
Hydrocarbon Sector Positioned Well Even if Energy Prices Ease

Ben Cook, CFA, is Portfolio Manager for the Hennessy Midstream Fund and the Hennessy 

Energy Transition Fund, which he has managed since 2017 and 2019 respectively. He has over 

20 years of experience in the public and private oil and gas markets. Earlier, he was a 

Portfolio Manager and member of the Investment Committee with BP Capital Fund Advisors, 

LLC. Before that, he was a Portfolio Manager with Mariner Investment Group, A.G. Hill 

Partners, and Opsis Capital Management, as a Senior Analyst with Carlson Capital, and as 

an Equity Research Analyst with Raymond James. He received a degree in economics from 

Johns Hopkins University and an MBA from the University of Texas at Austin.

Joshua Wein, CAIA, is a Portfolio Manager to 10 of the Hennessy Funds. Previously, he was 

director of Alternative Investments and Co-Portfolio Manager at Sterling Capital Management, 

and Portfolio Manager at Bellator Capital Partners. He also worked as an associate equity 

research analyst at First Union Securities. He received a B.B.A. degree in finance from Emory 

University and an MBA from Vanderbilt University.

M O N E Y  M A N A G E R  I N T E R V I E W

R E P R I N T E D  F R O M  A P R I L  4 ,  2 0 2 2

C o n n e c t i n g  M a r k e t  L e a d e r s  w i t h  I n v e s t o r s

SECTOR — GENERAL INVESTING
TWST: Do you want to say a bit about the firm as a whole?
Mr. Wein: Sure. Hennessy was founded 25 years ago. It has 

16 funds across a range of styles and categories: domestic equity, 
sector focused, two Japanese-focused mutual funds, the Energy Fund, 
the Midstream Fund, as well as the Natural Gas Utility Fund. We have 
about $3.8 billion in assets under management. We are headquartered 
in Novato, California, and have offices in Austin, Dallas, Chapel Hill 
and Boston.

TWST: And is there a unique investment philosophy at the 
firm?

Mr. Wein: If there’s one overarching theme, it would be that 
the funds by and large are relatively concentrated and run in a disciplined 
manner with a repeatable investment process.

TWST: And did you want to talk about the specific funds 
you work on?

Mr. Cook: Yes, sure. The Hennessy Energy Transition Fund is 
a fund that focuses on both traditional hydrocarbon energy companies, as 
well as end users of energy. In addition to focusing on the traditional 

hydrocarbon energy value chain, the fund’s investable universe also 
includes companies engaged in, let’s call it, renewable technologies, or 
the renewable energy value chain, including the materials that are 
required to make the components used in the generation, storage, 
transmission and delivery of renewable power.

The Hennessy Midstream Fund, by contrast, is a fund that 
focuses specifically on the traditional hydrocarbon midstream subsector. 
So there we’re focusing on companies that operate assets that facilitate 
the gathering, storage, transportation, liquefaction, and import and export 
of hydrocarbons. Those companies can be structured as both C-corps as 
well as master limited partnerships.

TWST: And maybe you could explain where the funds were 
about a year or two ago and what’s been going on more recently, 
given some of the trends going on in the economy.

Mr. Cook: I’ll start with the Hennessy Energy Transition Fund. 
Two years ago, we were dealing with the impact of not just the onset of 
the pandemic, but we also had a significant breakdown in OPEC-
coordinated restriction in terms of their output policy — and actually a 
market share battle between some of the key producers in OPEC. As a 
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consequence, oil dropped precipitously. In April of 2020, crude oil 
reached a historical low point as NYMEX WTI Crude Oil pricing 
touched minus $40 per barrel. So it was a very important event for a 
couple reasons. I think it was a reflection of what can happen in the 
futures market when certain participants get caught offside. But 
importantly, there was also a significant imbalance in both supply and 
demand given what was happening with the pandemic.

Fortunately, cooler heads prevailed. OPEC, a month later, did 
manage to come back together. And by May into June, we had a 
coordinated OPEC decision to 
restrict output on the global market 
and that brought oil supply and 
demand back into balance.

What’s interesting is that, 
during that period of time, there was 
an increasing desire by the 
investment community to pursue 
renewable energy investment 
opportunities, and we saw a 
significant amount of capital enter 
exchange-traded funds focused on 
the renewable energy sector, 
including companies engaged in 
wind, solar, hydrogen, storage, as 
well as other kinds of renewable 
technologies. That trend supported 
the outperformance of renewable 
energy companies relative to 
traditional hydrocarbon energy 
companies which were suffering 
due to the low commodity price 
environment brought on by the 
weakness in demand associated with 
the pandemic.

So, during 2020 we 
actually took the opportunity to 
increase our weighting in renewable 
energy companies, and benefited 
significantly over that calendar year period. Over that time the weighting 
in the renewable sector in our fund got as high as 25%.

By the fourth quarter of 2020, though, what became apparent 
was that the massive amount of capital that was pursuing renewable 
energy technology companies combined with limited options or the 
scarcity of investable opportunities made for a very tricky environment 
for investors. In fact, valuations rose dramatically and as a result we 
actually made the decision to pare back our exposure to renewable 
energy companies and in their place began increasing the weighting in 
traditional hydrocarbon energy companies, predominantly upstream 
E&P companies, exploration and production companies, as well as 
oilfield service companies. That proved to be a fortuitous change.

Where we sit today, I think the portfolio constitution reflects 
much of what I just described, and that is, by historical standards, 
probably the highest weighting relative portfolio constitution towards 
upstream commodity exposure, E&Ps, oilfield service, some integrated 
exposure. But clearly there’s a desire to participate in what we see is a 
beneficial environment of rising and sustainably higher commodity 

prices associated with what we see is a very tight hydrocarbon 
commodity market going forward.

TWST: And did you want to highlight a company that 
might be of interest to our readers?

Mr. Cook: Yes, one of the names that we’ve liked for a long 
time is EOG Resources (NYSE:EOG). EOG is in the business of 
developing and producing shale resources in the U.S., the Eagle Ford 
Shale, the Permian Basin, Eastern New Mexico and West Texas and 
others. They’re doing some interesting things on the periphery of some 

existing plays, which we think will 
ultimately bear some fruit in the 
form of new development 
opportunities, which will propel 
growth going forward. Management 
has been very good at not only 
developing new plays, but really 
maximizing shareholder value 
through the optimization of those 
plays, whether it’s improving 
drilling productivity or applying 
cost reduction through efficiency 
gains. The beneficiaries have clearly 
been the shareholders.

With the higher 
commodity price environment, we 
see an acceleration in EOG’s cash 
generation and that will allow the 
company to continue to reduce 
corporate debt on the balance sheet 
and increase dividends, we believe, 
and share repurchases, all of which 
ultimately should translate to 
higher equity value going forward.

The other one that’s been 
a good holding for us is Cheniere 
Energy (NYSEAMERICAN:LNG). 
We believe that the United States 
has been a major beneficiary of 

abundant low-cost natural gas reserves. The ability for our industry to 
extract those reserves very cost effectively and transport natural gas to 
points of liquefaction and then ultimately export to other parts of the 
world has allowed our country to become a global LNG market leader. 
We’re continuing to see growth in volumes of LNG export and Cheniere 
is the primary player, the largest exporter of LNG cargoes here in the 
United States.

Importantly, the potential impact of Russia’s incursion into 
Ukraine underscores the importance of Western European diversity in 
energy supply. Western Europe was already effectively under Russia’s 
thumb, if you will, given the volumes that Russia exports to Western 
Europe. But if they were to control additional pipeline capacity that travels 
through Ukraine, well, that’s going to increase the control and the 
influence that Russia has over Western European countries in terms of 
energy supplies to a greater degree. So it’s a very important issue. We see 
the U.S. continuing to not just fill the gap in terms of opportunity to deliver 
more gas to Western Europe, but aid and the support of national security 
interests in Western Europe, as well. So those are two names that we like.
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TWST: Do you want to mention another company?
Mr. Cook: Yes. On the theme of natural gas, we do think that, 

again, the United States is a preferred supplier on the global market. 
We’ve got an attractive cost given the abundance here. The transparency 
of doing business in the United States and the ease of accessing our 
supplies all make our gas very attractive. And I think when you look at 
the demand pull that’s coming from the appetite for natural gas from 
Southeast Asia and Western Europe, you have to look at some of the key 
producers of natural gas here in the U.S.

And when you look at the hydrocarbon basins where a 
significant amount of gas is produced, Appalachia, there’s limited 
transportation capacity out of that region, given policymakers’ limits on 
the ability of the midstream industry to expand pipeline infrastructure. 
So the alternative would be to look for geographic locations, parts of the 
country, which are more friendly to the industry that would allow for the 
development of reserves and the expansion of volumes being shipped out 
of the basin. And one of those areas is the Haynesville Shale in northwest 
Louisiana and northeast Texas. One of the largest producers of natural 
gas there is a company called Comstock Resources (NYSE:CRK).

Comstock enjoys the benefit of close proximity to Louisiana 
and Texas Gulf Coast LNG export markets and the favorable pricing in 
that region. More broadly, we see natural gas pricing supported from the 
rise in pipeline exports to consumers in Mexico and the demand coming 
from storage operators facing the challenge to refill storage here over the 
next, let’s call it, six months. So we think that there’s going to be a nice 
bid underneath natural gas prices and that should help a company like 
Comstock continue to generate strong financial results.

And, similar to other producers, Comstock should continue to 
reduce debt on the company’s balance sheet. Additionally, management 
has suggested that once debt targets are achieved that they will begin 

paying a dividend, which is good news for equity investors. So that is a 
pure-play natural gas producer that’s also one of our favored holdings in 
the portfolio.

TWST: And I notice that among the top 10 holdings in the 
Hennessy Energy Transition Fund are companies like Chevron, 
ExxonMobil, ConocoPhillips. What’s the logic behind having those 
big oil companies in the mix there?

Mr. Cook: Yes, that’s a good question. When you consider 
the investment merit of the large integrated companies, I think what 
we’ve seen in terms of the commodity price environment and the 
increasing appetite for both crude oil and refined products, these 
companies — Exxon (NYSE:XOM), Chevron (NYSE:CVX), even 
Conoco (NYSE:COP) — were trading at valuations that were, in our 
view, unsustainably low, particularly given our emergence from the 
pandemic. The rapid improvement over the last, let’s call it, six 
quarters, in financial and operating results have allowed these 
companies to accelerate debt reduction and Exxon, Chevron and 
Conoco are all repurchasing shares.

So we saw an entry point and opportunity to build positions in 
those companies that, again, were benefiting from industry tailwinds that 
were allowing for improved shareholder value through debt reduction 
and cash return to shareholders in the form of dividends and share 
repurchases.

I think the other element to consider with those companies is 
that to an extent, they are pursuing a move towards cleaner energy 
initiatives. In other words, they are pursuing the energy transition both 
internally and through acquisition. We recently saw Chevron make the 
acquisition of a renewable fuels company. And Exxon has investments 
in a variety of interests that are focused on carbon capture, renewable 

“And what you get with these integrated companies is not just a very, very strong 
balance sheet and significant amount of cash that’s being generated given current 
commodity prices, but you also have the flexibility and financial strength to pursue 
these renewable energy initiatives.”

1-Year Daily Chart of EOG Resources Inc. 

Chart provided by www.BigCharts.com

1-Year Daily Chart of Comstock Resources Inc. 

Chart provided by www.BigCharts.com
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fuels and hydrogen. And what you get with these integrated companies 
is not just a very, very strong balance sheet and significant amount of 
cash that’s being generated given current commodity prices, but you also 
have the flexibility and financial strength to pursue these renewable 
energy initiatives.

We think you are getting the opportunity to ride along with 
Exxon, Chevron as they pursue their renewable energy goals and they 
become a cleaner or less carbon-intensive business, which I think is 
becoming apparent to the investment community.

TWST: And as we talk in mid-March, there are politicians 
who want to see the United States producing a lot more oil or natural 
gas. And there’s a desire to switch to more environmentally friendly 
methods of energy. How does all that play out for your fund and the 
market in general?   And is it still a good time to invest in these 
alternative energy funds even if it might be something that we have 
to pull back on for a period of time?

Mr. Cook: Yes. I think there’s a significant interest by 
policymakers, investors, consumers and producers of energy. 
There’s a goal, there’s a recognition that we all have an interest and 
there is a benefit in reducing the amount of greenhouse gas 
emissions from the consumption of energy. I think that’s apparent 
now across not just Congress and policymakers, but the traditional 
hydrocarbon industry as well.

In terms of investability, I think the reality is that with many of 
the companies that make up the renewable energy investable universe, 
even though the stocks have come down dramatically, they are still 
trading at levels which, in our view, reflect a certain degree of operating 
and execution risk. And of course, policy risk is always part of the 
equation when you consider the investment merit.

Many of these companies are dependent upon investment tax 
credits and production tax credits. The extension of those ultimately 
will determine the future cash flows of these companies. So the 
possibility that Congress, whether they’re able or unable to come to an 
agreement in terms of an energy policy or whether it comes in the form 
of a piece of legislation like Build Back Better, which ultimately didn’t 
make it through Congress, but some other form or structure that to the 
extent to which we see those incentives make their way into the 
marketplace through Congressional action, that certainly is going to 
determine the attractiveness and ultimately the investability, I think, in 
some of these names.

But the reality is, as long as reliability is a major question mark 
and as long as there are cost issues and the fact that you have, again, 
policy question marks, those are all inherent limitations to the degree to 
which renewable energy technology can grow and advance as part of the 
global primary fuel mix. And as long as they’re part of the equation, 

that’s going to prolong the need for consistent reliable supplies of 
hydrocarbon energy to generate the electricity that we need on a day-to-
day basis. And it’s not just here in the U.S., it’s abroad as well. So, while 
we do have a favorable outlook for renewables and we do believe that 
that renewable growth will continue to expand, we also recognize the 
risks to that growth, it will be an uneven path of growth.

As for renewable companies’ ability to generate financial 
results that would merit inclusion in our portfolio, those financial 
results are going to have to compare favorably relative to what we’re 
seeing in the investment merit from the traditional hydrocarbon 
industry. And right now, given where we see commodity prices, where 
we expect them to be over the next 12 to 24 months, potentially longer, 
in our view, on a risk-adjusted basis measuring risk and reward, we see 
far more attractive opportunities in the traditional energy hydrocarbon 
sector than we do in the renewable sector. So, for now, we’re very 
comfortable with the high exposure that we have in our portfolio to 
traditional hydrocarbon energy companies.

TWST: And just from a consumer’s point of view, 
consumers need to get gasoline for their car, and each time at the 
pump they notice the price they pay.

Mr. Cook: Yes, for sure. I think there’s been an 
acknowledgement that gasoline prices are eating into the consumer 
pocketbook. And that has implications for politicians. There have been a 

variety of recommendations from a variety of members of Congress 
suggesting everything from a windfall profits tax on the hydrocarbon 
industry to the alternative, the other side of the coin, actually reducing 
taxes on gasoline for a period of time. So the proposed policy options are 
as wide and varying as the political spectrum. And so, it’s not surprising 
to see a variety of proposals coming from Congress.

I think, ultimately, we believe high prices are the cure for 
high prices and whether it’s eating into demand, altering consumer 
behavior, or reducing the consumption patterns that we see in our 
economy, and not just here in the U.S. but abroad, or if it’s the increase 
in production, the additional capacity that will come online to produce, 
whether it’s refined products or even the sourced hydrocarbons, crude 
oil, we think those high prices are ultimately the best medicine for what 
the industry is dealing with right now. And so over time a new 
equilibrium will be achieved.

Oil prices are unlikely to stay over $100 per barrel for an 
extended period of time. They could stay high if we continue to see 
supply disruption associated with what’s happening in Europe with 
Russia and Ukraine. Of course, if we continue to see a strong 
economy here in the U.S., Western Europe and from some of the 
larger consumers in places like China and India, that certainly could 
keep a bid under crude oil. But I think it’s hard to see oil prices where 

“But I think it’s hard to see oil prices where they are right now and not think 
that there’s going to be some impact to demand and some corresponding rise in 
supply as capacities increase to take advantage of some of these higher prices 
that we’re seeing in the marketplace.”
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they are right now and not think that there’s going to be some impact 
to demand and some corresponding rise in supply as capacities 
increase to take advantage of some of these higher prices that we’re 
seeing in the marketplace.

TWST: And during the last presidential administration in 
the midst of the pandemic, President Trump had some of the CEOs 
of some of the pharmacy companies come to the White House and 
they talked. Do you think something similar could happen with some 
of the big oil company CEOs coming over to the White House and 
talking about the industry and investments to the president? Would 
that be a helpful thing?

Mr. Cook: Up to this point, we haven’t seen any evidence of 
the president reaching out to the U.S. traditional hydrocarbon energy 
industry, to CEOs and the like. Would it help? I don’t know if it 
necessarily would. I think one of the things that’s unique about the set of 
circumstances that we’re dealing with today, maybe relative to prior 
peaks and commodity prices, is that in many of the companies in our 
investable universe, the hydrocarbon sector, these companies are 
managed with a focus on delivering total shareholder return.

So, whereas in prior peaks of periods of high commodity 
prices, you’d see companies ramp spending in sort of a procyclical 
manner in order to grow production volumes to capture higher prices, 
now what we’re seeing is an adherence to capital discipline. And 
effectively what that means is these companies are recognizing that 
by managing their capital spending levels to maintain production 
volumes, as opposed to rapidly growing production volumes, more of 
the cash that’s being generated can be redirected towards improving 
the balance sheet and returning cash to shareholders. As a consequence, 
the stock market has rewarded these companies which sort of 
reinforces the corporate behavior that we’re seeing by many of these 
management teams.

So even if the president were to call upon the CEOs of the U.S. 
energy industry to raise production and alleviate some of the shortage 
situation we’re seeing globally, I think the companies would respond by 
saying, “This is a free market and at the end of the day we have to answer 
to our shareholders. And what our shareholders have told us is that we’d 
rather see cash return in the form of dividends and share repurchases.” 
It’s the value over volume proposition that has supported these equity 
values so well. So I don’t think an overture by the president is going to 
do anything to move production here in the U.S.

TWST: And more generally, any overall advice to investors 
who might want to be invested in this sector in the next six months 
to a year?

Mr. Cook: Based on what we just described in terms of the 
capital discipline, the value over volume mantra, the change in 
corporate behavior for the benefit of the shareholder, I think now the 
environment feels much different than it did over much of my career. 
We believe the energy industry has become much more investable than 
it has been in the past.

Given the improvement in corporate governance, that’s 
certainly a positive, but just as important, the industry has underinvested 
in productive capacity over the past four or five years. And we’re seeing 

that now as demand starts to pick up, spare capacity on a global basis is 
beginning to diminish.

Investors sometimes forget that the traditional hydrocarbon 
industry is a naturally declining industry. Which basically means that if 
you don’t reinvest in the capacity to produce hydrocarbons then volumes 
will gradually fall. Now, during the pandemic, the dramatic pullback in 
demand effectively masked this decline, and I think many investors 
misinterpreted the availability of supply as an abundance, which of 
course we now know has become more of a scarcity, particularly given 
the loss of volume originating in Russia.

The important takeaway here is that the industry will need to 
see growing levels of capital in order to maintain the productive capacity 
necessary to supply the crude oil and natural gas that is required to 
satisfy a growing global economy going forward. In short, we will need 
to see higher prices in the marketplace.

Importantly for investors, higher prices should mean that 
companies will be able to make good on their promise of delivering total 
shareholder return. And while we do expect growth capital to increase as 
well, we see growth capex coming only after shareholder return 
objectives are achieved. With the caveat that volatility could be higher 
given global geopolitical conflict, we do think there’s a higher sustainable 
level for commodity prices that will allow these companies to generate 
very attractive operating and financial results and that should translate to 
very good share price performance.

TWST: And anything we haven’t talked about you care to 
bring up?

Mr. Wein: You had asked about advice for investing in the 
sector and I would say that I think that there’s a great supply/demand 
backdrop — and a valuation backdrop as well — for the names that 
comprise the sector. A lot of investors, I think, view things like energy 
investing as a trade and something that’s short term in nature — trying 
to trade based on the underlying price of oil and natural gas. I think that 
even if oil prices were to decline from here there’s still a great backdrop 
given the underinvestment in the industry and all the macroeconomic 
factors. I think there’s a great story long term even if energy prices pull 
back a little bit. It’s not just about higher and higher prices that makes 
this proposition work. I think there’s a bigger story that has legs to it.

TWST: Thank you. (ES)
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which could reduce or eliminate distributions paid by MLPs to the Fund. If the Energy Fund’s MLP investments exceed 25% 
of its assets, it may not qualify for treatment as a regulated investment company (“RIC”) under the Internal Revenue Code 
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