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TWST: Can you briefly describe the fund that you 

wanted to talk about today?
Mr. Kelley: We are going to talk about the Hennessy Gas 

Utility Fund today that has as its ticker GASFX. This month, it is 
turning 30 years old. In 1989, the American Gas Association — 
AGA — brought the idea for this fund forward, and the fund has 
continued to operate successfully ever since. The AGA is a 
nonprofit organization in Washington, D.C., that represents natural 
gas distribution companies on Capitol Hill and other places.

And they basically decided — they thought 30 years ago, 
it would be great to have a way for investors to invest across all of 
the companies that are members of the American Gas Association 
that are also publicly traded. Back then, there were about 130 
companies that were publicly traded gas distribution companies. 
Now, we have 49 in the fund, and that’s been part of the story over 
many years, a story of consolidation.

There are not a whole lot of funds that have been around 
30 years, certainly not within the utility space. This fund is a pretty 

straightforward mutual fund that focuses on natural gas distribution 
companies. These are companies that essentially help move 
natural gas around the country, whether major pipeline companies 
moving natural gas interstate or local distribution companies that 
hook up natural gas directly to individual households.

The fund has done very well over many years. Since 
inception through April 30 of this year, it’s returned 9.64% per 
year, and the nice thing about it is that that’s comprised of both 
dividends as well as stock price appreciation. And roughly 
speaking, over that period of time, about a quarter of the total 
return is from dividends, and about three-quarters is from the 
stocks themselves doing well.

TWST: Has the performance for the fund been 
expected? Why or why not? 

Mr. Kelley: I would say it has. Interestingly, the way it 
was expected or modeled, even way back then in 1989, as depicted 
in an original pamphlet I have, is interesting because many of the 
drivers that were talked about back then as to reasons why you 
might want to invest in the fund are the same as we still talk about 
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today. Natural gas is a growing market in the United States, and 
it has environmental advantages over other fossil fuels. When you 
look backward many years, one saw about an 8% to 10%, or even 
better in some cases, potential return. Obviously, you cannot 
predict the future, but that is what 
they had at least seen and what the 
companies had done up to that point.

Since inception, there has 
been a 10% total return per year, 
which is consistent with what had 
been expected. The fund has 
delivered those returns with less 
volatility as well because these 
companies have paid a nice, strong 
dividend. They are growing these 
dividends nicely. These companies 
tend be less volatile than the overall 
market.

TWST: Are you 
completely aligned with the 
American Gas Association Index?

Mr. Kelley: Yes.
TWST: Can you help us 

understand how this is differentiated 
from an ETF?

Mr. Kelley: The fund follows 
the American Gas Association Stock 
Index. That stock index is comprised 
of all of the members of the AGA that are also publicly traded in 
the U.S. There are some ADRs from some foreign companies. We 
have about 16% or so exposure to mainly Canadian companies and 
one U.K.-based company. But essentially, they are all domestically 
focused. Those companies have operations here in the U.S.

The AGA Stock Index is differentiated in that it is a 
market-cap-weighted index, with those market caps being then 
adjusted by each individual company’s exposure to natural 
gas. For instance, Berkshire Hathaway (NYSE:BRK.A) is in 
the fund. It is the only nonutility or energy company in the 
fund. It is included because it owns a company called 
MidAmerican, which is a utility company, and they are a 
member of the AGA.

Now, normally, this would be the largest position in the 
fund or in the stock index because it is such a megacap company. 
But because we then multiply the market cap by the company’s 
natural gas exposure, which is very tiny as an overall portion of 
Berkshire Hathaway, Berkshire Hathaway ends up being a 
half a percent position in the fund.

So essentially, the AGA Stock Index has 49 companies. 
All market caps are adjusted the same way as I just described, 
with the largest positions held at 5%. We do have nine or so 
companies that are at 5%, and the rest are all 3%, 4% or 2%. The 
fund essentially owns the same companies in the same percentage 
ownership as the AGA Stock Index, and we have a proprietary 
relationship with the AGA that we can use the index for this fund.

TWST: Is it actively managed at all?
Mr. Kelley: It is not; it is an index fund.

TWST: I want to talk a little bit about natural gas. 
Can you talk about the current dynamics of the natural gas 
marketplace in terms of current supply and demand and 
what that means in terms of this fund as an investment? 

Mr. Kelley: When you are 
investing in this fund, you are really 
invested in the overall growth and 
health of the natural gas industry. One 
thing to quickly point out to investors 
is that the companies in the fund tend 
to do better when there is more natural 
gas used or even exported. In other 
words, the more natural gas moves 
through the system, the higher the 
earnings. We like to say that the more 
that the meter spins, the better it is for 
these companies.

Another aspect to realize is 
that the fund is not dependent directly 
on the actual price of natural gas. 
Natural gas prices are right at about 
$2.50 per million BTU right now. It can 
go up, and it can go down. As long as it 
stays range-bound, say in the $2 to 
$3.50 range, and as long as it has 
competitive pricing versus other energy 
sources, then that tends to benefit our 
companies. We don’t own direct 

exploration and production companies, which are more positively 
impacted by higher commodity prices.

We’d rather have low and stable pricing over the long 
term. When we have low and stable pricing, and we have an 
abundant supply of natural gas in the United States — over 100 
years of supply — that means that it becomes over time much 
more the fuel of choice. The more natural gas we use, the better 
off our companies are.

Right now, in the United States, we are at record levels 
of natural gas production. Production is up 10% versus last year 
for instance, and that is above the record levels set last year. The 
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EIA, the Energy Information Agency of the United States, 
predicts natural gas consumption will grow to record levels this 
year, up 9% to 11% by the end of this year. So we are in a very 
good place as far as the overall industry goes.

Also helping to drive that consumption is a rapid 
increase in exportation as well. Ten to 15 years ago, we were in a 
situation where we thought that we didn’t have enough natural 
gas to last very long, and we were going to have to import a lot 
of natural gas. Then, because of advances in drilling technologies 
and being able to get natural gas out of the ground better, we 
experienced a shale revolution, so much so that we now have an 
abundant supply. We have enough for our own domestic use and 
to ship around the world.

Josh is going to talk a little bit about some of the 
dynamics that’s going on right now with LNG — liquefied 
natural gas — exportation, which is a very exciting part of the 
overall industry.

Mr. Wein: Over the last decade, production of natural 
gas in the United States has grown at about a 4% annual rate with 
consumption at around 2.5%. That difference has been exported. 
Over the last decade, exports of natural gas have grown at about 
a 14% annual rate. Over the last two years, they have grown at 
about 60%. Around 2017, the United States became a net exporter 
of natural gas, in terms of both exporting via pipelines to Mexico, 
which is about 70% of U.S. exports, and to Ryan’s point, 30% is 
now shipped in liquefied form.

Liquefied natural gas is being exported to China, India 
and Japan, and to enable that, there has been a dramatic increase 
in activity around developing export terminals. It is expected 
that we will have, in the next decade, an eightfold increase in 
the capacity to export liquefied natural gas. There is going to be 
a fourth facility opening called the Cameron LNG facility that 
will likely start exporting natural gas overseas later this month. 
That is the big story for this sector.

The fund is more exposed to traditional utilities. 
There is some exposure to exportation directly, but it is 
interesting to frame where we are in production in terms of the 
consumption and the exportation of natural gas.

TWST: Is the new production and also exportation 
of gas underreported, and if so, might the public have a 
false view that the U.S. economy is not making new 
products in such an important sector? 

Mr. Wein: Yes, you are right that it does not get talked 
about enough, even within the financial media. It is not reported 
very much to the general public. Many people have no idea the 
extent to which we are already exporting natural gas and even 
what it will look like going out five to 10 years. In the next five 

or six years, the U.S. could be the largest exporter of liquefied 
natural gas in the world. That is very underreported.

Oil and gas are a little bit different in their pricing 
dynamics. It is generally thought that when the price of either 
goes up that it is a negative for the U.S. economy. That was 
probably true 10 years ago. Today, increases in prices can be a 
net benefit to this country because we are such a large 
producer and exporter of oil and natural gas.

TWST: Roughly what percentage of natural gas 
comes from fracking, and has the controversy surrounding 
that dissipated?

Mr. Kelley: Over 60% of natural gas comes from 
hydraulic fracturing. It might even be closer to 60% of oil also 
that comes that way. It is certainly still a concern. The biggest one 
is that the natural gas drills might involve solvents, or other 
chemicals that might be involved in the process, that are not well-
contained. A lot of strides have been made there.

The American Gas Association spends a lot of time 
working with companies to improve the safety as well as the 
overall standards surrounding wells. It is a very important part 
at this point in time both for production of oil and natural gas. 
As far as I can tell, a lot of the controversy has dissipated, but 
the industry can always get better. I have seen it already, and it 
would be great to see even more of that.

TWST: Last time, you talked a lot about the way the 
distributors work. You mentioned how it was a business 
model that was somewhat immune to price or maybe 
completely immune to price and that the stocks were 
performing based on tolls per volume of gas. Could you 
elaborate more on that business model?

“Many people have no idea the extent to which we are already exporting natural 
gas and even what it will look like going out five to 10 years. In the next five or six 
years, the U.S. could be the largest exporter of liquefied natural gas in the world. 
That is very underreported.”

1-Year Daily Chart of Kinder Morgan
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Mr. Kelley: There are the major pipeline companies, 
which are about a quarter or so of our portfolio, that move natural 
gas around the country. Some examples of that are Kinder 
Morgan (NYSE:KMI) and TransCanada (TSE:TRP). The 
second bucket of companies within the fund is the multi-utilities, 
and that is over half of the portfolio now. These are utility 
companies that have the electric as well as natural gas side. A lot 
of them have acquired natural gas companies over the years.

A third bucket is the pure-play natural gas companies, or 
you can even call them “local distribution companies.” Those are 
your utilities that directly hook up from the transmission pipelines 
and deliver directly to households or industrial companies. These 
can be different businesses. Some are more diversified than 
others, like the multi-utilities. Overall, for the natural gas part, it 
is about natural gas moving through the system.

Essentially, when you get your utility bill, you’re 
paying the price of the natural gas itself, and that can fluctuate, 
but that is more of a direct pass-through from the pricing that 
your utility is getting right now. Plus, there is the portion of the 
utility bill that is for the delivery of the natural gas itself. Over 
the years, that portion, that rate has become much more 
dynamic. It allows utilities to invest more within their own 
infrastructure, which really is a very important part of this 
whole picture. The earnings of these companies are driven by 
growth in customers and in natural gas usage.

It also occurs through modernizing and replacing 
existing infrastructure as well. That has been a trend that has 
been very powerful over the last 10 years. We have seen these 
natural gas distribution companies, such as the more pure-play 
utilities, growing earnings of 9% per year, which is a greater-
than-average growth rate for these types of companies. They 
have been doing that because they have been reinvesting in 
infrastructure. They are taking advantage of overall low interest 
rates and taking advantage or seeing the opportunity with a 
good regulatory environment, which is encouraging them to 
replace old cast iron pipe to make it safer.

Cybersecurity is another area that they are really 
investing in. All of these companies are putting capital to use 
and investing in their own companies and their infrastructure. It 
is very much a great story.

Again, we are getting back to your question about 
LNG. That is also a great story too, whereby companies are 
creating jobs, reinvesting in their infrastructures, modernizing, 
replacing and restructuring, and that is helping them as well, 
because in this regulatory environment, when you invest 
money, you then pass along much of those costs plus a rate of 
return, which is allowed by your regulator. That rate of return 

is anywhere between 9% and 11%. Essentially, the more that 
they spend money now, the greater and higher the growth rates 
of earnings for these companies should be in the future.

TWST: Would you characterize the regulatory 
environment as a tailwind?

Mr. Kelley: I would say yes. Now, it has been a tailwind 
for many years. It has been helped by more sophisticated 
mechanisms of passing costs along to customers while also 
protecting utilities from fluctuations in usage. They passed the 
price of the gas on to the customer. It has become much more 
beneficial for utilities. A good regulatory environment has been 
going on for a decade or more. Certain states are different than 
others, but overall, it has been a very good utility regulatory 
environment.

TWST: What do you think are the most misunderstood 
aspects of this market, and might one of those aspects be that 
the public doesn’t realize the extent to which natural gas is a 
clean choice in the energy area?

Mr. Kelley: That is a great question. The way I like to 
talk about that is, for many years now, natural gas has been 
replacing coal, which is the dirtiest fossil fuel. Ten years ago, the 
usage of the two fuels was about even. About 23% of all the 
energy consumed in the United States was from coal, and 24% 
was from natural gas. Now, natural gas comprises 31% of the 
overall energy used in the United States, and coal is only 13%.

It has been an excellent way to replace dirty coal. 
Natural gas, in many ways, is the cleanest of all the fossil 
fuels, and it is very abundant. It is a very logical and beneficial 
way of replacing at least some of the worst pollutants out there 
from coal. Renewables are very important as well, which have 
grown the fastest over the last 10 years. We have seen a 61% 
growth rate in total renewable energy in the last 10 years, but 
growing from only about 7% of our overall energy usage to 
11% today. It will likely continue to grow faster than any other 
part of the overall energy landscape.

Really, I believe that natural gas and renewables are 
complementary to one another, and they work together in the 
following way. Number one, there are scalability issues with a lot 
of the renewables. You need many, many wind farms to replace 
just one coal power plant that could be using natural gas instead. 
That is a problem. There is also a very big problem with 
intermittency. That means, essentially, the sun doesn’t always 
shine, the wind doesn’t always blow, and the water doesn’t 
always flow.

For instance, right now, California is awash in water-
produced energy, but it wasn’t that way for many years because 
of the extended drought. So they were much more dependent on 

“Really, I believe that natural gas and renewables are complementary to one another, 
and they work together in the following way. Number one, there are scalability issues 
with a lot of the renewables. You need many, many wind farms to replace just one coal 
power plant that could be using natural gas instead.”
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natural gas or other types of energy sources. Natural gas fixes part 
of that problem. You can always use and burn natural gas, even 
when the sun’s not shining. There is certainly significant growth 
for both, as we continue to replace coal over time. We just have 
to think about better, cleaner ways to produce electricity in this 
country that also make economic sense.

TWST: What are some of the dynamics going on in 
the distribution side of the natural gas business, meaning 
dynamics like diversification or consolidation of assets, or 
even a lesser-known dynamic?

Mr. Kelley: Over the years, M&A has been substantial. 
It has slowed down in the last year and a half or so. But if we 
take a look, at its beginning, this fund had close to 130 
companies; now, there are 49. So there has definitely been a 
lot of consolidation in the industry that has happened in spurts, 
but that has been pretty constant over time.

More recently though, in the last few years, there has 
been a real desire by Canadian companies or renewable-type 
companies or just larger, multi-utility companies in the U.S. to 
buy more pure-play natural gas utilities. At the beginning of 
2015, we had 62 companies in the fund. Since that time, 15 
acquisitions have been completed. In four years, we have seen 
24% of the companies being acquired. That is substantial.

Now, it slowed down, and the reasons for that are 
twofold. Number one, the ones that are left are, for the most part, 
well-run and profitable companies that see a long runway for 
their own businesses. They aren’t necessarily interested in selling 
out right now. That also increases their scarcity value.

What I mean by that is, this is a highly regulated 
industry. There are a lot of barriers to entry. Nobody just starts 
a new utility out of the blue. So these companies have a scarcity 
value in that if you are a company that distributes natural gas 
throughout Oklahoma, and you have the whole state, then if 
anybody wants that market, they would have to buy you. They 
cannot just build it from the ground up.

That is also why we have the regulators. There is not 
an easy way to increase competition. The regulators are very 
specific about keeping the pricing where it should be. The 
M&A picture is an interesting part.

The second part is dividends. Josh can talk a little bit 
about that. It is a good way to look at these companies. Some 
people think of utilities as being only for dividend yields that 
are low and don’t grow.

Mr. Wein: With the scarcity value of natural-gas-
focused utilities due to consolidation and the operating 
performance of this sector, you have seen price/earnings multiples 
become somewhat elevated. It comes back to the dynamics of 
your average utility where there is very stable growth in cash 
flow. Over the last decade, basically, you have seen operating 
income growth of about 9% and dividend growth of about 5%. It 
speaks to growth and the ability to raise dividends and also the 
idea that there is room to go higher.

At the end of 2018, the net dividend coverage ratio was 
about 1.8 times for our portfolio companies. Three years ago, it 
was about 1.5 times. It speaks to the growth of the industry and 
its cash flows, which is why investors have been drawn to the 
utility sector. Admittedly, it is not the sexiest sector. It is not 
technology or health care, but this stability speaks volumes about 
what people care about in any market, especially now.

There is ultimately not a lot of business risk for utilities, 
and people need to turn the lights on. There is no product risk. It 
is a mission-critical service that is provided to individuals and 
households. But we would always point to operating income 
growth and the consistency and growth of the resulting dividend.

TWST: This fund’s focus has proven to be a successful 
area for investment. Why don’t you have more competition?

Mr. Kelley: That is a good question. Ultimately, it is 
categorized in most places as a utility fund, and there are other 
utility funds out there obviously. None of them have this 
differentiation of being heavily weighted toward natural gas 
utilities. There is a lot more of a focus these days on funds that 
are staying very specific to a particular sector.

Of course, this fund also has the energy side to it too. 
It has about 25% major pipelines. They are technically 
considered energy companies. It doesn’t fit into a tiny, 
pigeonholed box like many funds out there these days, although 
it is a sector fund as well. Overall, utilities are a very small part 
of the overall market, as in 4% or less of the S&P 500.

Those are reasons why others haven’t tried to replicate 
this. I am glad there is not as much competition. We have a 
different product. Interestingly, some long-term shareholders 
have been in it since its beginning 30 years ago. I always enjoy 
talking to those shareholders because they were involved in it a 
lot earlier than I was, which is nice to hear about.

TWST: Is there anything else you would like to cover 
that we have not addressed?

Mr. Kelley: I think we have covered it all. Thank you 
for all your great questions.

TWST: Thank you. (KJL)

RYAN C. KELLEY, CFA
 Portfolio Manager
L. JOSHUA WEIN, CAIA
 Co-Portfolio Manager
 Hennessy Funds
 7250 Redwood Blvd.
 Suite 200
 Novato, CA 94945
 (415) 899-1555
 (800) 966-4354 — TOLL FREE
 www.hennessyfunds.com

© 2019   The Wall Street Transcript, 622 3rd Avenue, New York, NY 10017
Tel: (212) 952-7400  •  www.twst.com



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. References to other mutual funds should 
not be interpreted as an offer of these securities. 
   
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 funds may be lower or higher than the 
performance quoted. Performance data current to the most recent quarter end may be obtained by clicking here. 
 
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. 
 
Top ten holdings for the Hennessy Gas Utility Fund can be found here.  Fund holdings and sector allocations are subject 
to change at any time and should not be considered a recommendation to buy or sell any security. 
 
Mutual fund investing involves risk; Principal loss is possible. Investments in foreign securities may involve political, 
economic and currency risks, greater volatility and differences in accounting methods. Investments are focused in the 
natural gas distribution and transmission industry; sector funds may be subject to a higher degree of market risk. 
 
Diversification does not assure a profit nor protect against loss in a declining market. 
 
Earnings Growth is not a measure of the Fund’s future performance. 
 
The AGA Stock Index is a market capitalization weighted index consisting of member companies of the American Gas 
Association (AGA), and performance for the AGA Stock Index is provided monthly by the AGA. The S&P 500® Index is an 
unmanaged index commonly used to measure the performance of U.S. stocks. One cannot invest directly in an index. 
 
Cash Flow measures the cash generating capability of a company by adding non-cash charges (e.g. depreciation) and 
interest expense to pretax income. 
 
Dividend Yield is a ratio indicating how much a company pays out in dividends each year relative to its share price. 
Dividend yield is represented as a percentage and can be calculated by dividing the dollar value of dividends paid in a 
given year per share of stock held by the dollar value of one share of stock. 
 
Net Dividend Coverage Ratio measures the number of times that a company could pay dividends to its shareholders. 
 
Price-to-Earnings (P/E) Ratio measures share price compared to earnings per share for a stock or stocks in a portfolio. 
 
The Hennessy Funds are distributed by Quasar Distributors, LLC. 
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