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TWST: Could you tell me about Hennessy?
Mr. Wein: Sure. Hennessy is a money management firm 

based in Novato, California. We were founded in 1989. We 
manage 16 open-end mutual funds, comprising over $4 billion in 
assets under management.

TWST: Do you work on some specific funds?
Mr. Wein: I do. I am a portfolio manager on eight of the 

Hennessy Funds, including our Gas Utility, Technology, 
Cornerstone Value, Cornerstone Mid Cap 30, Cornerstone Large 
Growth, Cornerstone Growth, Balanced, and Total Return Funds.

TWST: Maybe we could start out by talking about the 
Cornerstone Mid Cap 30 Fund. Can you provide an overview?

Mr. Wein: Absolutely. So in the Cornerstone Mid Cap 30 
Fund, we use a quantitative formula to identify 30 domestic mid-
cap stocks with the highest one-year price appreciation. So we’re 
looking at purely mid-cap stocks with a market capitalization 
between $1 billion and $10 billion. We include stocks with 
compelling valuations, as measured by a price-to-sales ratio of 
less than 1.5, meaning we won’t pay more than a dollar for $1.50 
in revenue. We also look for year-over-year earnings growth, as 
well as stock price appreciation over the past three-month and six-
month periods.

TWST: Is the investment philosophy of that fund 
similar to the other funds?

Mr. Wein: Each of the Hennessy Funds has its own 
distinct methodology. I would say that the Cornerstone Mid 
Cap 30 Fund is similar in nature to the Cornerstone Growth 
Fund, but they all have their own methodology. These two are 

more valuation-driven funds, but also look for earnings 
growth and stock price appreciation as other factors that go 
into stock selection.

TWST: Did you want to highlight some of the holdings 
that one would find in the Mid Cap 30 Fund?

Mr. Wein: Sure. I would first mention Big Lots 
(NYSE:BIG), a discount retailer. They operate about 1,400 stores 
across the United States, with about 25% of sales from furniture. 
The market cap is about $2 billion. The stock trades at 9 times 
forward earnings. It’s a strong free cash flow generator, with 
strong returns on equity and strong dividend growth. Its price-to-
sales ratio — our key valuation metric — is 0.3. Like all the other 
stocks in the fund, it is the result of our disciplined methodology; 
we don’t let human emotion get in the way of picking stocks that 
meet our criteria.

TWST: How does Big Lots compete with the Amazons 
of the world and other online retailers? And how does it 
make sure that the online retailers’ offerings don’t interfere 
with its sales?

Mr. Wein: It’s a great question. I think that things like 
furniture and food, which are part of the merchandise in their 
stores, and things like mattresses, lend themselves a little bit 
more toward an in-person shopping experience. I think that helps 
the case for Big Lots. Also, curbside pickup, things of that 
nature. There is an increasing online presence. But I think that 
there is a convenience factor at work, as well as the idea that you 
kind of never know what you’re going to get in terms of the 
merchandise mix. I think it encourages people to come into the 
store and look around.
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TWST: They may also get some online sales, with 
people visiting the site and searching through the offerings, 
then heading into the store after that. 

Mr. Wein: Yes, that dynamic is also key to their success.
TWST: Did you want to talk about a second company?
Mr. Wein: Sure. So Mattel (NASDAQ:MAT) is also a 

name in the Cornerstone Mid Cap 30 Fund. Some of their key 
franchises include Barbie, American Girl, and Hot Wheels — 
brands that have been around for a long time. They have a $7 
billion market cap. Mattel is a strong generator of free cash flow, 
trades at about 16 times forward earnings, with improving 

margins and nice sales growth in all of their key franchises. As we 
come up on Christmas, I think it’s an interesting idea. We are 
about five months out. But I think it’s a timely idea, and certainly, 
again, fits the criteria of the fund.

TWST: They offer well-
known brands, like Barbie, 
different kinds of toys. Are they 
able to introduce something 
different every year? 

Mr. Wein: I think with 
each of those key franchises, 
they’re able to innovate and extend 
the brand and hopefully have it 
appeal to a larger demographic 
each year. But yes, I think they’re 
always at work on things. But at 
the end of the day, it is a little bit 
more of a traditional toy seller.

TWST: Did you want to 
mention a third company?

Mr. Wein: The third 
name would be Meritage Homes 
(NYSE:MTH). They’re a 
homebuilder in the United States. 
They have exposure to about nine 
states with great demographic 
trends — think of the Southeast 
and Southwest. So some of their 
key exposures would be in Arizona, 
Colorado, Texas, Georgia, and the Carolinas. The company has a 
market cap of about $3.5 billion. A strong balance sheet, trades at 
about 5 times forward earnings, and, as is the case with some of 
these other names, strong returns on equity and strong dividend 
growth.

But what I would always come back to is that each of 
these three names is the result of our methodology that looks at 
valuation, earnings growth and stock price momentum.

TWST: With the holdings in these different funds, 
especially the Mid Cap 30 Fund, what was their response with 
COVID? Did they make it through OK? Were there some 
challenges? And what are some of the challenges now for the 
companies?

Mr. Wein: Sure. I think that the holdings largely held up 
quite well — and it’s interesting with mid-cap stocks. During 
crisis times, including the Russian financial crisis, the dot-com 
bubble, the great financial crisis in 2008, mid-cap stocks 
performed better than small- and large-cap stocks and they 
recovered more quickly.

We did see a lot of portfolio names exhibiting strength 
and stability that allowed them to exist throughout the worst of 
the pandemic. And now that we’re perhaps hopefully coming out 

of it bit by bit — it’s not in a 
straight line — they’re benefiting 
from the strength of the consumer. 
So yes, I think, it’s been impressive. 
I think that mid-cap stocks 
typically have great access to 
capital markets. They tend to be 
stable businesses that are nimble, 
able to pivot as need be, and 
they’re not so large that they can’t 
regroup and reorient themselves. 
So it’s been a nice performance 
throughout this last 12 months.

TWST: Are any of the 
companies that you follow 
struggling to find employees as 
some of them are reluctant to 
return to the workforce?

Mr. Wein: I would say, as 
a whole, a lot of the holdings are 
consumer and retail oriented. And 
so nothing specific to mention, but 
I would say that I think any retail 
operator is forever struggling these 
days with trying to find and retain 
employees. I think that is an 

ongoing concern across this cycle.
TWST: Some of them might try and be a little 

innovative, maybe giving bonuses or some other methods of 
encouraging workers to come back to work.

Mr. Wein: Yes, exactly. The innovation comes in two 
ways. I think one would be attracting talent with bonuses and 
more flexible work schedules. I think longer term, the innovation 
comes from technology. For instance, being able to self-checkout 

“Mattel is a strong generator of free cash flow, trades at about 16 times forward 
earnings, with improving margins and nice sales growth in all of their key 
franchises. As we come up on Christmas, I think it’s an interesting idea.”
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in a grocery store environment or a discount retail environment or 
ordering food in a fast-food restaurant, perhaps using a kiosk. I 
think over time, a lot of effort will be put into not necessarily 
replacing human capital, but supplementing and making human 
capital even more efficient.

TWST: In general, for the mid-cap sector, are there 
concerns about what might be going on with the economy as 
far as inflation?

Mr. Wein: I think a lot of these companies — if you 
think of Mattel, for instance — the power of their brands is that 
they are able to charge a premium for their product, like a Barbie 
or an American Girl product. I think that inflation across the 
board is certainly an issue that they’re facing right now. It’s hard 
to tell, but I would agree with many that it’s transitory. That being 
said, transitory doesn’t necessarily speak to how transitory — 
whether it’s a three-month to six-month phenomenon or a one-
year to two-year phenomenon — we don’t quite know yet.

But yes, I think that that is something that everyone is 

dealing with. And as I look at the market’s response and reaction 
to inflation data, it seems like the market is telling us that, 
broadly, companies are able to exist quite nicely in a regime 
where inflation is elevated.

TWST: With a company like Mattel, if a household is 
used to giving a child a Barbie doll or an American Girl doll 
every holiday or every birthday, if the prices marginally 
increase due to inflation, it may not have that much of an 
impact on sales.

Mr. Wein: Yes, I would agree. I think that is the idea and 
I think, over time, likely the reality. An American Girl doll is not 
a low price point type item, and there’s a demonstrated willingness 
on the part of parents and consumers to pay a premium price for 
that. So, yes.

TWST: Switching to another topic, are people who 
are heading into retirement or in retirement years already 
looking to have at least some of their investments in equities? 
And how do these funds meet those needs?

Mr. Wein: I think that for people near or at retirement, 
the idea that traditionally there could be an allocation to both 

equities and fixed income made sense. And so with yields at 
historically low levels — and the trend of late has been for those 
yields to go ever lower — I think it has, in some ways, forced or 
highly encouraged older people to look at equities. The yield on 
the equity market is above that of the 10-year government bond. 
There’s certainly some growth to be had — capital appreciation 
to be had — over the long haul. And I think that given that kind 
of risk/reward tradeoff, equities are incredibly compelling.

So when I look at equities broadly, the S&P 500 index 
trades at about 20 times forward earnings. So that would be about 
a 5% earnings yield. The 10-year U.S. government bond is 
trading at about 1.25% on the yield. That differential of nearly 4% 
is historically high. So, to me, it’s hard to ignore equities in their 
own right, as well as versus fixed income.

TWST: When retirees or people nearing retirement 
are looking at different funds or types of stocks, why would 
the mid-cap be a fit for their portfolio, either by itself or in a 
mixture of other stocks?

Mr. Wein: I think that mid-cap makes sense for a lot of 
reasons. I think over the last 20 years, if you look at 10-year 
rolling returns, 80% of the time mid-cap stocks have outperformed 
both small- and large-cap stocks with less volatility.

There is also an interesting story around M&A — 
mergers and acquisitions. The S&P 500 companies have cash on 
their balance sheets in the amount of roughly $7 trillion, and 
private equity firms have cash on their balance sheets — or dry 
powder — of about $1.6 trillion. So I do see this idea, and it’s 
slowly unfolding, that a lot of these mid-cap stocks could make 

“So when I look at equities broadly, the S&P 500 index trades at about 20 times 
forward earnings. So that would be about a 5% earnings yield. The 10-year U.S. 
government bond is trading at about 1.25% on the yield. That differential of 
nearly 4% is historically high.”

1-Year Daily Chart of Big Lots, Inc. 

Chart provided by www.BigCharts.com

1-Year Daily Chart of Mattel Inc.

Chart provided by www.BigCharts.com
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attractive takeover candidates for either corporate buyers in the 
case of an S&P 500 company or financial buyers in the case of 
private equity.

I think that what’s nice about mid-cap stocks is that 
they’re small enough to offer some nice growth potential, and 
perhaps some innovation, but they’re also large enough to make 
a difference to a large buyer. So a large-cap company could gain 
some meaningful scale through the acquisition of a mid-cap type 
company, whereas with a smaller-cap name, it might be more 
difficult, might not make too much of a difference.

TWST: Why might the Cornerstone Mid Cap 30 
Fund, in particular, be of interest to those in retirement 
years?

Mr. Wein: I think it’s kind of a consistency of approach. 
We’re highly disciplined around looking at a concentrated 
portfolio of 30 names, between $1 billion and $10 billion in 
market capitalization, which would be a bit of the smaller end of 
mid-cap. Also, we are looking at things that aren’t as well 
followed by the larger investment community. We’re looking at 
deep value names. We’re strict on valuation and we do tend to 
look at things that are out of favor. So a lot of consumer names 
and industrials, and even a little bit of energy, which has been out 
of favor of late. So I think that we take a different approach, with 
more kind of off-the-run names than many other funds.

TWST: Would that fund or maybe some of the other 
funds also be appropriate for those at the beginning of their 
savings for retirement — the millennials who may not have 
done much investment before and might be starting now?

Mr. Wein: Sure. I think the Hennessy Technology Fund 
is interesting just from the standpoint that for younger people 
who are maybe more facile with technology and cloud computing 
and the internet — I think there’s a willingness to look at more 
innovative companies that are developing the key technologies of 
the future. And so I think a fund like that could appeal to 
millennials. So, yes, I think, ultimately for capital appreciation, a 
fund such as the Cornerstone Mid Cap 30 Fund or the Cornerstone 
Growth Fund, both with very similar investment approaches, 
makes a lot of sense.

TWST: As you talk to officials of some of the 
companies that are among your holdings, any concerns that 
they have or things that they’re watching carefully as this 
year unfolds and going into next year?

Mr. Wein: First, I would say, given our approach where 
we are taking a very disciplined approach to stock selection, 

we’re not engaging directly with corporate management. From 
our reading and listening to what’s being said, I think it’s always 
hard to predict results and predict the future.

I think that even without COVID, without a pandemic, 
it’s hard to provide guidance as much as they try. And I think, at 
this time in particular, so much depends on people’s ability to 
move freely to travel, to eat in a restaurant, stay in a hotel, fly in 
an airplane, and that’s something that we’ve never had before.

A lot of the mid-cap holdings in our fund are consumer 
facing. And I think every state is different in terms of the extent 
to which they have reopened or will curtail activities. And so I 
think that everyone has been forced into handicapping what the 
latest numbers mean for their business. It’s a little bit murkier 
than it used to be.

TWST: It appears too that for the right companies, 
no matter how strong online sales and online sales channels 
become, there will be a role for customers going into a 
brick-and-mortar store, be it a big-box store or store on a 
Main Street.

Mr. Wein: Yes. I think what’s really interesting around 
retail during this past year, going into the pandemic, I think 
people loved to cry that the end of physical retail was near, if not 
already happening. And I think what this period has taught us is 
that people actually appreciate the ability to go in and browse. 
More specifically to the pandemic, to be able to use these physical 
stores as places to both pick things up as well as drop things off, 
to make returns and things like that. So to be able to use each 
store as a hub, almost like a mini distribution center, and be able 
to transact that way, either curbside or perhaps going in.

I think that people want to have flexibility. And I think 
companies that can provide an omnichannel approach where 
there’s a physical store and there’s an online component, and they 
can work together in an effective way, I think makes most sense.

TWST: Thank you. (ES)
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