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TWST: Let’s start with some information about Broad Run 

— the firm’s history, a snapshot of your business and your overall 
investment approach and philosophy — before we get into the 
Hennessy Focus Fund.

Mr. Rothberg: I co-founded Broad Run Investment 
Management, which is based in Arlington, Virginia, in 2012 with my two 
partners, Brian Macauley and David Rainey. The three of us have worked 
together since 2004, and we’ve applied the same investment approach 
throughout. We have about $1.6 billion in assets under management, in a 
subadvised mutual fund, the Hennessy Focus Fund (HFCSX), and 
separately managed accounts. Our clients include endowments, 
foundations, family offices, and others with a long-term investment 
horizon. We employ a collaborative team-based research process and take 
a long-term approach to investing and managing our firm.

Broad Run manages a concentrated investment strategy with 
about 20 holdings, and 60% to 80% of our assets in the top 10 positions. 
We aim to invest in high-quality, growth-oriented businesses at discount 
valuations. And we manage concentrated portfolios because we find 
superior businesses trading at discount prices are rare, and that by having 
a concentrated portfolio we’re able to focus our resources on the most 
promising businesses.

We average about 10% portfolio turnover, implying an 
average holding period of about 10 years. We are focused on finding 
what some in the industry might call compounders: businesses with 
the competitive position, growth, and management team to compound 
their owner earnings per share at a mid-teens annualized rate or higher 
for the next decade.

There are very few businesses capable of this level of long-term 
compounding. Our research shows that over the long term less than 10% 
of public companies in the U.S. have achieved this hurdle, and of those, 
many started with very high expectations and high valuations, so the 
return investors received in the stock was quite a bit below the 
fundamental performance of the business. So we’re looking for these 
compounders at discount valuations when they’re misunderstood, 
underappreciated, or out of favor.

These are typically not the high-profile growth companies that 
get a lot of media attention; we don’t own Tesla (NASDAQ:TSLA) or 
Carvana (NYSE:CVNA). We find that businesses with exciting stories 
and high organic growth rates are usually too expensive for our approach. 
We usually find opportunities in somewhat less obvious growth businesses. 
Our sweet spot tends to be in businesses with mid- or high-single-digit 
organic revenue growth, with significant operating leverage, free cash 
flow and intelligent capital allocation that can get them to mid-teens or 
higher bottom-line results.

TWST: Tell us a bit more about Broad Run’s work with 
Hennessy as subadviser to the Hennessy Focus Fund, and anything 
else you’d add in terms of an overview of the fund strategy.

Mr. Rothberg: I have worked on the fund for 17 years, Brian 
Macauley for 18 years, and David Rainey for 23 years. We started off as 
analysts on the fund many years ago, and in 2009 we became the Portfolio 
Managers of the fund. In 2012, Hennessy Advisors acquired the fund, and 
since that time we’ve acted as subadvisers.

We manage all our client accounts — including the mutual fund 
— in a substantially similar manner. So again, a highly concentrated 
portfolio of approximately 20 exceptional businesses, conviction weighted 
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with 60% to 80% of assets in the top 10; we use rigorous fundamental 
research and a criteria-driven framework to help us identify compounders.

TWST: What are a few of your favorite investment ideas, 
whether currently top-10 holdings or perhaps a new position or one 
you’re building? What do you like about the company and how does 
it illustrate your investment criteria?

Mr. Rothberg: I’ll start with two holdings that were added in 
2020, and then I’ll speak about a longstanding holding. The first business 
is RH (NYSE:RH), formerly known as Restoration Hardware. It’s a 

leading luxury retailer in the home furnishings marketplace. The 
company is in the early innings of a transformational change to its real 
estate and store design strategy. RH is replacing its legacy mall-based 
locations with larger design galleries, 
located primarily in prestigious off-
mall locations.

The mall-based locations 
are typically about 8,000 square feet, 
versus the design gallery prototype 
that’s about 38,000 square feet. 
These are inspiring spaces with 
garden courtyards, rooftop parks, 
restaurants, wine vaults and barista 
bars. RH believes there’s the 
potential for 60 to 70 of these design 
galleries in North America, versus 24 
today. The larger design galleries 
produce two times the sales volume 
of legacy stores on lower occupancy 
and expense rates, resulting in two to 
three times higher four-wall profit.

On top of the opportunity 
to more than double sales in North 
America, the company is poised to 
begin opening galleries 
internationally, and we believe RH 
has the potential to become a $20 
billion global brand, versus $2.8 
billion in annual sales today. The 
company plans to open RH England 
in the spring of 2022, followed by 
RH Paris in the fall. The company has also signed leases for galleries in 
London, Munich and Dusseldorf, and it’s close to finalizing deals for 
galleries in Brussels and Madrid.

The company is benefiting from historically low interest rates, 
strong existing home turnover in million-dollar-plus homes, and a robust 
second home market.

Over the last 20 years, CEO Gary Friedman has transformed 

RH from a nearly bankrupt purveyor of home accessories into arguably 
the leading luxury home brand in the world. Gary has about 30% 
ownership of RH and is relentlessly focused on return on invested capital 
and capital allocation. We think that RH is a well-run, high-quality 
business with a large growth opportunity — a compounder that we can 
likely hold for the long term. Over the next 10 years we expect greater 
than 10% compound annual growth in revenue and mid-teens or better 
EPS growth. Shares trade at about 23X our estimate of next 12 months’ 
EPS, a significant discount to luxury brand peers.

The next position, also added in 2020, is Allegiant Travel 
Company (NASDAQ:ALGT). Allegiant is a leisure-focused, ultra-low-
cost carrier that operates medium-haul flights in the United States. The 

company was founded in the early 
2000s by Maurice Gallagher, and it has 
grown from flying a single route in Las 
Vegas to offering hundreds of flights 
from underserved markets to vacation 
destinations across the country. 
Maurice is still the CEO today and 
owns about 20% of the company.

Allegiant uses a different 
strategy than other airlines, which has 
resulted in far superior financial 
performance over time. The company 
purchases used aircraft instead of new; 
flies point-to-point instead of through 
hubs; serves small- and mid-sized 
cities that other airlines do not operate 
in; has low passenger fares but high 
ancillary fees; and operates routes that 
typically can only provide enough 
business for one airline. As a result, 
Allegiant faces direct competition on 
only 15% of the routes that it flies, and 
this percentage is declining.

Prior to the pandemic, 
Allegiant was operating about 500 
routes in the U.S., and the company 
has the ability to add another 500 to 
1,000 routes over time. Allegiant is 

well positioned coming out of the pandemic for two reasons. First, it has 
been adding routes and aircraft, unlike other airlines, which have been 
forced to reduce service and retire planes. Allegiant has announced 70 
new routes in the last three months alone. Second, we believe there is 
significant pent-up demand to travel in the United States that will be 
unleashed during the next 12 months. Allegiant is in the perfect position 
to benefit from this, given its leisure domestic travel focus.

“We usually find opportunities in somewhat less obvious growth businesses. Our 
sweet spot tends to be in businesses with mid- or high-single-digit organic revenue 
growth, with significant operating leverage, free cash flow and intelligent capital 
allocation that can get them to mid-teens or higher bottom-line results.”

Highlights

Ira Rothberg discusses Broad Run’s concentrated 
investment strategy with about 20 holdings and 60% to 
80% of assets in the top 10 positions. Mr. Rothberg says 
they are focused on finding compounders: businesses 
with the competitive position, growth, and management 
team to compound their owner earnings per share at a 
mid-teens annualized rate or higher for the next decade. 
He explains that they are looking for these compounders 
at discount valuations when they’re misunderstood, 
underappreciated, or out of favor. He notes that these 
are not typically high-profile companies that get a lot of 
media attention, but rather companies that fly under the 
radar and have a proven business model and long track 
recording of compounding earnings per share. As a 
result of the stimulus payments and pent-up demand, 
he expects to see a shift from spending on consumer 
goods to consumer services this summer as COVID 
recovery continues.
Companies discussed: Tesla (NASDAQ:TSLA); Carvana 
Co. (NYSE:CVNA); Restoration Hardware Holdings 
(NYSE:RH); Allegiant Travel Company (NASDAQ:ALGT) 
and CarMax (NYSE:KMX).
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Allegiant was on track to earn $20 EPS going into 2020 before 
the pandemic hit. With an additional 70 new routes, Allegiant will be 
14% larger than when the pandemic began. On a normalized basis, we 
estimate the company will be earning $23 a share. As a result, the stock 
trades for 11X our estimate of EPS, which we view as attractive given 
the company’s hard-to-replicate strategy, decades-long growth runway, 
and opportunistic management.

TWST: I’m curious, would you have bought Allegiant pre-
pandemic, or was this, in addition to the expansion that you 
mentioned, that it was a good time to buy at a low price with travel-
related companies having been so impacted by the pandemic?

Mr. Rothberg: We bought our position in Allegiant in the 
third quarter of 2020. We like to buy exceptional businesses at discount 
prices, and the pandemic created an opportunity to buy Allegiant at 9X 
2019 earnings and 7.5X pre-pandemic 2020 earnings. So we likely 
would not have become Allegiant shareholders if it had not been for this 
disruption to their business.

And, importantly, we believed they had the strongest balance 
sheet in their industry and thought that they would be the quickest to return 
to a cash flow positive position, which has in fact been the case. Because 
of their business model and balance sheet, they were one of the few airlines 
that did not have to raise additional equity, and we think they will be quick 
to bounce back. So it’s really the pandemic that created the opportunity.

TWST: OK. And you said you’d offer an example that 
you’ve held for a long time?

Mr. Rothberg: CarMax (NYSE:KMX) is a position we’ve 
held since the early 2000s. CarMax is the largest used auto retailer in the 
United States. It’s grown into its leadership position by offering a 
consumer-friendly car-buying experience, in contrast to the adversarial 
experience at traditional auto dealers. CarMax stores offer a wide 
selection of high-quality, late-model used cars, with five to 10 times the 
used vehicle inventory per store as compared to the typical dealer lot, 

with no-haggle pricing and a generous return policy. The company 
provides a transparent vehicle financing process, attractive extended 
warranty options, and will buy your car from you even if they do not sell 
you a car.

They have about 220 stores across the country. CarMax has 
about 4% share of the late-model used car market, with what we believe 
to be room to add at least another 100 stores.

Several years ago, CarMax embarked upon a technology 
initiative to further transform the car-buying experience. CarMax’s 
vision is to allow you to complete as much or as little of the car buying 
experience online as you would like. You are able to select the vehicle, 
finance that vehicle, and arrange a trade-in of your existing vehicle all 
from the comfort of your living room sofa. You are able to pick up your 
new purchase at a CarMax store, or have it delivered to you at your 
convenience. These capabilities are now available in most locations. This 
innovation should not only enhance the customer experience, but also 
increase CarMax’s operational efficiency as customers increasingly 
select a self-service purchasing pathway.

With this nationwide footprint, reputable brand, no-
haggle pricing policy, proprietary vehicle transfer and logistics 
network, and over 50,000 vehicles in inventory, CarMax is 
uniquely positioned to deliver this omni-channel experience to car 
buyers. We believe this online capability is likely to further 
distinguish CarMax from its competition, enabling it to accelerate 
sales and market share gains while increasing the capital efficiency 
of the business.

CarMax trades at about 20X our estimate of next 12 months’ 
EPS. We view this as an attractive price for a company we think can 
compound EPS at a mid-teens rate for much of the next decade through 
a combination of mid-single-digit new store openings, mid-single-digit 
same store sales, and share repurchases.

“The company purchases used aircraft instead of new; flies point-to-point instead 
of through hubs; serves small- and mid-sized cities that other airlines do not 
operate in; has low passenger fares but high ancillary fees; and operates routes 
that typically can only provide enough business for one airline.”

1-Year Daily Chart of Restoration Hardware Holdings

Chart provided by www.BigCharts.com

1-Year Daily Chart of Allegiant Travel Company

Chart provided by www.BigCharts.com
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TWST: Despite your relatively long hold period, if there 
were an opportunity to add a new company to the portfolio, are 
there any particular sectors, themes or trends where you’re seeing 
great opportunities or looking for opportunities?

Mr. Rothberg: My observation would be that in 2020, early in 
the year, many work-from-home types of businesses performed well and 
were rewarded in the market by investors. And then around August the 
theme shifted to those businesses that would benefit from a return to a 
more normal economic environment, a reopening trade. I’d say that 
today there are interesting opportunities that do not fit these themes.

In 2020, the technology sectors outperformed all other sectors 
by a dramatic amount, but outside of technology there are more of what 
I’d call pedestrian, “Steady Eddie” businesses that, in today’s market 
— where you have lots of speculation on the latest and greatest SPAC 
— there are opportunities in businesses with proven business models that 
have been around for decades.

We maintain a watchlist of 75 businesses that meet our five key 
criteria, and in those cases we are waiting for a more compelling valuation 
to take those names off of our watchlist and place them into the portfolio. 
With a concentrated, low-turnover approach, we generally only need two 
or three new investment ideas to find their way into the portfolio every 
year, and many times those names come off of our watchlist.

TWST: We certainly have plenty — between the pandemic, 
market volatility, geopolitics, etc. — to keep us up at night. What are 
you cautious about?

Mr. Rothberg: I think there’s a lot of speculative activity in 
the markets today, and some of the most outlandish assumptions are 
reserved for early-stage companies claiming to be disrupting a very large 
existing industry. Many electric vehicle companies fall in this category, 
and there are scores of others addressing insurance, auto retail, media, 
banking, transportation, energy, and other industries.

The flood of SPACs has further enabled this frenzy, acquiring 
moonshot companies and forecasting 10X and 15X revenue growth over 
a five-year period to help justify their prices. When valuations look 
stretched on an EV-to-sales basis, SPAC sponsors have begun to use EV-
to-TAM multiples, a valuation metric so dubious that we find it comical.

So I’d caution investors to avoid some of the speculative 
activity and buy businesses that trade at a reasonable multiple of near-
term earnings, as opposed to being dependent on 30% or 40% revenue 
growth extending for a decade in order to justify the valuations.

TWST: Listening to fourth-quarter/year-end calls, did 
anything stand out for you in terms of trends or management 
commentary and company outlooks for this year?

Mr. Rothberg: I think management teams, if I were to 
summarize, believe that 2021 is going to be a very strong year. GDP 
growth may approach 10%, and a zero-interest-rate policy combined 
with massive fiscal stimulus are certainly helping.

If you look back at 2020, stimulus checks and reduced 
spending on leisure activities boosted personal savings by a remarkable 
$1.4 trillion. This time around, with the next round of stimulus, most 
individuals are going to get another $1,400 check. The American public 
received a $600 check not too long ago. We’ve seen people’s balance 
sheets significantly repaired, and we expect a shift from spending on 
consumer goods to consumer services.

And our expectation is that come summer — when essentially 
all people who want to be vaccinated will be vaccinated — there’s 
going to be a party atmosphere in this country. People are going to be 
going out frequently to restaurants and bars and seeing their friends and 
family. There’s a lot of pent-up spending on services that we think is 
going to get unleashed, and I think our portfolio companies see that and 
expect that, and we’re encouraged about the economic outlook as a 
result of both the monetary and fiscal stimulus that has already arrived 
to date and is coming.

TWST: You mentioned avoiding speculative activity. Is 
there any other advice or final thoughts you would offer readers?

Mr. Rothberg: We’re 12 years into a bull market, and the 
risk pendulum has swung full range from fear to greed. And lofty 
expectations are not limited to just technology companies; we see 
frothiness in many high-growth and concept companies across sectors. 
As I said earlier, in today’s market there remain plenty of businesses 
available, mostly in the not-hot sectors, that can deliver long-term 
attractive growth at reasonable valuations. So we would encourage 
readers to not chase the latest and greatest lithium miner or battery 
company, but look at those businesses that have a proven business 
model and long track record of compounding earnings per share.

Ask yourself: Is there a long enough growth runway where 
these companies can reinvest at high returns on incremental invested 
capital, so that they can sustain that compounding for another 
decade? That is our approach. Many of our portfolio companies are 
growth companies that are not on CNBC every day — they fly a little 
bit under the radar, and they’re in more prosaic industries, but it’s 
possible to find them.

TWST: Thank you. (MN)
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Important Disclosures

Opinions expressed are those of the author or Hennessy Funds, and are subject to change, are not intended to be a forecast 
of future events, a guarantee of future results, nor investment advice. 

Investors should consider the investment objectives, risks, charges and expenses carefully before investing. This and other 
important information can be found in the Funds’ statutory and summary prospectuses.  Click here for the prospectus. 
Please read the prospectus carefully before investing.  
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