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Portfolio Managers Dave Ellison and Ryan Kelley discuss the
transformation of the banking industry, the current disconnect between
expectations and performance of Financials, and why investors may
benefit from active management within the Financial sector.
1. How has the banking industry transformed over the past decade?
Since the Financial Crisis approximately seven years ago, the industry has been in
a transitional period characterized by reducing leverage and balance sheet risk and
simplifying businesses as a result of regulatory mandates or individual company
decisions. The outcome is a banking industry that appears to be fundamentally
healthy. Capital ratios have strengthened, credit conditions have improved and banks
have been able to maintain and grow book value. In addition, many management
teams have an increased focus on credit quality and expense rationalization. Going
forward, we anticipate that as interest rates potentially rise, these fundamental
improvements will be reflected in returns on equity, returns on assets and stock prices.

2. Why has there been a disconnect between investors’ expectations and
performance of the Financial sector?
Following the 25 basis point interest rate hike in December 2015, many investors
expected up to four additional increases in 2016. Rate hikes are generally beneficial
to the Financial sector, as they expand lending margins, which are the primary source
of revenue and profit for these companies. About 50% of the revenue and profit of
large banks comes from lending margin, whereas for smaller banks, that number can
be up to approximately 90%.
However, the number of rate increases for 2016 may not be as robust as initially
expected. The Federal Reserve projects a possibility of two quarter-point rate
increases, while some pundits anticipate only one hike. While many companies’
earnings were reasonably positive in the first quarter of 2016 due to the December
increase, sector stock price performance disappointed.
Nonetheless, we believe the banking environment is the healthiest we have seen in
30 years. As the economy strengthens and rates rise, margins should improve from
where they are today.

3. In your opinion, what makes the Financial sector an attractive investment
today?
As of the end of the first quarter of 2016, Financial stocks were trading below their
long-term average valuations. Large banks have some of the lowest valuations,
while small bank valuations, while still reasonable, have increased due to improved
profitability, better asset quality and less complicated, easier-to-understand business
models. In addition, mergers and acquisition activity in Financials has been robust,
particularly among regional and smaller banks.
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4. Why is active management within the Financial sector important?
For an investor looking to gain exposure to the Financial sector, we believe particular opportunity lies in those companies in which we
hold a high conviction. Generally, we seek companies with a long-term track record of earnings and solid management teams. Often,
these companies are located in geographically attractive areas and possess many of the qualities that can make them solid, longterm holdings as well as possible acquisition candidates.
Importantly, with concentrated portfolios, the Hennessy Financial Funds collectively invest in less than 10% of the over 1,000 publicly
traded Financial companies. We believe investing in these “best idea” companies provides the greatest opportunity to outperform
the overall Financial Services sector over time.

FUND PERFORMANCE as of 12/31/16
Hennessy Small Cap Financial Fund

Average Annualized Total Return
1 Year

3 Year

5 Year

25.41%

33.41%

12.93%

19.02%

7.28%

11.72%

Institutional Class - HISFX

25.55%

33.92%

13.35%

19.41%

7.55%

11.85%

Russell 2000 Financial Services Index

16.95%

31.14%

12.82%

18.01%

5.28%

9.35%

8.83%

21.31%

6.74%

14.46%

7.07%

8.26%

Investor Class - HSFNX
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Russell 2000 Index
Gross Expense Ratio:

1.50% (Investor Class)

1.17% (Institutional Class)

Hennessy Large Cap Financial Fund

Average Annualized Total Return
3 Month

1 Year

22.26%

14.96%

Institutional Class - HILFX

22.42%

Russell 1000 Financial Services Index

12.60%
3.83%

Investor Class - HLFNX
2

Russell 1000 Index
Gross Expense Ratio:

1.58% (Investor Class)

10 Year

Since Inception
(1/03/97)

3 Month

10 Year

Since Inception
(1/03/97)

3 Year

5 Year

5.19%

16.13%

4.42%

7.92%

15.53%

5.45%

16.31%

4.49%

7.96%

16.54%

10.40%

18.20%

0.99%

6.62%

12.05%

8.59%

14.69%

7.08%

7.82%

1.20% (Institutional Class)

Represents the performance of the Institutional Class shares after May 30, 2008 (inception of the share class) and Investor Class for periods prior
to that date.
2
Represents the performance of the Institutional Class shares after June 15, 2015 (inception of the share class) and Investor Class for periods prior
to that date.
1

Performance for periods prior to 10/26/12 is that of the FBR Small Cap Financial Fund and the FBR Large Cap Financial Fund. The predecessor
Small Cap Financial Fund and FBR Large Cap Financial Fund had the same investment objectives and same investment strategies as the Fund.
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 fund may be lower or higher than the performance quoted. Performance data current to the most recent month end
may be obtained by visiting hennessyfunds.com.

Important Disclosures
Opinions expressed are those of Dave Ellison and Ryan Kelley are subject to change, are not guaranteed and should not be considered investment advice. References to
other mutual funds should not be considered an offer of those securities.

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. 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. Investments are focused in the financial services industry; sector funds may be subject to a higher degree of market risk. The Funds invest in small and medium
sized companies, which may have limited liquidity and greater volatility compared to larger companies.
The Russell 2000 Financial Services Index is an unmanaged index commonly used to measure the performance of U.S. small-capitalization financial sector stocks.
The Russell 2000 Index is an unmanaged index commonly used to measure the performance of U.S. small-capitalization stocks. The Russell 1000 Financial Services
Index is an unmanaged index commonly used to measure the performance of U.S. large-capitalization financial sector stocks. The Russell 1000 Index is an unmanaged
index commonly used to measure the performance of U.S. large-capitalization stocks. One cannot invest directly in an index. Return on assets is an indicator of how
profitable a company is relative to its total assets. Return on equity is the amount of net income returned as a percentage of a shareholder’s equity. Basis point is
a unit equal to 1/100th of 1% and is used to denote the change in a financial instrument. Book value is the value at which an asset is carried on a balance sheet.
The Hennessy Funds are distributed by Quasar Distributors, LLC.								
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