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OPERATOR: Ladies and gentlemen, thank you for standing by. Welcome to the Hennessy Financials 
Conference Call. At this time all participants are on a listen only mode. As a reminder, this conference call is 
being recorded. I would now like to turn the conference call over to your host for today, Rob Coursey. Rob, 
please go ahead.

MR. COURSEY: Thank you, Katherine. And hi, I’m Rob Coursey, the Sales Director for the Hennessy Funds. 
I’d like to just begin by welcoming you to today’s call. Today’s topic – financials and where we go from here. 
Today’s call is featuring the Portfolio Managers of our two financial funds, Ryan Kelley and Dave Ellison. Now 
Ryan Kelley, he’s the CIO of the Hennessy Funds, and has more than 20 years of industry experience, and 
he’s been working on these funds since 2013. Now we also have with us Dave Ellison, who has more than 
20 years experience, and in fact he is the most tenured portfolio manager in the financials sector. 

Now the funds featured on today’s call are the Hennessy Small Cap Financial Fund. The ticker symbol for 
that strategy – H as in Harry, I as in Indigo, S as in Sam, F as in Foxtrot, and then X. And then the Hennessy 
Large Cap Financial Fund, ticker symbol H, I as in Indigo, L as in Larry, F as in Foxtrot, X. Again, today’s focus 
is on financials and where we go from here. But before we kick it off, two quick things. First, if you are not 
familiar with the Hennessy Funds, our family is comprised of 16 different mutual funds offering various 
concentrated, high active share solutions for both core and satellite positions. 

Now currently we have right around $4 billion in assets under management. And for more information 
please visit us at hennessyfunds.com. Now second, today’s call, it’ll last about 25 to 30 minutes, and it will 
be in a Q&A format. We do want to thank everyone who submitted their questions to us in advance. We 
did try to include as many as possible on the call today. Now with that, let’s get started. And if I could, Dave, 
I’d like to start with you. You know, for the first time since 2018, the Federal Reserve raised interest rates 25 
basis points, and they also projected six more hikes this year. With that being said what are your thoughts 
on the Fed’s actions and what the overall increase might be, as far as the impact on financials? 

MR. ELLISON: Well, thanks, Rob. And good afternoon, everyone. And let’s talk financials for the next half 
hour. When it comes to rates, that’s been a big sort of issue for the industry for a number of years now, 
certainly since the Fed went way down after 2008 and took rates to the sort of zero lower bound as they 
called it. I think in general terms the Fed’s going to stick to what they say they’re going to do. I don’t think 
they’re going to surprise anybody. So there’s going to be a rate increase every Fed meeting this year 
probably. Maybe they’ll go 50. But maybe not. But they’re going to stick to what they say and they’re going 
to well telegraph it. And I think that’s worked for them, and I think that’s what they’ll continue to do. 

The other issue is what they’re going to do with the balance sheet, and I think they’ll start shrinking that, 
and that will have consequences as well. I think the bigger picture though is, again, the problem with the 
industry has been the low rates. And it’s crimped the margins, it’s made the value of the deposit franchise 
very low, if not negative, meaning that you can raise money cheaper on Wall Street; why have all these 
branches and all these deposits? And I think that’s been a drag on the industry for a number of years been a 
decade and a half or so. 
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And so the issue here is whether this rate increase that they’re embarking on is going to stick. The one they 
did in 2018 didn’t. They had to reverse. And because the market really went down this time, it’s not working 
the same way. The Fed’s pounding on the table and the market’s not reacting in a negative way, at least so 
far anyway. So I think the story is if the Fed can get back to 2, 2.5, maybe 3% of Fed funds, and they can hold 
it there, that will do a lot of good things for the financials. It will allow them to expand their margins and it 
will allow the deposit franchise to become more valuable, meaning that we’ll be able to raise money at the 
bank level cheaper than they are on Wall Street. 

So this is a big event here in the next 18, 24 months. And if the rate rises stick, and the economy can handle 
it, then you’ve got a pretty good roadmap for how the financials are going to act in terms of profitability 
going forward. 

MR. COURSEY: Great. Now Dave, you mentioned the balance sheet briefly there. The Fed certainly also 
plans to reduce liquidity. How would you say this affects banks and the broader economy?

MR. ELLISON: So I think the Fed’s balance sheet is a discussion that’s going to last longer than 30 minutes. 
So we’re not going to have it today to a great degree. But again, we when this whole thing started in 2008 
or ‘09, this growing of the balance sheet, the Fed balance sheet was about 800 billion, just south of that. 
And now it’s pushing at 9 trillion. So clearly the balance sheet has had a significant impact on the business, 
if you’re in the business of borrowing and lending money. 

The other fact is that if you take the top four banks in America, their deposits exceed their loans by $6 
trillion. So each bank roughly has a trillion and a half of excess deposits. And that is a function of the slow 
economy, the low rates. We’ve talked about it. And to a degree a function of the Fed buying all of these 
assets that isn’t landing on the bank’s balance sheet. So if the Fed does embark on a significant reduction 
of the balance sheet or quantitative tightening, then those assets will start to fall back on the bank’s balance 
sheets, which is they have the deposits to take those assets and if you couple that with a reasonable yield 
curve, and a reasonable rates above zero, then you’ve got an opportunity to really not only grow margins 
but grow the revenues that grow margins, which is basically the loan portfolio. So I think there are two 
things working here, and I think it’s again, it’s a critical time for the industry in terms of trying to regain 
historical levels of profitability. 

MR. COURSEY: Now I’d like to shift gears and ask you a question, Ryan. We did mention the rate hike, and 
investors are no doubt anticipating rising rates. With that being said, can you talk to the audience about 
performance in the banking sector and really what we’ve seen over the last year?

MR. KELLEY: Oh, sure, Rob. And again, thank you, everybody, for being with us today. It’s good to hear 
that so many people are dialing in. You know, at this point it certainly does seem to be very much about 
rates. Any change in expectations for faster rate hikes or hawkish comments by the Fed certainly continues 
to drive investor interest in the space. And we see that in the stock prices. We see that in inflows. We see 
it in different places, for sure, the amount of inquiries, etc. So you know, what’s going on here is that these 
– we’ve seen a couple times last year, in the late spring and then again in September, where we had two 
major surges, say in the banks, in the KBW Bank Index, which seemed to coincide with higher expectations 
of rates. 



Obviously we got our first rate hike here just last week and continue to see more interest from that. And last 
year in fact, financials, because of this anticipated rate hike, outperformed the broader market and even 
outperformed technology, which was – has been a very hard thing to do for many years, but they did, just 
barely. Financials were up almost 35% on a total return basis last year. Large caps banks are up over 38%. 
And this is during the time when rates started to move. And we’ve seen the two year surge, almost 200 
basis points now, and the 10 year has jumped almost 70 basis points since about a year ago.

So rising rates in general are good for banks, good for their net interest margins. As long as the trend 
in rates continues to be skewed to the upside, we think that a bank’s interest income should continue to 
benefit. One thing that we’ve always talked about though is that slow and steady is better in many cases 
for banks. And of course the shape of the yield curve is important. So we’ll be keeping our eye on both of 
those factors going forward and then how we make our investment decisions.

MR. COURSEY: Fantastic. Rates certainly are trending upward. You know, I want to shift actually back to you, 
Dave, and I’m going to try to go back and forth between the two of you all for the remainder of the call. 
But you know, you addressed this topic in the media recently. But you know, can you, for the audience, talk 
about really how FinTech and FinTech expenses they are disrupting traditional banks’ customer base and 
profitability. And maybe you can even talk a little bit about the difference that that impact makes on both 
large vs. small banks.

MR. ELLISON: Yes, so thanks, Rob. I think the FinTech sort of revolution has been building for a number of 
years. I’m not sure if I’d call it a revolution, but you know, a lot of new companies that are primarily in the 
payments business, they’re trying to get into the Visa, MasterCard, obviously PayPal and Square – there’s a 
ton of these companies that are trying to get in there and wedge themselves between the buyer and the 
seller, and you know, and be the middle man that the bank has been. And I think that’s been there’s been 
pressure on margins in terms of the interchange fees, and that’s probably going to continue. 

But the growth there is pretty significant. You know, there’s more people and more people making money, 
more people have jobs every year, and there’s more people using the services. You know, the bigger 
banks have responded by investing in the business. They’re investing in their own platforms. They’re not 
buying it. But they’re investing it and I think they’re doing a reasonably good job of staying relevant and not 
letting these guys overwhelm them. I think the smaller companies the smaller banks and even the smaller 
insurance companies and finance companies are struggling because the cost of implementing these 
systems is pretty high. 

And you know, they just either don’t want to do it or feel like they can live without it and I think there’s also 
a push to consolidate and to try to get bigger so that they have more money to spend on it. So this is an 
ongoing – I wouldn’t call it a threat but an ongoing challenge for the industry. And I think they were slow 
to catch it and I think part of it was a function of the regulatory structure that they’ve been under. And you 
know, I think the good news is they’re – you know, the regulatory sort of struggles that they’ve had are 
passing, meaning that the Fed is not worried about the end of the world. 

So you know, they’re letting them do different things that they wouldn’t have done two or three years ago. 
And I think there’s regulation on the FinTech space which is slowing down the progression of that industry 
a little bit. So I think we’re in pretty good shape. I think the small banks are the most challenged because of 
the cost and implementation of it. 



MR. COURSEY: Yes. No, that makes a lot of sense. Ryan, I want to shift to you again, and I want to hear 
about valuations of banks. You know, valuations of banks and financial companies today, compare those to, 
call it, valuations historically.

MR. KELLEY: Sure, Rob. And, it’s a good question, given that banks did move so far, so much last year. So 
it’s one of the questions I get quite a lot, is how do they look now? How are the basic valuations now, given 
they’ve moved so much? For banks, we think the valuations continue to look attractive. Whether you’re 
looking at it on an historical basis or certainly relative to the overall market. Right now the large cap bank 
space is trading at about 10.5x next year’s numbers, and that’s vs. the S&P at 18x. So certainly a very big 
discount there. They’re trading on a relative basis of about 58% of the S&P. 

They have often or for many years traded below market multiples. So that’s expected. But even if you 
look at where they’re trading now vs. historically, historically for the last 10 years they’ve traded at 12.9x 
on a PE basis. And again, they’re trading at 10.5x next year’s numbers. So they look pretty good on both 
historical and vs. the market. When it comes to financial technology companies, they definitely trade higher. 
They definitely trade a premium to the market, given that they do have much faster growth profiles, faster 
growth and earnings, etc. So – but those have come down. You know, they’ve certainly gotten hit in the last 
six months or so. Right now they’re trading at about 25x next year’s numbers, which sounds like a lot but 
it’s an industry that is growing and growing nicely. And that is below the 10 year average of 38x. So you 
know, a pretty compelling discount there compared to historical. They show earnings growth that’s pretty 
substantial. They took a hit last year overall and I’m talking about – I’m looking at the KBW Nasdaq Financial 
Technology Index, which has a lot of the companies that the Large Cap Financial would invest in – PayPal, 
MasterCard, Visa, that kind of thing. 

But you know, they took a hit last year in earnings. They’re looking to grow earnings 80% this year and 
35% next year. So that’s pretty big growth, obviously. But you know, there’s a lot of noise there. And simply 
put, if you look at 2019, and then you look through the end of next year, we’re looking at about 11 to 12% 
compounded annual growth rate through that time period.     

MR. COURSEY: Wow. Looks like there’s a lot of discounted valuations really no matter where you look. I’m 
going to get back to you, Dave, and just looking at 2021, that was a good for year for M&A activity in the 
financials sector. Talk to the audience about why you believe this might continue into 2022.

MR. ELLISON: Thanks. Well, again ‘21 was a good year. The year – we have to all go all the way back to 2006 to 
have a similar type of year. So you know, the consolidation is always ever present, but you know, this year was 
a good year. And I think that I think it will continue, not because I want it to but I think because it has to. I think 
there’s – we talked about the FinTech competition and the other related expenses of the business, that maybe 
you’re driven by the inflationary pressures and the bigger companies just having the profitability to take share 
across the board. And so I think consolidation has always been a big part of the financials sector. You know, I 
started in ‘83 and I think there were around 10,000 banks. Now there’s about 5,000. So we still have a ways to go. 

But you know, some countries have three or four banks. We’ve still got 5,000. And I think the – you know, it’s 
been a value proposition or reason to own, especially the Small Cap Fund, because there’s if you can own 
either the sellers or the good consolidators – I tend to like to own the consolidators – there’s tremendous 
value and accretion to the earnings and the book value if it’s done right. And if you latch onto those guys they 
can do deals for many, many years. And you can add value to the portfolio. So I think M&A is a big part of the 
banking industry, unlike other industries, one, because there’s so many companies and they’re so similar. And 
that’s a value creator for the portfolios. It has been over time and I think it will be going forward. 



MR. COURSEY: Awesome, great. Thank you. Ryan I’d like it if you could talk to the audience about the 
importance of loan growth particularly as it plays out for smaller banks. Yes, could you discuss loan growth 
and your expectations for the near term?

MR. KELLEY: Sure. Loan growth is very important. It’s a very big part of our investment thesis. We focus on 
margins, on loan growth, asset quality, expenses, among other things. And as you sort of go down in size, 
loans, loan growth and margins are more important for the smaller banks, the ones that don’t have as many 
other types of revenue, capital markets revenues, asset management revenues, less fee income. And so 
it becomes more important kind of as you go down the scale. So during the pandemic we saw core loan 
growth, which doesn’t include the benefit of the PPP loans from last year and the year before. We saw loan 
growth that was – that suffered, and it was fairly anemic even before the pandemic. But finally we are seeing 
stronger loan production in recent quarters. As of the data released last Friday, total loans outstanding have 
actually grown in the United States by about 5% for the largest 25 banks. And that’s in the past year, which is a 
big shift from a decrease of 8% a year ago. Small banks have also grown balances, up a little bit less than that, 
though, about 3%. But if we strip out the C&I category, which again is skewed by the PPP loans, large banks 
grew at 6% year over year and small banks actually grew at 8%. So they are seeing some good growth in the 
other categories of loans outside of C&I, commercial and industrial. 

So we’re encouraged by these trends. We definitely see relative strength in certain categories of lending. That 
would be consumer, commercial real estate, multi-family; those are all growing nicely. And we would think that 
barring any sort of significant downturn in the economy, we’d expect a solid and steady growth to continue, 
potentially even pick up, as long, again, as the economy stays strong. We also wanted to know – another 
piece of the puzzle here is the asset quality. How well are these loans performing? Because growth is great. 
Margin expansion is great. But if you start getting a lot of charge-offs and taking hits on a loan book, that can 
significantly hurt your book value as well as your earnings going forward. 

But right now the industry is an exceptional time period of asset quality. Overall, for 2021, nonperforming 
assets to total assets were 46 basis points, which is a far cry from where they hit – oh, almost 3% back in 2009. 
And net charge-offs to average loans – in other words, the amount that gets charged off when a loan goes 
bad – was 24 basis points last year. We have now 7 to 8 years of below 50 basis points. And again, this is from 
2009, when it was 2.7% of charge-offs. So a much different scenario right now. If anything, you could argue 
that there’s some room there for additional risk taking, because that’s pretty much what you’re doing when 
you make a loan, is reward and risk affecting those two ends. So overall loan growth is good and asset quality 
remains very good as well. 

MR. COURSEY: Great to hear both of those are doing well. Dave, you know what? With Large Cap Financial, 
the Large Cap Financial Fund there, it’s owning a lot of these big bank names, Bank of America, JP Morgan, 
I see Wells Fargo there, and a few others. You know, what is your case for investing in these large banks?

MR. ELLISON: Well, I think the – you know, again, the big issue is that these larger depositories had been 
hampered by some big negatives over the last 5, 10, 15 years. And we’ve talked about low rates. We’ve 
talked about the Fed gobbling up the assets that they should have on the balance sheet and be earning 
money. Wall Street has become more competitive and they’ve had to deal with that. You’ve got FinTech has 
been sort of a new player in town that was going to or was trying to put everybody out of business and it 
didn’t quite work out that way, at least not yet. 



So these companies have been up against, obviously the 2008, up against a lot of the regulatory controls. You 
know, low rates have really hurt their margins. The Fed’s growing their balance sheet has taken away their loan 
growth. And so all of these things are, in my view, are reversing now. You know, the Fed finally has enough 
inflation to raise rates. The Fed finally feels they need to shrink their balance sheet. The regulatory structure 
has settled down. There’s no new regulatory structure coming in. If anything, it’s helped them protect them 
from other industries. The FinTech revolution is there but they’re investing against it now or investing with it 
and competing effectively there. And so I think the story is sort of not so good to better. And I think the two 
big negatives for the industry has been the very low margins and the very anemic loan growth. And if those 
two reverse, you’re going to have a significant improvement in the fundament outlook for the industry. And 
so it’s really the big banks have all of that. They’ve got the deposits, they’ve got the loans, they’ve got the 
structure. You know, they’ve got the cost structure. They can cut. They’ve got the profitability to invest in the 
new delivery platforms, which is primarily through your phone. And so they have all the advantages but 
they’ve been really fundamentally hurt the last 5 or 10, 15 years. And if that reverses, their profitability will 
significantly improve. 

MR. COURSEY: Fantastic. Ryan, if you could, can you speak to the benefits of an actively managed portfolio 
in the financials sector vs. buying an index?

MR. KELLEY: Sure. Well, I think sort of first – first what I’d say is that whether it’s financials or technology or 
energy or many other sectors right now, one of the big benefits is that those sectors are just dominated 
by the mega-cap companies. Of course a lot of them being market cap weighted, you end up having, 
for better, for worse at times, indices that are completely top heavy. And so that can be an advantage. It 
can also be a disadvantage. But overall I think it gives us, whoever is actively managing, opportunity to 
outperform. You know, specifically for financials and for our funds, I would say that, number 1, this allows us 
to basically let our experience drive our investment decisions. 

And for instance, Dave has been running these 2 financial funds for 25 years now. They just turned 25 years 
old, on January 3 of this year. And of course he ran financials back at Fidelity even before that. So that’s one. 
Another one is that these funds, certainly stock selection drives performance and not necessarily being in 
the right sector or the right industry or right sub-industry at the right time. And that helps us to differentiate 
from the index as well. The Hennessy Small Cap Financial Fund has an 89% active share, and the Large 
Cap Financial Fund has a 70% active share. And of course active share is a good way of measuring how 
differentiated a fund is from its primary index. 

And then I would also say that part of what we can do then, especially in a Large Cap Financial Fund, is 
invest in stocks that are not in specifically the financials sector with a capital F. And we can invest in other 
companies that outside of the sector that all are financial related. And that has definitely helped us and helped 
performance over the last 5 to 10 years, specifically with some pretty large investments in MasterCard, Visa, 
PayPal. Those all outperformed at times when the banks and traditional financials did not. And then finally I’d 
say that – you know, this is from learning from Dave for many, many years – portfolio management is about 
exclusion as much as inclusion. And when you’re in a passive investment vehicle you must invest in all stocks, 
whereas in the active funds we can be picky and choosy. So I’d say those are all the reasons why. 

MR. COURSEY: Great. Thank you, Ryan. And you know what? Congratulations to you, Dave. 25 years. That’s 
a fantastic accomplishment. I’ll tell you what. We’ll finish this thing off here. And Dave, I’m going to ask you 
to take a look into your crystal ball, and if you could, share your outlook for the financials sector for the next 
year or so.



MR. ELLISON: Thanks, Rob. I hope my hair doesn’t show 25 years of wear and tear, but I think it does. So 
thank God it’s not a Zoom call, right? So I think when we go through we talked about a lot of things. And I 
think this is a – you know, this is a simple industry in a sense that there are four things that make it work. Or 
that make the stocks go up and down. It’s the direction of rates, it’s the direction of credit and the direction 
of regulatory structure and control and the accounting changes that come along. 

And you know, a lot of those have been, as I said, have been against the industry. The regulatory structure 
has been against growth and consolidation. The accounting structure has been to force them to be 
more conservative, which some people would think is a good thing, but it does hurt earnings, the more 
conservative you are, and people look at earnings, whether they – you know, they’re real or not. And then of 
course we’ve talked about the loan growth and credit, which has been good, but loan growth has not been 
good and of course rates have been quite low. 

So all of these things are – in a sense have hurt the industry for many years. They’ve been able to generate 
significant profitability relative to return on assets and equity, relative to history, despite that because of 
the adjustments they’ve made. But you know, I think if you look at margins of a deposit franchise, that’s all 
potentially improving. Loan demand and loan quality is decent now. The earnings are stable. We don’t have 
to worry about the big ups and downs of earnings because these earnings have been stress tested and 
they’ve been cycle tested. 

You know, there’s nothing new in the financial business that’s going to upset – you know, they’re going to 
have a credit cycle, they’re going to have a rate cycle, but they’ve been through that and they know what to 
do. We’ve talked about valuation. You know, generally they’re in line. We’re not talking 10x revenue or 50x 
earnings. We’re talking about valuations that are historically in range if not a little lower. And they still have 
the ability to pay dividends and do extensive buy-backs. And then especially for the smaller companies, 
they acquisition value add is there. So I think the outlook is that the negatives are turning in favor of the 
industry. Maybe it’s because there’s inflation, which is not great, but the industry has been held captive by 
what the Fed has done, and I think if the Fed starts to normalize conditions, which they’ve been trying to 
do for many years, that will benefit the industry greatly. And it will take it will take a number of years. This 
is not going to happen in the next six months. This is going to happen in the next 3 to 5 years. And that’s a 
nice runway to have, I mean in terms of the industry. And I think that’s it’s going to be interesting to watch it 
happen and hopefully it will. So let’s see what happens together, I guess. 

MR. COURSEY: Great. Yes, well, gentlemen things certainly sound bright in the financials sector. You know, 
and with that I do want to thank both of you for sharing your thoughts with us today.

MR. ELLISON: Good to be here, and good to hear your voice over the phone.

MR. COURSEY: Thank you. And on behalf of the Hennessy Funds, I do want to thank all of the listeners for 
joining us. We look forward to working with you and hope that you will consider both the Hennessy Large 
Cap Financial Fund and the Hennessy Small Cap Financial Fund as a part of your clients’ portfolios. For 
more information, please visit us at hennessyfunds.com. Or you can call our financial advisor line at 1-800-
890-7118. Again, that phone is 800-890-7118. Thank you and have a great evening.

OPERATOR: Thank you, ladies and gentlemen. This concludes today’s conference. You may disconnect at 
this time, and have a wonderful day. Thank you for your participation.  



Opinions expressed are subject to change, are not intended to be a forecast of future events, a guarantee of future 
results, nor investment advice.

Please click here for a prospectus.
Past performance does not guarantee results. Index performance is not indicative of fund performance. Click 
here to obtain fund performance.
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view the Hennessy Small Cap Financial Fund’s top 10 holdings, click here. To view the Hennessy Large Cap Financial 
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Diversification does not guarantee a profit or protect from loss in a declining market.

Earnings growth is not representative of the Fund’s future performance.

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 are focused in the financial services industry; sector funds may be subject to a higher degree of market 
risk. The Fund invests in small-sized and medium-sized companies, which may have more limited liquidity and greater 
volatility compared to larger companies.
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