
INVESTMENT IDEA: ENERGY

Defining the Energy “Value Chain”

Upstream

At one end of the Energy sector’s “value chain” are 
the “upstream” companies. The upstream segment 
includes exploration & production (E&P) and oil-field 
equipment & services companies that are engaged 
in the search for, and production of, crude oil and 
natural gas. Upstream companies’ profits tend to be 
highly correlated with commodity prices. 

Midstream

Midstream companies store and transport oil, 
natural gas, and natural gas liquids. The midstream 
segment includes pipelines and liquefied natural 
gas (LNG) exporters, as well as other companies 
engaged in the transportation and storage of 
crude oil, natural gas, and natural gas liquids. 
Many midstream companies have the ability to 
pass through changes in commodity prices to their 
customers and, as a result, their profitability is 
relatively insulated from fluctuations in the price of 
oil or natural gas. 
  

Downstream

Downstream companies refine crude oil and market 
the finished products, such as gasoline and jet fuel, 
to customers in the U.S. and abroad. Profits from 
downstream business also tend to be relatively well-
insulated from commodity price fluctuations.   

End Users

At the other end of the energy value chain are the “end 
users.” These are companies that use energy products 
intensively in their operations, either as a fuel or a 
feedstock. The price of energy can have an important 
effect on the competitiveness of these companies. 

Integrated Oil & Gas

The largest segment of the Energy sector is 
comprised of Integrated Oil & Gas companies, 
sometimes referred to as “supermajors,” which 
have operations across all parts of the energy value 
chain. Examples of these companies include Exxon 
Mobil, Chevron, or BP. Balanced by its upstream and 
downstream operations, an integrated oil and gas 
company may have less concern about commodity 
price volatility. 

Renewable Energy

Renewable energy, once a niche segment, is rapidly 
becoming an important source of energy in the 
U.S. and globally as climate concerns increase and 
innovation brings costs down. Companies within 
the sector provide clean and renewable energy, 
including solar, wind, hydroelectric, biomass, and 
geothermal. Renewable energy sources are expected 
to represent a growing share of the global energy 
mix over the next several decades.

 

Energy is a large and complex sector. The sector’s broad sub-industries can be 
divided into a “value chain,” each segment of which has different characteristics and 
offers different investment opportunities. 

An Opportunistic Approach:  
Hennessy Energy Transition Fund Weightings
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Hennessy Energy Transition Fund (HNRGX/HNRIX)

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-sized companies may have more limited liquidity and greater price volatility than 
larger companies. Funds concentrated in one or more industry sectors may be subject to a higher degree of market risk. Energy-related companies are subject to specific 
risks, including fluctuations in commodity prices and consumer demand, substantial government regulation, and depletion of reserves. 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.
The S&P 500® Energy Index is an index that comprises those companies included in the S&P 500® that are classified as members of the GICS energy sector. One cannot invest directly in an index.
Morningstar Proprietary Ratings reflect risk-adjusted performance as of 12/31/2022. The Morningstar Rating™ for funds, or “star rating,” is calculated for managed products (including 
mutual funds, variable annuity and variable life subaccounts, exchange-traded funds, closed-end funds, and separate accounts) with at least a three-year history. Exchange-traded funds 
and open-ended mutual funds are considered a single population for comparative purposes. It is calculated based on a Morningstar Risk-Adjusted Return measure that accounts for 
variation in a managed product’s monthly excess performance, placing more emphasis on downward variations and rewarding consistent performance. The top 10% of products in each 
product category receive 5 stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 10% receive 1 star. The Overall Morningstar 
Rating™ for a managed product is derived from a weighted average of the performance figures associated with its three-, five-, and 10-year (if applicable) Morningstar Rating™ metrics. 
The weights are: 100% three-year rating for 36-59 months of total returns, 60% five-year rating/40% three-year rating for 60-119 months of total returns, and 50% 10-year rating/30% 
five-year rating/20% three-year rating for 120 or more months of total returns. While the 10-year overall star rating formula seems to give the most weight to the 10-year period, the most 
recent three-year period actually has the greatest impact because it is included in all three rating periods. ©2022 Morningstar. All Rights Reserved. The information contained herein: (1) 
is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its 
content providers are responsible for any damages or losses arising from any use of this information. Past performance is no guarantee of future results. 
Top ten holdings for the Hennessy Energy Transition Fund can be found on the fact sheet or here: https://www.hennessyfunds.com/funds/energy/investor#portfolio. Fund holdings and 
sector weightings 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.         QA38031-3/19 #1/23

Average Annualized Total Return

1 Year 3 Year 5 Year Since Inception 
(12/31/13)

Investor Class - HNRGX 47.53% 19.42% 4.39% 3.28%

Institutional Class - HNRIX 48.01% 19.75% 4.69% 3.54%

S&P 500® Energy Index 65.71% 19.34% 9.25% 4.03%

Gross Expense Ratio: 2.96% (Investor) | 2.61% (Institutional)

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.

Performance as of 12/31/22

(Investor)
Among 68 Equity Energy Funds

The Overall Morningstar Rating is based on risk adjusted returns, derived from a 
weighted average of the 3, 5, and 10 year (if applicable) Morningstar metrics. The Fund 
received 3 stars for the 3-year and 5-year periods ended 12/31/22 among 68 and 66 
Equity Energy Funds, respectively.

Morningstar Rating as of 12/31/22

Opportunity Up and Down the Value Chain

The portfolio managers of the Hennessy Energy 
Transition Fund (HNRGX) have the flexibility to 
opportunistically move up and down this energy 
value chain, and, depending on the outlook for each 
segment, overweight the areas they believe will 
generate the best returns. 
Over time, the percentage of the Fund invested in 
different segments of the value chain has fluctuated 
significantly. For example, in mid-2014, only 29.1% 
of the Fund was invested in upstream companies, 
whose profits are highly correlated with the price of 
oil. As a result, the Fund was relatively well insulated 
from the effects of a decline of over 60% in the 
price of oil over the subsequent nine months. In 
contrast, in March 2016, the Fund had an almost 60% 
weighting in upstream companies and benefited 
from the almost 40% increase in the price of oil over 
the subsequent nine months. In early 2020, crude oil 
prices plummeted on demand softness associated 
with the Covid-19 pandemic. However, later in the 
year, the emergence of numerous vaccines and the 
anticipation of global economic rebound prompted 
a move to the upstream sector which ultimately 
reached nearly 2/3rds of the Fund by year-end.
In 2020, the Fund began investing in renewable 
energy, with 20% of the portfolio invested in 
renewables by September 2020. Recently these 
companies have traded at lofty valuation levels and 

have had difficulty executing on their operating 
plan due to rising raw material costs and supply 
chain issues. We continue to seek opportunities in 
renewables, yet better investment merit currently lies 
in traditional hydrocarbon Energy companies.  


