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The “energy transition” characterized by a rise in 
renewables and decline of oil and coal is imminent, 
fueled by policy action in response to concerns about 
climate change. According to the UN Principles for 
Responsible Investment (PRI), “as the realities of climate 
change become increasingly apparent, it is inevitable 
that governments will be forced to act more decisively 
than they have so far. The question for investors now 
is not if governments will act, but when, and where the 
impact will be felt.”  

Overlooked though in most discussions about the 
energy transition is the enhanced role natural gas will 
play going forward. Natural gas is an ideal complement 
to renewables. It is also an intrinsically efficient source 
of energy. “Natural gas market share will expand as 
the use of more carbon-intensive fuels, such as coal 
and heavy fuel oil, are reduced to minimize emissions,” 
explains Ben Cook, Portfolio Manager of the Hennessy 
BP Energy and Hennessy BP Midstream Funds. 
Government forecasts in fact show that natural gas will 
grow its share of the energy mix. 

Investors who are focused on the energy transition and 
thinking about how to best position their portfolios 
in anticipation of it should look very carefully at the 
current opportunities presented by natural gas. Ryan 
Kelley, Portfolio Manager of the Hennessy Gas Utility 
Fund, says, “The future energy profile of the U.S. is 
both renewables and natural gas. They complement 
each other. When one is deficient, the other can shine.” 
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A Story of Resilience — and Growth

The February 2021 power crisis in Texas demonstrated 
the critical role natural gas can play in meeting extreme, 
unanticipated demand when other sources of energy have 
failed. In Texas, a deep freeze led to power outages. But 
natural gas operations were relatively unaffected. In fact, 
despite the “freeze offs” at gas heads, and a short-term 
decline in production, gas flows increased, allowing Texans 
to heat their homes. 
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“The Texas crisis shows the resilience of natural gas and 
its importance in the overall reliability of power systems,” 
says Richard Meyer, Managing Director, Energy Analysis 
at American Gas Association (AGA). Moreover, the U.S. 
has vast amounts of natural gas and isn’t dependent upon 
other countries for production.

Despite these strengths, what will the role be for natural 
gas in the energy mix going forward, under a regulatory 
environment favoring renewables? Though President 
Biden has said he won’t ban fracking, how will the coming 
energy transition impact natural gas? 

“The Biden administration is focused on clean energy and 
the energy transition. But so are natural gas companies,” 
says Meyer. Natural gas is increasingly replacing coal as 
the source fuel for electric power generation. Natural 
gas also offers flexibility and reliability unlike renewables, 
as demonstrated in the Texas crisis; ideally it should be 
integrated with renewables to create dependability. Natural 
gas is efficient, scalable, and stable, and offers low and 
competitive pricing. Hence natural gas is a well-positioned 
energy source in an era focused on climate change. Meyer 
adds, “If we look far out in the future, most electricity will be 
generated by renewables and natural gas.”

Forecasts from the U.S. Energy Information Administration 
support the view that electricity will increasingly be 
generated by renewable and natural gas while coal use falls:    

EIA Projects renewables share of U.S. electricity  
generation mix will double by 2050
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Advantages of Natural Gas

Natural gas itself offers numerous benefits compared to 
other energy sources, including even, in some instances, 
renewables. 

For one it is extremely efficient. Moving natural gas from 
the wellhead to the burner tip retains 92% efficiency. The 
story is very different for the electrical grid where a huge 
amount of energy is lost during transmission. The AGA 
notes, “Electric system losses account for half the energy 
consumed in the U.S. residential sector.”  

Renewables can actually have a negative environmental 
impact, particularly in their production. Batteries and solar 
panels depend upon strip-mined components. Solar farms 
often displace traditional farms, a controversial topic. Solar 
panels themselves wear out and have to be replaced. As 
demand for electricity from renewables increases with 
greater use of electric vehicles, electric appliances, and 
electric heating systems, certain parts of the electrical grid 
may have to be dramatically increased in size because of 
energy lost during transmission. 

And natural gas companies are getting greener, through 
“renewable natural gas.” This term refers to methane 
captured from hog farms or landfill rather than natural gas 
pumped out of the ground. Renewable natural gas, like 
traditional natural gas, is transported in pipelines. 

According to Kelley, “I absolutely believe that natural gas 
will be the fastest-growing part of the worldwide energy 
market after renewables. It is an efficient energy source, 
with advantages that are often overlooked. And natural gas 
is reliable.” If your home is completely dependent upon 
electricity, when the grid goes down you are out of luck. 
Natural gas offers an alternative source of energy to power 
the heating and cooling of your home and is preferred by 
many for cooking.

Investment Opportunities: Utilities and 
Midstream Companies

Natural gas is clearly here to stay and will play a central 
role in the energy transition going forward. Many investors 
still hold the idea that natural gas will be entirely replaced 
by renewables, rather than complement them going 
forward. Investors can play this long-term trend favoring 
natural gas by investing in natural gas utility companies. 
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There are many opportunities to invest in natural gas utilities 
which are attractive from a pricing perspective. Utilities 
are trading on average at 19 times earnings compared to 
24 times earnings for the broader S&P. This is particularly 
compelling because prior to the pandemic utilities 
historically traded at a slight premium to the market. 

The market is underpricing utilities because in general it 
is not emphasizing dividends or the reliability of earnings 
over the longer-term. “Utility valuations are compelling 
compared to the rest of the market,” Kelley says. Though 
these companies have offered more stable and predictable 
earnings and dividends, their prices have lagged, given 
current market thinking and interests. Investors interested in 
value and income should take notice of these opportunities. 

“Our Hennessy Gas Utility Fund includes many pure-
play natural gas utilities as well as diversified utilities that 
deliver natural gas. It differs from traditional utility funds, 
and that is by design,” offers Kelley. Utilities have grown 
earnings per share faster than their long-term average, 
while offering greater stability and predictability. The 
energy transition can only hasten this growth. Kelley 

concludes, “The valuations are compelling, and the 
dividends are attractive. There are many reasons for 
growing investor interest in this space.” 

Another natural gas play is to invest in midstream energy 
companies whose pipelines carry natural gas. What is less 
widely recognized is that hydrogen—a critical component 
of the energy mix once the transition is complete—similarly 
can be transported over midstream companies’ existing 
pipelines either on its own or when combined with 
natural gas. Midstream energy companies therefore are 
well positioned to take advantage of the infrastructure 
requirements for this part of the “energy transition.” Some 
midstream stocks are currently offering yields in the 7% or 
even higher range.  

“The Hennessy BP Midstream Fund focuses exclusively on 
midstream companies and offers investors the potential 
for both income and price appreciation,” explains Cook. 
In addition, the Hennessy Gas Utility Fund owns a number 
of energy companies, including companies that operate 
interstate pipelines and those that focus on LNG (liquefied 
natural gas) exportation.

Past performance does not guarantee future results. 
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 800-890-7118 or visiting hennessyfunds.com. Please 
read the prospectus carefully before investing. 
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. Investments in foreign securities may involve political, economic and currency risks, greater volatility and differences in 
accounting methods. Investments are focused in the natural gas distribution and transmission industry; sector funds may be subject to a higher degree of market risk. 

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. 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.

Earnings growth is not representative of the Fund’s future performance. For glossary and index definitions, click here. 
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