several years as it reduces 
leverage, and the company will likely institute a payout of a dividend 
to investors. So we like Cheniere Energy.

Another name we like which happens to be in the renewable 
space is NextEra Energy (NYSE:NEE), which is a leader in renewable 
project development. The company has demonstrated a strong growth 
track record in a variety of renewable projects including wind and solar, 
and the company is in the test phase of developing hydrogen power 
generation as well as battery storage projects on a large scale. We think 
NextEra’s project portfolio provides good visibility to earnings and cash 
flow growth, which should translate to rising dividends going forward.

TWST: Are any of your current holdings a real contrarian 
selection? If so, what would make it such?

Mr. Cook: I wouldn’t say that we’re positioned in any of our 
stocks in a contrarian fashion. In general, our stock selection follows a 
bias for high-quality companies. We are looking for, again, very high-
quality assets, which would be reflective of very competitive cost 
structures, regardless of the sector of the industry that we’re talking 
about. Balance sheets should be strong, and corporate managements will 
have demonstrated very strong success at operating through good times 
and bad. As we like to say, it is the ABCs of equity selection: high-
quality Assets, strong Balance sheets, and proven C- suite executives.

TWST: Other investors have a choice of energy funds to 
invest in. What makes your funds different? Why should investors 
select one of the Hennessy BP Funds?

Mr. Cook: We are unique in the sense that our firm was 
founded in the legacy of Boone Pickens, with the BP in our fund’s 
names bearing his initials. In fact, our entity originated from the 
early management of Boone’s family assets. The funds were created 
to bring our expertise to a broader set of investors through the 
mutual fund format.

Boone was unique in that he was a very talented investor, but 
he was also prescient, in that he had the forethought to see the opportunity 
that existed in other forms of energy. He was instrumental in building out 
a significant wind power generation fleet in Panhandle, Texas, and was 
obviously behind the development of Clean Energy Fuels 
(NASDAQ:CLNE), which is a company that is engaged in facilitating 
the use of natural gas as a transportation fuel. His intent then was no 
different than what we see now as an opportunity to broaden the scope 
of energy investing to include non-traditional sources of power, as in 
renewables, and in the end users of that energy as well.

We believe that with the cost advantage that we enjoy in 
traditional hydrocarbon energy here in the U.S., it is going to create 
opportunities for end users, transportation companies, industrials, such 
as materials producers, chemical companies. There are a variety of end 
users that benefit from the low-cost energy supply base that we have here 
in the U.S. I don’t think there are very many energy funds out there, nor 
many ETFs, that track the industry or are either dedicated to either the 
renewable sector or the traditional hydrocarbon sectors. One of the 
largest ETFs, the energy sector SPDR (NYSEARCA:XLE), is weighted 
heavily towards U.S. integrated companies. I can’t really speak broadly 
to the way that all energy funds are positioned, but I think our approach 
is unique in that it broadens the investable universe of companies that 
we’re able to focus on.

TWST: Thank you. (KJL) 

BEN COOK
 Portfolio Manager
 BP Capital Fund Advisors, LLC
 www.bpcfunds.com
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Important Disclosures

Opinions expressed are those of the author or Hennessy Funds, and are subject to change, are not intended to be a forecast of future events, a guarantee 
of future results, nor investment advice. 

Investors should consider the investment objectives, risks, charges and expenses carefully before investing. This and other important information can 
be found in the Funds’ statutory and summary prospectuses.  Click here for the prospectus. Please read the prospectus carefully before investing.  

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 funds may be lower or higher than the performance quoted. Performance data current to the most recent quarter end may be 
obtained by clicking here or by calling 800.966.4354. 

Top ten holdings for the Hennessy BP Energy Fund can be found here.  Top ten holdings for the Hennessy BP Midstream Fund can be found here.  
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.  
Current and future holdings are subject to risk.

Mutual fund investing involves risk. Principal loss is possible. Small and medium-capitalization companies may have more limited liquidity 
and greater price volatility than large-capitalization companies. Funds that concentrate in a single sector may be subject to a higher degree 
of risk. Energy-related companies are subject to specific risks, including fluctuations in commodity prices and consumer demand, substantial 
government regulation, and depletion of reserves.

Master Limited Partnerships (MLPs) and MLP investments have unique characteristics. The Fund does not receive the same tax benefits as 
a direct investment in an MLP.

The prices of MLP units may fluctuate abruptly and trading volume may be low, making it difficult for the Fund to sell its units at a favorable 
price. MLP general partners have the power to take actions that adversely affect the interests of unit holders. Most MLPs do not pay U.S. 
federal income tax at the partnership level, but an adverse change in tax laws could result in MLPs being treated as corporations for federal 
income tax purposes, which could reduce or eliminate distributions paid by MLPs to the Fund. The Fund is treated as a regular corporation, 
or “C” corporation, for U.S. federal income tax purposes, and therefore, is subject to U.S. federal income tax on its taxable income at the 
graduated rates applicable to corporations (currently a maximum rate of 21%) as well as state and local income taxes. The Fund will not 
benefit from current favorable federal income tax rates on long-term capital gains, and Fund income and losses will not be passed on to 
shareholders. The Fund accrues deferred income taxes for future tax liabilities associated with the portion of MLP distributions considered 
to be a tax-deferred return of capital and for any net operating gains as well as capital appreciation of its investments. This deferred tax 
liability is reflected in the daily NAV and as a result the Fund’s after-tax performance could differ significantly from the underlying assets 
even if the pre-tax performance is closely tracked.

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country’s borders in a specific time 
period, usually calculated on an annual basis. E&P refers to exploration and production. Cash Flow can be used as an indication of a company’s 
financial strength and represents earnings before depreciation, amortization, and non-cash charges. It is the net amount of cash and cash-equivalents 
moving into and out of business. 

The Hennessy Funds are distributed by Quasar Distributors, LLC. The Hennessy BP Funds are sub-advised by BP Capital Fund Advisors, LLC.  BP 
Capital Fund Advisors, LLC is not affiliated with Quasar Distributors, LLC.
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