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TWST: Could you tell me a little bit about the firm?
Mr. Loftin: Sure. The broader BP Capital firm was established in 1996 

when Boone Pickens left Mesa Petroleum and started his family office. Shortly 
thereafter, he launched a series of hedge funds. In 2013, with his support, I 
launched a separate RIA known as BP Capital Fund Advisors. And with the initial 
seed money of about $47 million and working capital from Boone and other 
investors, we launched this separate entity and began with two strategies.

One was called the TwinLine Energy strategy, and the other was 
TwinLine MLP strategy. And TwinLine was just a play on words, because in the 
pipeline business when you lay a pipe alongside an existing pipe, that is called 
twinning pipe. And so we were twinning the legacy of Boone Pickens and BP 
Capital through the establishment of these strategies. The MLP fund is focused on 
the midstream portion of the energy value chain. So we are approaching the end 
of the fifth year of operating the strategies.

TWST: How does Hennessy fit into this?
Mr. Loftin: In October of this year, Hennessy acquired both the TwinLine 

Energy Fund and TwinLine MLP Fund, which have been renamed the Hennessy BP 
Energy Fund and Hennessy BP Midstream Fund respectively. The firm, BP Capital 
Fund Advisors, realized that the environment was changing in such a way that it made 
sense for us to partner with a larger firm so that Hennessy, who has a 20-plus-year 
history of operating and administering mutual funds, could help us in that regard while 
we continue to focus on the managing of the investments within the funds. We remain 
in the position of portfolio management as subadviser to the funds, but the partnership 
made a lot of economic sense for a variety of reasons.

TWST: Maybe we could get into a little more detail on the fund, 
on the investment strategy and if there’s an overarching philosophy to it.

Mr. Loftin: Sure. Well, it’s fun to tell the story, because when you think 
about the Pickens Plan that was launched in July of 2008, that plan was originally 
intended to educate America and Washington, D.C., about the energy dependence 
that’s been going on for decades — on the U.S.’s dependence on OPEC. And with 
the shale revolution, particularly at that juncture in 2008, it had way more to do with 
the abundance of natural gas, but this idea that we needed to stimulate demand for 
our hydrocarbons here in the U.S. and effectively get off OPEC oil.

So what does that have to do with the Hennessy BP Energy Fund? 
Well, we knew that the world didn’t need another energy-specific strategy that 

was married to the upstream. And what we mean by that is energy strategies are 
typically viewed as though they remain in the exploration and production or 
oilfield services or refining side of the business. But as the energy landscape has 
changed dramatically over these last 10 years, specifically in the U.S., we realized 
that there was a whole host of industries that would benefit from the cheaper 
feedstock and fuel costs associated with natural gas as just a starting point. And 
so we thought, “Why wouldn’t we establish a strategy that could traverse the 
whole value chain, meaning investing in industrials and materials and 
transportation, whatever seemed to be appropriate — our best risk/reward 
relationship at the time?” And that’s exactly what we did.

TWST: In terms of the target audience for the fund, maybe you 
could talk a little bit about that. Which investors might be interested in it?

Mr. Loftin: When you look at the Morningstar Energy Equity 
category or even the natural resources category, you’re going to see 90, plus or 
minus, funds with different share classes. Our primary target was to become a 
better alternative for those investors who gravitated toward the upstream-specific 
energy strategies. This fund was meant to compete head to head with that group, 
but it was also meant to convey to advisers on behalf of their retail investors that 
there’s more to the picture than just trying to invest in oil and gas as part of the 
broader economy — in the traditional way of doing it where you had to rely on 
the price to support the performance of the underlying equities.

And specifically, what I mean is, if you have companies like 
Anadarko (NYSE:APC) or Chesapeake (NYSE:CHK) or Concho (NYSE:CXO), 
or any of those names that are producers, it was largely viewed historically that 
the success of those companies hinged on whether or not oil prices or gas prices 
were higher. And that is somewhat true, but the balance to that is when you think 
about natural gas prices prior to 2005 in the $5, $6, $7 per million British thermal 
unit range. And today, the natural gas strip is closer to $2.75 to $3.25 and 
industries ranging all the way from steel companies to petchem to even refiners 
who use natural gas for powering their distillation units benefit from cheaper, 
domestically abundant natural gas. There’s a relative cost benefit to those. The 
idea was to make it a strategy that would appeal to an investor who cared about 
the American energy independence theme and what that meant long term.

TWST: Did you want to highlight a company that you find 
interesting now?

Mr. Loftin: Diamondback Energy (NASDAQ:FANG) is one name that 
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we’ve known and held for a long time, and the ticker symbol is FANG. It’s not 
Facebook (NASDAQ:FB), Amazon (NASDAQ:AMZN), Netflix (NASDAQ:NFLX) 
and Google (NASDAQ:GOOG); it’s literally FANG. Diamondback is the name. The 
reason we like that name is because that company has done an excellent job of 
growing its reserve base in an environment where oil prices have been a headwind 
really over the last four years since late 2014. Travis Stice is the CEO. We are quite 
familiar with their management team, and they are based in Midland, Texas, so they’re 
sort of the hometown team. That’s a name despite the fact that oil prices have been 
challenging; the company has been able to increase their reserve base on a per-share 
basis. So that’s a name that we like longer term.

TWST: When you say they’re growing their reserve base, why 
would investors be interested in hearing that? How would that benefit the 
company?

Mr. Loftin: Well, the way to look at it is, I have a producer who is in, 
say, the Williston Basin, in the Bakken or even in the Powder River Basin or even 
the Eagle Ford. In those plays, there are typically one or two layers under the 
surface from which oil and gas can be extracted, known as pay zones, but in the 
Permian, there’s four, possibly five different pay zones from which they can 
achieve production. Diamondback is squarely fitted right into the Midland Basin 
within the broader Permian Basin. Their opportunity set to create value and grow 
despite the fact that oil prices are 
challenging is what’s appealing to us. It 
has a lot to do with having higher-quality 
acreage that will yield more oil and gas 
and a high-quality management team.

TWST: What do you think 
might happen with the company in 2019 
that might be of interest to investors? Is 
there something they might want to follow?

Mr. Loftin: Aside from just 
looking at oil prices, the more important 
topics are the pipeline infrastructure 
available in the Permian and that the 
bottlenecks that have been experienced 
over the last 12 months will largely be 
resolved over the course of 2019 and in 
early 2020. So you have firm transportation 
available for those producers to ensure that 
they have the ability to sell their oil out of 
the Midland Basin down to the Houston 
Ship Channel, so that’s one thing to watch 
that we think is a tailwind.

We also think that there’s 
consolidation within the producer community, 
specifically within the Permian where smaller 
operators who just don’t have the critical mass 
but have really good acreage or the quality of 
their rock makes them a good target by 
acquirers. Diamondback can play either of 
those roles. They have been known to make 
acquisitions. But we could also see them being acquired by one of the larger — maybe 
one of the majors, like a Chevron (NYSE:CVX) or Exxon (NYSE:XOM). We’re not 
banking on that, but that’s something that could happen.

TWST: Did you want to mention another company?
Mr. Loftin: Sure. Let me take you to Targa Resources (NYSE:TRGP). 

One of the themes that’s unfolding here in the U.S. is the abundance of natural gas 
liquids. We often talk about oil and less often talk about propane and ethane and what 
that means to the liquids picture within really the globe, but specifically in the U.S. 
And over the course of the last three-plus years, the petchem industry has been 
building out ethane cracker facilities along the Gulf Coast, and structurally that means 
that there will be a base level of demand here in the U.S. for natural gas liquids.

Targa Resources has positioned itself in such a way that it will be able 
to offer a fully integrated midstream solution to bring natural gas liquids from the 
Permian in West Texas all the way to the fractionation plants in Mont Belvieu, 
Texas, close to Houston and the Gulf of Mexico, and then transport the purity 

products to the Houston Ship Channel to export. And so we see a massive tailwind 
over the next year-plus for Targa Resources, as few other companies are 
integrated to do that.

TWST: So investors might want to watch for that to take place into 2019?
Mr. Loftin: That’s correct.
TWST: While we were talking about Diamondback, you mentioned 

the possibility of mergers and acquisitions. Do you think that’s going to be 
something to watch for in 2019 in the sector?

Mr. Loftin: I do. I think that what’s going to become more and more 
apparent is that the need to have critical mass, meaning the operational footprint, 

the expertise, the labor, the ability to 
source crews, fracture stimulation and 
pressure pumping equipment using 
quantity discounts, all of that is going to 
come into play in a bigger way as we move 
forward. And that’s going to help to keep 
the marginal cost of production in check. 
So smaller guys are just going to either get 
gobbled up or they will get hampered in 
their ability to grow.

TWST: So it sounds like the 
most likely type of acquisition activity 
might be the bigger companies taking 
over the smaller ones as opposed to, let’s 
say, maybe a couple smaller players 
merging themselves?

Mr. Loftin: There could be 
some consolidation where you have a 
medium-sized player and medium to large 
or independent, but we’ve actually seen 
some of that already. RSP Permian was 
acquired by Concho. Energen was 
acquired by Diamondback, just to name a 
couple examples.

TWST: Right now, with the 
Trump Administration in place, have 
their policies on the oil industry and 
energy in general been helpful for many 
of these companies?

Mr. Loftin: It has. If you 
remember back more than a year ago, you had the Dakota Access Pipeline that 
was controversial; that is taking crude from the Bakken of North Dakota down to 
other areas of the country heading south. And the reason that was so important 
was because the price at Clearbrook, which is the hub where Bakken oil trades, 
was about a $15-per-barrel difference, meaning cheaper. And so when that 
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the U.S., we realized that there was a whole host of industries that would benefit from the 
cheaper feedstock and fuel costs associated with natural gas as just a starting point.”
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pipeline was put in place, that price differential tightened back to parity or in line 
after accounting for transportation costs, which enabled companies like 
Continental Resources (NYSE:CLR) and others who operate in the Bakken to 
resume production growth. So there have been notable benefits from the Trump 
Administration’s support of energy.

TWST: Would it be connected with the regulatory climate and 
things like that?

Mr. Loftin: Yes. And when you think about the ability to grow, 
whether it’s the Bakken or the Permian, we think about the December 2015 export 
ban being lifted. All of that oil supply growth coming from different parts of the 
country is exiting in a large way to the tune of about 2 million barrels per day 
exported from the U.S. to all over the world. That affects the net import number 
and trade balances. I think that was part of the reason that the Trump 
Administration was supportive of Dakota Access and other pipelines.

TWST: And as we talk here in early December, people are watching 
crude oil prices and what OPEC might be doing. Any feeling on how this all 
might play out in the coming year that investors would want to know?

Mr. Loftin: Today, there’s a hyperfocus on the OPEC meeting, which 
is taking place as we speak. A cut is expected from the OPEC-plus group, and I 
say OPEC-plus on purpose, largely meaning to include Russia. And over the 
course of the last 24 hours, there’s been a consensus building that there would be 
something in the neighborhood of a million-barrel-per-day cut.

The question is, what’s the reference point? Is the reference point the 
current production level, or is it another level? There could be more of a cut. It 
could be maybe a 1.3 million-barrel-per-day cut. And so if you assign probabilities 
to that, the way we’ve looked at it and modeled it, it is then about a 20% chance 
of a 1.3 million-barrel-per-day cut, there’s about a 45% chance of a 1.15 million-
barrel-per-day cut, about a 25% chance of less than a million-barrel-per-day cut 
and about a 10% chance of no cut.

All of which would have different ramifications on price, but we think 
that the Saudis are serious about keeping prices supported because it’s crucial to 
their economy. And even though they’re trying to appease Trump, I think it’s 
going to boil down to just good old-fashioned hard economics and cash. And so 
we think that the Saudis will be supportive, even if it’s not clear in the way that 
they communicate the cut agreement. We think that they have the ability to do 
things on the margin that would be supportive, meaning taking additional 
production offline in the first part of next year.

TWST: For his part, President Trump, I understand, has been 
arguing for no production cuts and maybe lower prices. Is that right?

Mr. Loftin: Yes. I think that it’s such an interesting point because he 
wants lower prices so gasoline prices stay low. Yet, if you notice, gasoline prices 
actually haven’t spiked with oil back in the earlier part of this year. And part of that 
was just because we had a lot of gasoline inventory, so no price spike. But here’s 

something I think it is really worth noting, as the U.S. oil and gas production has 
surged, the oil intensity of the U.S. gross domestic product has fallen.

Let’s use this scenario: If oil prices go up 25%, that only reduces U.S. 
GDP by 0.2% versus a reduction of 1.3% prior to 2005. Those are numbers that I 
believe are from the EIA, U.S. Energy Information Administration. In fact, GDP 
in some states, like Texas, actually rise as oil prices climb, so the impact on 
inflation is far more benign these days, while employment, including non-oil-
producing states, benefits from the pull from the oil sector, meaning the demand 
for services and what not. Our economy is very different today than it was prior 
to 2005 before the shale revolution kicked off.

TWST: When we talk about the fund you work on, when investors 
are considering it among options in their portfolio, why would it be a smart 
idea to put it as part of a larger portfolio? Why would it make sense for 2019?

Mr. Loftin: I think the best way to think about it is the theme itself. 
American energy independence is one that is going to grow in momentum over 
time. If you look at the expected growth rate of crude oil production, by 2025, we 
will be closer to 17 million barrels per day, whereas today we’re right at 10.8 
million barrels per day. So we’re going to be able to compete well with OPEC and 
Russia and so forth. So in order to take advantage of that as a U.S.-based investor, 
it would be wise to consider not just the producers but the whole value chain going 
back to the design of our strategy.

I’ll cite UBS (NYSE:UBS) as an example, the Swiss bank. Their 
private wealth research group has identified different themes that are sustainable 
over the next decade, one of which is the American energy independence theme. 
And so we believe that it’s meaningful; it is influencing politics across the globe.

LNG is a good example. With the ability of the U.S. to export liquefied 
natural gas to Europe, that makes countries in Europe less dependent on Russia 
for gas supply. And we are in the early to middle innings of this theme unfolding, 
so you can look at it as a means of growth that would compete well with 
information technology and other parts of the S&P 500. So that’s how we view it.

TWST: Is there anything we didn’t talk about that you care to 
bring up, either about the firm or about some trends out there or the fund?

Mr. Loftin: We didn’t talk at all about the midstream section of the energy 
value chain or the Hennessy BP Midstream Fund. When you think about how the 
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ethane cracker facilities along the Gulf Coast, and structurally that means that there will be a 
base level of demand here in the U.S. for natural gas liquids.”

1-Year Daily Chart of Diamondback Energy

Chart provided by www.BigCharts.com

1-Year Daily Chart of Targa Resources Corp.

Chart provided by www.BigCharts.com



MONEY MANAGER INTERVIEW  ———————  INVESTING ACROSS THE VALUE CHAIN IN AMERICAN ENERGY INDEPENDENCE

hydrocarbons are going to get to the demand centers that we’re focusing on, it takes 
pipeline. You’ve got to have pipe to get it there, and the midstream/MLP space over 

the last five years has been ravaged for different reasons. I think that investors need to 
look at midstream, not MLPs. MLP is just a legal structure, master limited partnership, 
but the underlying businesses — whether they’re long-haul natural gas pipes or long-
haul crude oil or refined product pipelines — they are needed.

In the last four years, a narrative was offered to the investment 
community where MLPs were sold as toll-road business models, and that’s only half 
true. There’s another side to that coin where there’s commodity price sensitivity 
associated with midstream businesses. We recommend investors make sure you 
know what you’re investing in specifically with midstream and the potential 
commodity price instability. The Hennessy BP Midstream Fund does that.

We actually have what we call a demand-pull focus. So if you think 
about the power companies in the Northeast who want to make sure that natural gas 
supply is available so that in the wintertime a retirement community doesn’t freeze, 

they are less concerned about the price of natural gas and more about the assurance 
of flow. We have a bias toward the midstream companies whose customers are what 

we call demand-pull, or utility companies or refineries that use energy with less 
sensitivity to price. So that’s a topic that I think has been largely misunderstood.

TWST: Thank you. (ES)
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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. 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 or by calling 800.966.4354. 

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.  Click here for prospectus. Please read the prospectus carefully before investing.  

Top ten holdings for the Hennessy BP Energy Fund can be found here.  Top ten holdings for the Hennessy BP Midstream 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. 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. Energy-related companies are subject to specific risks, including fluctuations in commodity. The prices of 
MLP units may fluctuate abruptly and trading volume may be low, making it difficult for the Fund to sell its units at Master Limited Partnerships (MLPs) and MLP 
investments have unique characteristics. The Fund does not receive the same tax benefits as a direct investment in an MLP. MLP general partners have the power to take 
actions that adversely affect the interests of unit holders, prices and consumer demand, substantial government regulation, and depletion of reserves.

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.

S&P 500 Energy Index is an index that comprises those companies included in the S&P 500 that are classified as members of the GICS energy sector. Alerian MLP Index is an index 
of prominent energy Master Limited Partnerships (MLPs) and is commonly used to measure the performance of the MLPs. One cannot invest directly in an index.

The Hennessy Funds are distributed by Quasar Distributors, LLC

800.966.4354 hennessyfunds.com  

“I think the best way to think about it is the theme itself. American energy independence is one that is going 
to grow in momentum over time. If you look at the expected growth rate of crude oil production, by 2025, 
we will be closer to 17 million barrels per day, whereas today we’re right at 10.8 million barrels per day.”
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