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Could you comment on the Fund’s correlation 
to the price of oil?

The performance of the Fund is correlated with oil 
prices. However, the Fund’s correlation is relatively 
low compared with its peer group of funds. The BP 
Energy Fund’s 3-year correlation with the price of 
oil (West Texas Intermediate, or WTI) is 0.67, which 
is in the bottom quartile compared with other funds 
investing in the Energy sector. There are two main 
reasons for this lower correlation: 

 » The Fund invests in companies that are 
significant consumers of energy, or “end users.” 
Lower energy prices can benefit many end user 
companies by lowering their costs and making 
them more competitive in world markets.

 » The Fund also invests in energy companies 
whose businesses are less correlated to 
the price of oil, such as Quanta Services, an 
engineering and construction company serving 
the pipeline and electric power industries.

How are energy companies becoming more 
shareholder-friendly?

Energy companies have been responding readily to 
shareholder requests for more careful use of capital, 
and in particular, for an increase in return of capital to 
shareholders in the form of dividends and share buy-
backs. Over the last two years, over 41% of companies 
in the Energy sector have repurchased at least $5 
million worth of stock, and 22% have increased their 
dividend. For example, Pioneer Natural Resources, a 
company that had historically paid little cash out to 
shareholders, increased its dividend and announced 
a significant $2 billion share buyback in late 2018. 
Anadarko Petroleum Corp. has also returned billions of 
dollars in cash to shareholders, repurchasing over $1 
billion worth of stock in 2017 and over $2 billion in the 
first nine months of 2018. 

What is your outlook for the growth in 
demand for oil and natural gas? 

We believe the demand for oil will continue to grow 
at about 1.5 million barrels per day–or a little over 
1.5%–annually. Roughly two-thirds of this demand 
growth is coming from developing countries, such 
as China. 

While some investors might worry that demand 
will falter if the oil price rises, we believe it is worth 
remembering that oil consumption tends to grow 
very steadily, and has only dropped year-over-year 
three times in the last 30 years. 

(Continued on back)

February 2019
Portfolio Managers Toby Loftin, Trip Rodgers, and Tim Dumois discuss the 
Fund’s correlation to oil prices, how energy companies are responding to 
shareholder preferences, and the outlook for energy markets. 

Portfolio Managers

PORTFOLIO PERSPECTIVE 

Energy Stocks Offer the Potential for 
Growth and Higher Dividends

TOBY LOFTIN

Portfolio Manager

TIM DUMOIS

Portfolio Manager

TRIP RODGERS, CFA

Portfolio Manager

Years  
on Fund5

Years of 
Experience20

Years  
on Fund5

Years of 
Experience10

Years  
on Fund2

Years of 
Experience24



Hennessy BP Energy Fund (HNRGX/HNRIX)

Demand for natural gas is also growing. In the 
U.S., consumption of natural gas has risen at about 
1.7% annually from 2010 to 2017 and jumped 12% 
in the first ten months of 2018, driven primarily 
by an increase in consumption by electric power 
generation companies. Demand is also rising in 
the rest of the world. The EIA forecasts that world 
consumption of natural gas will rise by more than 
50% over the next 21 years, driven primarily by 
growth from developing countries

Given our constructive outlook for the price of oil, 
the Fund is currently overweight exploration and 
production (E&P) companies. 

What might cause you to alter sub-industry 
weightings?

There are a number of macro factors that help drive 
portfolio weightings in each segment of the energy 
value chain.

1. Outlook for the price of oil. A positive 
outlook for the price of oil may contribute to 
an overweight position in E&P and oil service 
companies, as profits in both sectors are closely 
tied to the price of oil. 

2. GDP growth. In a recession, the Fund might 
be more heavily weighted towards the large, 
integrated oil and gas companies that have 
operations throughout the energy value chain. 
The Fund might also be more heavily weighted 
towards high-quality midstream companies 
whose businesses depend more on volume 
than commodity prices. 

3. Relative valuation. Relative valuation will 
always be taken into consideration when 
determining sub-industry weightings.  

Our work in assessing macro factors is always 
balanced by our intensive, “boots on the ground” 
industry and company research process, which is 
designed to uncover mispricing opportunities and 
drive performance. 
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What is your outlook for the price of oil 
and how is it influencing the sub-industry 
weightings in the Fund?

We view the recent OPEC-Plus agreement to cut 
production as a major positive supporting oil 
prices, and we expect this to contribute to a tighter 
oil market in 2019. It is estimated that the Saudi 
government needs a $70-$80/barrel Brent oil price 
to balance its budget, and so we believe that the 
country remains motivated to keep prices near  
that range. 

World Natural Gas Consumption

Source: EIA
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Investors should consider the investment objectives, risks, charges and expenses carefully before investing. This and other important information can 
be found in the Fund’s statutory and summary prospectuses. To obtain a free prospectus, please call 800-966-4354 or visit hennessyfunds.com. Please 
read the prospectus carefully before investing. 
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. 
Investments in lower-rated and non-rated securities presents a greater risk of loss to principal and interest than higher-rated securities. Use of derivatives can 
increase the volatility of the fund. 
Master Limited Partnerships (MLPs) and MLP investments have unique characteristics. The Fund does not receive the same tax benefits of 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. If the Fund’s MLP investments exceed 25% of its assets, the Fund may not qualify for treatment as a regulated investment 
company (“RIC”) under the Internal Revenue Code (“Code”). The Fund would be taxed as an ordinary corporation, which could substantially reduce the Fund’s net 
assets and its distributions to shareholders. 
Diversification does not assure a profit nor protect against loss in a declining market.
Correlation is a statistical measure of how two securities move in relation to each other. Return on capital is a ratio which is estimated by dividing the after-tax operating income by the 
book value of invested capital. 
Top ten holdings for the Hennessy BP Energy Fund can be found on the fact sheet or here: https://www.hennessyfunds.com/funds/energy/investor#portfolio. Fund holdings are subject to 
change and should not be considered recommendations to buy or sell any security. 
The Hennessy Funds are distributed by Quasar Distributors, LLC.                                                                                  QA37767 2/19 #2/19


