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What is the Hennessy Cornerstone Large 
Growth Fund’s investment strategy? 

The Fund utilizes a formula-based approach to build 
a portfolio of attractively valued, highly profitable, 
larger-cap companies. In essence, the strategy  
seeks high quality, high return companies that may 
be being overlooked by investors. 

From the universe of stocks in the S&P Capital IQ 
Database, the Fund selects the 50 stocks with the 
highest one-year return on total capital which also 
meet the following criteria, in the specified order:

 » Above-average market capitalization

 » Price-to-cash flow ratio less than the median of 
the remaining securities

 » Positive total capital

Why does the Fund use these screening 
criteria?

Larger market capitalization companies tend to be 
well-established leaders in their industries with long, 
successful track records and solid profitability. 

A low price-to-cash flow ratio can be a good 
indicator of attractive stock valuation. Positive cash 
flow tends to be associated with companies with 
profitable business models. 

The use of positive total capital as a screening 
criterion helps the Fund avoid financially weaker 
companies. 

Why does the formula select stocks with the 
highest one-year return on total capital?

From among the companies that meet the 
screening criteria, the Fund selects the 50 with 
the highest one-year return on total capital. We 
believe return on capital is an excellent measure 
of a company’s profitability and is often associated 
with able management, high barriers to entry, and 
other favorable factors. As a result, we believe this 
measure can help uncover stocks with the potential 
to outperform the market.  

Return on Total Capital and  
Market Cap Comparison as of 3/31/2021

Fund Russell 1000® 
Index

Average Return on Total Capital 20.9% 10.9%

Median Market Cap $42.0 bn $13.9 bn
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In the following commentary, the Portfolio Managers of the Hennessy 
Cornerstone Large Growth Fund discuss the Fund’s formula-based investment 
process and how it drives the Fund’s sector and industry positioning.
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How does the Fund seek to provide a return 
to investors? 

We believe the Fund’s investments present the 
potential for capital appreciation when and if market 
sentiment changes and their valuations rise. Strong 
profitability also has the potential to lead to earnings 
growth, which could also drive capital appreciation.  

How often does the Fund rebalance  
its portfolio? 

The universe of stocks is re-screened and the 
portfolio is rebalanced annually, generally in the 
winter. Holdings are weighted equally by dollar 
amount with 2% of the Fund’s assets invested in each. 

How does the Fund’s portfolio differ from its 
benchmark?

The Fund currently maintains an overweight position 
versus its benchmark, the Russell 1000® Index, in 
Retailing, Health Care Equipment & Services, and 
Consumer Durables & Apparel.

Retailing and Consumer Durables & Apparel have 
benefited from relatively strong consumer spending 
patterns, despite the global pandemic. Economic 
stimulus coupled with low interest rates have 
enabled many consumers to spend money on their 
homes, on recreational products and other related 
items. As a result, these industry groups have seen 
profitability and returns on capital rise. However, the 
Fund’s holdings in these groups are still trading at 
attractive valuations in terms of price-to-cash flow.

Health Care Equipment & Services stocks, despite 
posting gains over the last year, have lagged the 
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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, which can be obtained by calling 800-966-4354 or visiting hennessyfunds.com. Please read 
the prospectus carefully before investing. 
Mutual fund investing involves risk; Principal loss is possible. The Fund may invest in medium capitalized companies, which may have more limited liquidity 
and greater price volatility than large capitalization companies. The Fund’s formula-based strategy may cause the Fund to buy or sell securities at times when it 
may not be advantageous.     
Return on capital is a ratio measuring the profitability of a firm expressed as a percentage of funds acquired from investors and lenders. 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. 
For glossary and index definitions, click here.
The Hennessy Funds are distributed by Quasar Distributors, LLC.                          HENS-20210413-0169

market due to strong dislocations in the global 
health care marketplace due to pandemic-related 
shifts in health care spending. We believe that many 
of these names may be undervalued as hospital 
systems look to resume operating in a more normal 
environment as it relates to the delivery of health 
care. Despite this underperformance, the Fund’s 
holdings in this industry group have maintained 
strong levels of profitability and have continued to 
generate high returns on total capital and steady 
earnings growth.

1. Fund vs. Benchmark Weightings 
as of 3/31/2021
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